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Thursday, December 8, 2016
--- On commencing at 9:04 a.m.
HYDRO ONE NETWORKS INC. - EXECUTION, OPERATING, COMMON PANEL, resumed

Mr. Stenning,
Mr. Schneider,
Mr. Bowness; Previously Affirmed.


MR. QUESNELLE:  Good morning, everyone, please be seated.  Mr. Nettleton, any...

Preliminary Matters:

MR. NETTLETON:  One preliminary matter, sir, just the filing of the chronology happened yesterday afternoon.  We apologize that we missed the deadline of noon, but we were scrambling to get a lot of other things done as well, so it's in the Board's hands now, I think, in terms of what your needs are for having panel 1 or parts of panel 1; namely, Mr. Vels, I think.


My conversations with Mr. Vels have been that he is certainly willing and prepared to reappear if you would like him to to address any of the -- you know, to further explain the chronology of the events that have taken place.  The sooner -- his only ask is that the sooner he can adjust his calendar the better, so...


MR. QUESNELLE:  Certainly.  Okay.  We will take a look at that together with the business plan that was filed the other day, and -- well, we haven't had a chance to look at it that closely, but probably before the lunch break we will get back to you, Mr. Nettleton, on that.


MR. NETTLETON:  Thank you.


MR. QUESNELLE:  The one item we don't have yet, I don't believe, is Undertaking 1.2, is to advise what the personal goals would be for the senior executives of the company.  That was something that Mr. Vels was also, I know, engaged in.


MR. NETTLETON:  Yes, the finance panel, Ms. McKellar, will be able to address that.


MR. QUESNELLE:  Okay.


MR. NETTLETON:  I think what I understand is that the result of the board meeting on December 2nd was that refinements were required to some of the work products that they were working on, and so the plan, as I understand it, is that those are in process.  The trouble is, is that -- not the trouble, the challenge is, is that Ms. McKellar is here and is not able to then complete the task at hand, but I believe she has some thoughts about dates and timing of that exercise.


MR. QUESNELLE:  Okay.  It would be helpful if it's available when she is if that's possible.


MR. NETTLETON:  I don't think that will be possible, but I think that she can give you a further understanding of what's going on.


MR. QUESNELLE:  Okay, thank you.


MR. NETTLETON:  I think that we have done a lot of bad news.  The good news is there will be a team scorecard that will be filed, and I believe that for the team metrics of the -- sorry, yes, it was filed, the team metrics -- team scorecard metrics were filed.  I think the only outstanding part is the metrics for the individual members of the executive team.


MR. QUESNELLE:  Okay.  Well, I just put you on notice, Mr. Nettleton, that we may want to either delay or have Ms. McKellar back again to speak to that particular undertaking if it's not available when she comes up in the natural schedule, okay?


MR. NETTLETON:  Thank you.


MR. QUESNELLE:  Okay, thank you.


Dr. Higgin, are you up this morning, or your colleague, Mr. Yauch?


MR. DeROSE:  Excuse me, Mr. Chair, before we move on, Ms. Blanchard has allowed me to appear today, so one question:  If we could just raise one issue for you to consider while you are looking at the chronology that was filed yesterday and making your determination on whether Mr. Vels should or should not be called back.


At the time that the chronology was taken under advisement this past Monday, there was also the issue of whether the November 2015 draft business plan should be filed, and I think the two were discussed at the same time, although they were independent taken under advisements, and we would just ask that the Board also consider at the same time as the chronology whether a determination has to be made on whether the 2015 draft plan should be produced.


We do appreciate that the chronology may replace that need, but it's just something that we would like you to consider at the same time.


MR. QUESNELLE:  Okay.  I do recall the conversation.  I believe it was Dr. Elsayed and Mr. Nettleton on that, and I took it that the chronology was an -- offered up in lieu of the draft business plan because of the nature of the relevance that the chronology has been put forward, is taking the pieces of that draft plan together as to what's relevant to this application.


Am I paraphrasing correctly, Mr. Nettleton?


MR. NETTLETON:  Not to put too fine a point on it, what the chronology has done is it has focused on the cap ex expenditure, the transmission system planned expenditures, which gave rise to the whole discussion as we understood from Dr. Elsayed's questions that the concern was what has changed from the -- as it relates to the capital expenditures comprising the business plan and the transmission system plan in November.


So we have focused our chronology and we have provided three documents.  One of those documents is the -- is a variance analysis calculation that shows what has changed and has tried to address that.  And then the narrative, the qualitative parts, describe the milestones along the way.


So to answer my friend's point, we are not planning to file the November business plan.  The November business plan was a consolidated plan.  The work effort required to do the redactions that would be required and the efforts involved at this stage to -- in our respectful submission, don't help the record, don't help the exercise and the query that Dr. Elsayed had raised, and we believe that the chronology is an appropriate way to investigate and address the issue.


MR. QUESNELLE:  Thank you.  Mr. DeRose, does your client have other concerns beyond the capital elements?


MR. DeROSE:  Yeah, I think we are raising it now just to reserve our rights.  We have the chronology.  We appreciate the Board is going to look at it this morning or before lunch or over lunch to determine whether you believe it's sufficient and whether Mr. Vels should be called back.


We just simply wanted to raise the fact that if the chronology is determined to not be sufficient, we just didn't want to be seen to be giving up our rights to ask for the business plan.


I think the best way to proceed, or certainly my suggestion would be that the Panel take a look at the chronology and determine how you wish to proceed, and we are just, I guess, putting a flag in the ground saying we are reserving our rights to ask for the business plan once everyone's determined how they wish to proceed with the chronology.


DR. ELSAYED:  I just want to clarify from my perspective, having made that request in the first place, that the chronology which I did look at does meet the requirements that I had in terms of the capital plan and the change over time and the explanation of the variances.


So I just wanted to make that clear.  I no longer need any further information from the draft business plan.


MR. QUESNELLE:  So we will confer as to whether or not we want to have Mr. Vels return, and when we make that we will let you know that.  We will, you know, allow further submissions if you do still have a request.


Mr. Rubenstein.


MR. RUBENSTEIN:  On a separate but related matter, with respect to the business plan which was filed, I am not sure if the Board has had a chance to look at it, but it is titled "transmission business plan 2017-2021", dated December 2nd, 2016.


MR. QUESNELLE:  Yes.


MR. RUBENSTEIN:  If I could ask through you to Mr. Nettleton, is -- I was expecting that the business plan would take the form of some sort of consolidated Hydro One business plan, and this is a transmission-specific business plan.  And I am just interested, is there on top of this a broader corporate-wide business plan, or does Hydro One's business plans go by business line?


MR. NETTLETON:  Well, Mr. Rubenstein, I believe the evidence on this record from Mr. Vels is that there is a distribution business plan, and the distribution business plan is expected to be included in the next distribution rate case filing.  And when that happens, I think his statement was that Hydro One would then be on cycle.


So this transition period and transformation period is what has given rise to this -- the current circumstances on the transmission side.  But from the December 2nd meeting, there has been an approval of a transmission system is plan, which is relevant to this proceeding, which is why it got filed, and I think what you can expect in the distribution rate case filing is a business plan in the application. 


MR. QUESNELLE:  And that business plan would be the corporate, or would that be separate to distribution as well? 


MR. NETTLETON:  I am advised that there are three business plans.  There is the transmission business plan, and then there is a distribution business plan, and a consolidated business plan which would take into account obviously the other operations of Hydro One which are not regulated by this Board.


So the relevant business plan that would be filed in the distribution rate case would be the distribution business plan.  And correspondingly, for purposes of this proceeding, the business plan these appropriate and being filed here is the transmission business plan.


MR. QUESNELLE:  And what's the status of the corporate business plan at this time? 


MR. NETTLETON:  Having been in the hearing room on December 2nd, I am not sure.  But subject to check, I would assume that -- well, I can get back to you.  I am not going to make any -- subject to check.


MR. QUESNELLE:  Okay, thank you.  We will get the status of that, Mr. Rubenstein, and then we can carry this on further.


MR. RUBENSTEIN:  Thank you.


MR. QUESNELLE:  Just for the record, it's K8.1.  We did give it an exhibit number when it was filed.


With that, Mr. Yauch?

Cross-Examination by Mr. Yauch:

MR. YAUCH:  Thank you.  Good morning, panel.  Brady Yauch with Energy Probe.  I just have a couple of questions, and I hope to just be fifteen minutes; I don't want to go over my time.


So if I can pull up Energy Probe IR number 11, please.  So in this IR we asked you about which of your measures are benchmarkable and which ones aren't.  And I understand why renewable energy, those things are difficult to benchmark. But I was curious about asset management, that's the amount of in-service additions you have. 


So it's our recollection, dealing with other jurisdictions, that most transmitters do monitor this. They apply to boards, and they sort of track this, and we are curious why Hydro One is unable to use this to benchmark this against other transmitters.  What makes Hydro One's transmission different than the other ones? 


MR. BOWNESS:  With respect to our in-service additions, we have an overall goal annually of delivering to our commitments, delivering to a hundred percent of in-service additions. 


When you look at the period of 2014, '15 and '16, we had a commitment to deliver to the cumulative amount of the 2.3 billion across the years that were approved under the last rate filing.


So when we look at an overall benchmark of in-service additions, we have a goal and an objective of a hundred percent.  We haven't gone off and looked at other utilities to see where they are relative to their delivery of their commitments, because we have an overall goal of a hundred percent.


MR. YAUCH:  You don't think it would be good for the Board to see whether -- how you compare to other utilities, whether they are able to meet their plans for in-service additions, so that would be a benchmark that would be interested in Navigant, or any one of these organizations that benchmark these things?  Or I can follow up the question.


This is part of your corporate scorecard.  So in-service additions also factor into compensation, correct? 


MR. BOWNESS:  Yes, it does.


MR. YAUCH:  Okay.  So we would see that as an important metric and we are curious how -- if you are compensating some of your employees based on this metric, we would be curious to see how you compare to other utilities.


MR. BOWNESS:  Yes, so the benchmarking that we completed with Navigant as a part of the overall benchmarking study, if we refer to the Navigant exhibit, which is --


MR. YAUCH:  The reference on the top.


MR. BOWNESS:  B2, tab 1, yes.  The benchmark that was brought forward as that related to cost was figure 27, which is the percent of your capital budget spent.  So that was the industry benchmark they bought forward around your ability to deliver your work program. 


So if you see within that, you will see historically we were under delivering our capital work program in the years that they looked at our data. 


As a part of our continuous improvement program, as well as our commitments to our customers and our regulatory commitments, we have subsequently moved to achieving our capital budget.  And if you look at the trend that is within that figure, the majority of the benchmarkable utilities are achieving their capital expenditure.  So therefore, it's a similar metric to in-service additions that was benchmarkable.  But we didn't have any data from Navigant on in-service additions as metric.


MR. YAUCH:  Okay.  So I go back to the IR number 11.  I think we have seen this -- if you can go down to the second page, the response to (c) and (d).  We have seen this graph.  You were just talking about this, the kind of lumpy in-service additions you have 2014-15.


I was curious how you score on the scorecards overages and underages when it comes to compensation.  Does one of them work more strongly against compensation than the other?   So if you are over -- well, how do you score it when you do compensation, if you are over or under your capital additions? 


Like for example in 2016, I think you are 50 percent over or 40 percent.  Does that work against compensation, or does it stay the same? 


MR. BOWNESS:  So if we refer to the team scorecard, I believe that's been filed.  It might be helpful to bring that up to see the in-service addition metric. 


So if you see the TX in-service addition delivery accuracy metric, we have a percentage that's associated with under and over delivery.  And this is in recognition of the fact that the capital work program is a very complex set of projects and to be able to hit a bull's eye target of a specific number as of December 31st is not in line with what we see as best practices on delivery.  You want to make sure that you're delivering to your overall commitments, but you have to have some variability in your capital decisions, especially when you are coming up on a calendar year end. 


So you wouldn't want a project that is 98 percent done, there's a small piece of work to complete.  But you are going to be asking your crews and your staff to work extreme overtime and put themselves in a safety risk -- a riskier safety situation in order to get that project over the finish line on December 31st.  It would be the prudent decision to push that off until January 15th, but therefore you wouldn't necessarily hit the bull's eye target. 


So we have put a percentage, a dead band percentage on that particular metric.


MR. YAUCH:  Let's say you go 20 percent over one year, and you are 20 percent under the next year.  Is that -- does that affect compensation the same way, whether you are over or under?  Or does the company not care whether you are over or under; as long as you miss it, then you get dented in your compensation? 


MR. BOWNESS:  Within the team scorecard, it is an annual metric as a percentage to the budgeted in-service additions.


MR. YAUCH:  But if you go over or under, that has a different impact on ratepayers, for example, right?  If you go under, we get the money back.  If you go over, you keep it and then you go to the board and they decide whether you get to keep it, right. 


So there is a difference in how it impacts ratepayers if you go over or under.  But the compensation doesn't get impacted on your scorecard whether you are over or under, correct? 


MR. BOWNESS:  Yes.  The goal of the in-service addition metric within the scorecard is to be as close to the hundred percent, and the compensation math works out on a ratio of a reduction in that performance bonus based on either being over or being under, because you didn't hit the topic.


MR. YAUCH:  But you're agnostic on whether it's over or under.  It doesn't matter, whichever way you are over or under the target.


MR. BOWNESS:  From a delivery perspective, our goal is to bring it in as close to possible to the bull's eye target.  The nature of the work relative to a couple of percentage points really depends on the December in-servicing of assets, the particular outages that are confirmed to go ahead or not, weather considerations, equipment final testing, cut over plans that would result in a minor variance around that target. 


Our goal, though, is to be on target, so that we are delivering to the commitments that we committed to the regulator, our customer, in order to achieve our overall corporate objectives of reliability and such.


MR. YAUCH:  Okay, thank you.  If we can go to Energy Probe Exhibit K6.4. 


MR. QUESNELLE:  Mr. Yauch, just on your last line of questioning, are you satisfied that -- I didn't get a good sense that -- I didn't understand the answer, I guess, Mr. Bowness, as to whether or not -- just run the scenario.  10 percent over-budget, 10 percent under-budget, is the impact on the incentive plan the same to the individual?

MR. BOWNESS:  In the 2017 scorecard it is a balanced plus and minus that is the go-forward team scorecard. For 2016 scorecard, I am not sure if it is on the evidence, but there was a preference within the ratios of being more detrimental to go over because we knew we had the 162 million of emergent needs that were being put forward, and we wanted to make sure that within the base part of the work program we stayed as close to what we committed to because we knew we had the upward pressure of the emergent needs.

MR. QUESNELLE:  Thank you.

DR. ELSAYED:  Maybe I have another question now.

MR. YAUCH:  Sure, you can jump in.

DR. ELSAYED:  Being over could be caused by finishing projects earlier, ahead of time; is that correct?

MR. BOWNESS:  That could be a cause, yes.

DR. ELSAYED:  So I am just curious, would that not be penalizing project managers or whoever is responsible for doing something that's a good thing?

MR. BOWNESS:  So on a project-by-project basis, we are looking to our project managers to deliver their project on time, on budget, right?  If there is an opportunity to reduce the expenditure and shrink the schedule, of course that's a very good objective for a project manager, and they are looking to achieve that.

What we are then doing within the overall portfolio is we are rebalancing the 200-plus projects that we have in flight to achieve our overall portfolio of in-service additions.

So we are -- we have a model where we are driving our project managers to deliver that project as efficiently as possible, and myself and my leadership team is managing the overall portfolio to stay within the portfolio dollars.

DR. ELSAYED:  Thank you.

MR. YAUCH:  You mentioned that in 2016 the scorecards referenced a certain -- you didn't want to go over in 2016 because you had already gone over, I am assuming?  That's what you were saying?

Will the scorecard change each year?  So in 2017 will the scorecard rate overages and underages differently, or will it be consistent each year?

MR. BOWNESS:  So I might defer to the HR panel with respect to how the team scorecard and the targets are set on an annual basis for specific questions.  But we do develop an annual team scorecard, and for the 2017 team scorecard the ratio on the plus or minus as we saw in the other exhibit was plus or minus 5 percent for the budget.  The evidence that's in front of us right now, which is the 2016 scorecard, you will see that on the budget it was 5 percent on the down but only 3 percent on the up, and that was the objective of ensuring that we didn't go over the amount because of the emergent needs of 162 million, so it was non-linear -- or non-balanced.

MR. YAUCH:  And that band can change going forward, depending on your capital programs.

MR. BOWNESS:  Each year it would be assessed and recommended up to the approving authority as to what those ratios would be.  But for 2017 it is set at plus or minus 5 percent.

MR. YAUCH:  Okay, thank you.  If you can go to Exhibit K6.4.  I will be very brief on this.  So this is the exhibit that we came up with, and so this lays out a lot of the different spending you have going over 2017 and 2018.  I just want to confirm that the targets that you set, the dead band, is for each one of these divisions would have their own team scorecard, right, if they go over and under, or is this -- does it not break down like that?

MR. BOWNESS:  So the team scorecard by nature is the overall company achieving our committed in-service additions across the transmission business.  So it would include the in-service additions that the stations group would do, the lines and forestry group would do, the engineering and construction services group would do, and then the common investments within IT and the such.

MR. YAUCH:  So insulators, for example, it's going to about 124 million, give or take, over 2017 and 2018.  That team is judged on its performance itself, right?  They are a big capital spend program.  They have to get between this 3 and 5 percent dead band just on that division alone, correct?

MR. BOWNESS:  So the team scorecard is for the entire management team --


MR. YAUCH:  So the balance of all --


MR. BOWNESS:  -- so their contribution to achieving the overall objective is critical, because if a certain line of business is under-performing by a significant percentage, then it's going to impact the overall team scorecard.

MR. YAUCH:  Okay.

MR. BOWNESS:  There are also then, as we referred to, there are individual personal goals that each line of business lead would have to achieve their personal portion of their incentive.

MR. YAUCH:  Okay.  We can go to Undertaking TCJ1.12.

MR. QUESNELLE:  Mr. Yauch, can I just ask you -- this is administrative -- that's a refiled 6.4, so that has been filed with the Board.  I don't know if we have to give it a new -- it's quite -- it says it's populated now, but it's actually populated, plus there's extra columns and what-have-you.

DR. HIGGIN:  That's what you asked me to do on Friday, sir, and --


MR. QUESNELLE:  Okay.

DR. HIGGIN:  -- I did file it.  I don't know I kept the same exhibit.  It was the same template that you saw.

MR. QUESNELLE:  I just want to make sure we don't lose track of the fact that it's a different document, that's all.

Mr. Millar, I don't know if there's a way around that.

MR. MILLAR:  Mr. Chair, why don't we just mark it and be done with it.

MR. QUESNELLE:  Yeah, yeah.

MR. MILLAR:  It will be Exhibit K9.1, and that is the revised version of K6.4. 
EXHIBIT NO. K9.1:  REVISED VERSION OF K6.4.

MR. QUESNELLE:  Thank you.  Sorry, Mr. Yauch.

MR. YAUCH:  That's okay.  So this was an undertaking in relation to overtime costs.  We were curious if this is overtime for maintenance or in-service additions or the whole kit and kaboodle.  Is it everything?

MR. BOWNESS:  This data that was provided within this exhibit is the full overtime cost across the transmission part of our business.  The 2016 data that's provided represented year-to-date amount as of September.

MR. YAUCH:  Okay.  When you do work with contractors and you come up with a budget, who determines the amount of overtime that's built into the contract?  Hydro One or the contractors?

MR. BOWNESS:  So as a part of our contracting strategy that we have had up to this point we have been going to market based on fixed-price contracts.  So the implied resource deployment, overtime provisions, staff deployment decisions, would be made by the contractor, and that we wouldn't be influencing that.

MR. YAUCH:  So then they eat the difference if they go over on their overtime budget because it --


MR. BOWNESS:  It's a fixed-price contract, so within the scope of the project they are delivering to that fixed price.

MR. YAUCH:  Okay.

DR. ELSAYED:  Sorry, does that mean then this table represents only overtime worked by your staff?

MR. BOWNESS:  Not just my staff, but the -- all staff across --


DR. ELSAYED:  Sorry, Hydro One staff --


MR. BOWNESS:  -- Hydro One transmission business, correct.

DR. ELSAYED:  Contractors are not included in this table.

MR. BOWNESS:  Yes, it would include regular and non-regular and the casual employees that we bring in on a direct hire basis.

DR. ELSAYED:  Okay, thank you.

MR. YAUCH:  If we can go to Undertaking TCJ2.21.  This relates to the energy contract you have.  So on the second page there is a chart that references the targets, their performance.  Now, that 92 percent has increased to 96 percent?  I thought I read that somewhere that actually increased.

MR. SCHNEIDER:  Those are for two different time periods.  In the second page of the undertaking talks about the period from March to August 2016.  The previous might have been a different time period.

MR. YAUCH:  Okay.  So I know that you have the ability if they miss their targets to do some sort of benchmarking.  You can pull that clause out anytime and benchmark them; correct?

MR. SCHNEIDER:  That's correct.

MR. YAUCH:  And you haven't done that yet.

MR. SCHNEIDER:  No, we haven't done that yet.

MR. YAUCH:  So we are curious, what is the threshold in which Hydro One does do that?  How bad does it have to get before Hydro One says, "Okay.  We have to step in and do something about it"?

MR. SCHNEIDER:  So there isn't a specific threshold.  The requirements in the contract have Inergi do one of two things.  If the performance on the index, on the particular index, falls below a minimum threshold, then there are financial penalties to Inergi, in that we receive credits for those failures.

In addition to that, Inergi also has to create a mitigation plan at their cost to correct the root cause of their failure on a go-forward basis.  That's a mitigation plan.  If the performance index exceeds the minimum level, but does not meet the targeted or contracted level, then Inergi is still on the hook to produce a mitigation plan and implement that plan to correct the root cause.

So we have got mechanisms in place to deal with failures, in terms of the performance indices not being met. 

I would suggest that over time, if the trend and the direction isn't improving and is going in fact in the other direction, then we would give serious consideration to the benchmarking option that's available to us in the contract.

MR. YAUCH:  You mentioned a minimum threshold.  Do you have a defined minimum threshold?  I didn't see it in the evidence --


MR. SCHNEIDER:  Excuse me, can you repeat the question?

MR. YAUCH:  Do you have a defined minimum threshold? You've mentioned that exists.

MR. SCHNEIDER:  For each performance index, of which there is 130 across the contract, there a minimum threshold level of performance that they must achieve.  And again, if they don't achieve those levels on a specific index basis, there are financial penalties.

MR. YAUCH:  Do you weight the different -- of the 130, are some more important than others?  Or is it just a flat minimum threshold that you apply across all 130?

MR. SCHNEIDER:  They are specific to the indices.

MR. YAUCH:  Just one last question; it's related to Energy Probe IR 19.  It relates to the Brookfield contract and we are curious, now that Hydro One has bought Great Lakes Power Transmission, whether that impacts the affiliate code, or how you deal with the company now.  Does that have any impact on you? 

MR. SCHNEIDER:  Can you clarify the question with respect to the affiliate code?

MR. YAUCH:  If in the context of the OEB affiliate relations code, does now the fact that you have bought this company have any impact on you?  Is it an affiliate or not, essentially?

MR. NETTLETON:  Mr. Chairman, I think this should have been asked to Mr. Vels.  It's a pretty strategic question that Mr. Yauch is asking about, you know, the implications of an acquisition by the company and how it impacts ongoing affairs. 

I don't think this is the right panel for Mr. Yauch to be exploring that area.

MR. QUESNELLE:  Mr. Yauch, would you be prepared to ask for an undertaking?

MR. YAUCH:  Sure, yes, we can have an undertaking. 

MR. QUESNELLE:  I think it's whether or not the acquired company fits into the -- what is the -- not ramifications, but the relationship as per the affiliate relationship code, is it an affiliate relationship as per the affiliate relationship code.

MR. YAUCH:  Yes.

MR. MILLAR:  It's undertaking J9.1.
UNDERTAKING NO. J9.1:  TO ADVISE WHETHER THE RELATIONSHIP BETWEEN HYDRO ONE AND GREAT LAKES POWER TRANSMISSION IS AN AFFILIATE RELATIONSHIP AS PER THE AFFILIATE RELATIONSHIP CODE

MR. YAUCH:  Those are my questions.  Thank you for your time.

MR. QUESNELLE:  Thank you, Mr. Yauch.  Mr. Brett?

MR. BRETT:  Thank you, Mr. Chairman.  I have a compendium, Mr. Chairman, that should be marked.  I have provided some copies to Mr. Millar.

MR. MILLAR:  Mr. Chair, that will be Exhibit K9.2.  I will bring copies up. 
EXHIBIT NO. K9.2:  CROSS EXAMINATION COMPENDIUM OF BOMA FOR THE EXECUTION, OPERATING, COMMON PANEL


MR. QUESNELLE:  Thank you.
Cross-Examination by Mr. Brett:


MR. BRETT:  I will give the panel a minute to get it. Good morning, panel.  For my first topic, I would like you to turn up, if you could, page 4 of the -- or page 1 of the compendium, and then I want you to look at page 4. 

So 1 is an interrogatory response concerning OM&A expense by major category.  If you could turn over the page 4, which is the page that I am interested in, that table on page 4 -- well, first of all, you are on a cost of service plan, correct?  Your regulatory plan is cost of service at the moment? 

MR. SCHNEIDER:  We are currently under a cost of service.

MR. BRETT:  Yes, and I think you also were for '14 and '15, years '14 and '15, right?

MR. SCHNEIDER:  I believe so.

MR. BRETT:  Okay.  Nothing much turns on that.  I think you have actually been on it longer than that, but I don't -- but let me just go to this table here.

What this table shows is for the years 2012 through to 2015 and '16 on an estimated basis, it shows the actual versus board-approved total transmission OM&A, correct? 

MR. SCHNEIDER:  The bottom line of the table, that's correct.

MR. BRETT:  Yes, the bottom line of the table.  And would you agree that over that -- well, you can see if we look at the numbers just quickly, in 2012, you had board approved of 427 -- these are all in millions -- and the actual was 415, right? 

And in '13, you had approved 440 million, the actual was 388.  In '14 you had approved 449, and the actual was 399.  And in '15, you were a little over; you were approved 413 and you had 441. 

On those years, would you agree with me that over the four-year period -- leaving aside '16 because we don't have results for '16 -- that your actual OM&A spend was 103.6 million less than your approved spend.  Is that fair?

MR. SCHNEIDER:  I haven't done the math in my head, but I will take your word for it.

MR. BRETT:  Take it subject to check, as we say?

MR. SCHNEIDER:  Sure.

MR. BRETT:  I may be off by a point 1 or 2 or something.  But that under spend, I make it -- on average, it's about 6 percent of approved OM&A on average over the four years.  Take that subject to check? 

MR. SCHNEIDER:  Yes.

MR. BRETT:  And my question to you is can you offer any assistance on what would be the reasons for that under spend?  It's fairly consistent, three of the four years.  In some cases, it's fairly substantial.

Do you have any -- could you give me reasons for that?  Why was that spending -- why does the under spend carry on through those years? 

MR. NETTLETON:  Well, Mr. Chairman, I am happy to have the panel provide their views on what they can.  This is the work execution panel.  The finance panel is coming up.  This exhibit in particular has been -- the responsibility for this exhibit is with and resides with the finance panel.  But I do understand that there are OM&A aspects of work execution and in that light, I think it's fair for Mr. Brett's information.  This is probably another area that he would like to canvas with the finance panel because it is -- the OM&A discussion is broader than just work execution.

MR. QUESNELLE:  Thank you.  With that, Mr. Brett?

MR. BRETT:  Yes, my interest is there is -- a fair amount of OM&A is associated with what these folks do, so I thought I would try and get a view from them first.

MR. QUESNELLE:  Understood. 

MR. THOMPSON:  Can I just ask for someone to define work execution?  What's within its ambit? 

MR. NETTLETON:  It's a very good question, Mr. Thompson.  It's a term that we have used for purposes of arranging the panels, and the work execution panel has specific responsibilities as set out in the exhibit that we pre-filed to define which panel is responsible for what exhibits. 

But I think on the work execution, you can recall that Mr. Penstone and, I believe, Mr. Vels indicated that through the planning process, we will get to a point where a business case is issued for the authorization for expenditure of funds, and that's when work execution kicks off.  It's the actual, "Give me the document that -- and the funding that allows me to then go and execute on the work that has been authorized by management", and now we are into the execution mode.  But I would invite you to explore whether my understanding is consistent with the witnesses'.

MR. THOMPSON:  Well, I will take your word for it at this point.

MR. QUESNELLE:  Well, I think it is worth a further delving.  I think, Mr. Thompson, you have opened something up that it would be helpful to establish this context early on.

So that's the execution of, I believe, the capital plan, as we were discussing with the planning panel prior, and it would come for execution of the capital plan.  But the operating element of the title, is that the ongoing OM&A as -- operation and maintenance as well, and the kind of the oversight of all the activities, capture both capital and operating activities; is that...

MR. STENNING:  So from an execution perspective, you know, I am personally responsible for a large portion of what was referred to as sustaining OM&A.  There is a number of different categories of OM&A here.  We have things, research and development, we have some common costs, so there's a whole -- you know, a number of buckets.

So if we look at the sustaining OM&A, which does follow a similar pattern to the question that you asked where we have been under in a number of years, and, you know, to get into the detail of it would take me a bit of time, but, I mean, I think that for the most part we have been able to, through efficiencies, you know, in any particular year execute certain portions of the program more efficiently than was originally anticipated.

So if you look at, say, power equipment in 2012 we spent 56 million on a budget of 67-.  That particular year -- I am not sure whether that was a component of resource availability.  I am going back too far, so I really can't comment.

I know that we are in a position today where from a resource capacity that we can fully execute all of our programs.  I know that it has been a number of years that we have ramped up to that resource capability.

If you -- I think if you take a look at any individual program from 2014 on, I know that we have had the capacity to execute it, so if we've come in under on any particular program, it's really just been the ability to accomplish a program at a lower cost.

MR. QUESNELLE:  Okay, and I think you have gone on to answer Mr. Brett's question, but is everybody comfortable with what we are talking about as far as the execution operations?  I take it it is execution of the capital plan, operations and maintenance, different programs, sustaining operations and maintenance, so all truck rolls, irrespective of whether or not it's for capital or maintenance, are under programs that the three of you are responsible for.

MR. STENNING:  Correct.  Yes, correct.

MR. BOWNESS:  And Mr. Stenning will be speaking to the OM&A side, I will be speaking to the capital side, and Gary will be speaking -- Mr. Schneider will be speaking to the common elements.

MR. QUESNELLE:  Thank you.

DR. ELSAYED:  But for the title of this panel -- or the responsibility is called execution, operations, and common, so for the -- I understand clearly the hand-off in the capital side between planning and execution.  When it says operating is it the same, the planning side of OM&A, you are only responsible for the execution of OM&A program?

MR. STENNING:  So for the operating group I am responsible for both the capital and the OM&A.

DR. ELSAYED:  Execution.

MR. STENNING:  Execution and planning.

DR. ELSAYED:  And planning.

MR. STENNING:  Correct.

DR. ELSAYED:  So you can speak to the planning component of OM&A.

MR. STENNING:  I can speak to the planning -- for the operating group specifically, yes.

MR. NETTLETON:  So Mr. Stenning, just, the question is, as it relates to OM&A what areas are you responsible for?  Is it planning or is it operating?  Or is it both?

MR. STENNING:  So for the operating group specifically, I have an asset management function, where I do planning for both operating maintenance and operating capital for operating alone.

MR. QUESNELLE:  Thank you.

DR. ELSAYED:  Thank you.

MR. QUESNELLE:  We just tidied that up for you, Mr. Brett.  It's as clear as...

MR. BRETT:  Yes, but...

MR. QUESNELLE:  But, no, I think that was helpful.  I think we understand now.  Thank you.

MR. STENNING:  So maybe just, you know, for under sustaining OM&A I have an execution accountability, that all of that OM&A is planned through our major planning group, through Mike Penstone.  If you look on the second page where you see operations OM&A, I take -- I have the planning accountability for operations OM&A.

MR. QUESNELLE:  That clarifies things.  Thank you very much.

MR. BRETT:  There is just -- from my understanding, there is no O&M panel as such, right, that's been presented?  You don't have a panel on operating cost as such.  You have a finance panel, which covers a whole bunch of financial issues, but you don't have a panel that focuses on operations, operating costs; right?

MR. NETTLETON:  That is Mr. Stenning.  That is what Mr. Stenning explained.

MR. BRETT:  All right.  Well, that's fine.  I am sure Ms. Girvan will be able to make -- will be able to carry this better than I can, so I am going to move on.

The second topic I wanted to ask you about is -- well, just going back for a moment on your answer, Mr. Shrenner (sic) -- is it Shrenner?  Yeah.  The sense I had was that you were saying that in those earlier years you probably didn't have -- among other things, that I asked you the reasons for the underspending pattern, and I think your answer was more in -- at a high level that you didn't -- probably didn't have the resources to do all of the stuff that was -- you -- what's the best way to put this?  You didn't have the resources to do everything that would have -- everything that would have allowed you to meet those operating targets --


MR. STENNING:  So subject to check, I would characterize that's a possibility for 2012 and 2013.

MR. BRETT:  Yeah.  Could you say that again, please?

MR. STENNING:  I said subject to check, that's a possibility for 2012 and 2013.  I would say that from 2014 on it would not have been a factor.

MR. BRETT:  Thank you.  So the second topic is, I would like you to -- this has to do with additions to service, and I would like you to turn up page 66, please.  This is your exhibit, Mr. Bowness.  And if we look at -- actually, it starts over on page -- in-service additions, page 63.

And just for context, here, if we look at that table 1, it shows your in-service capital additions over the period 2014 to 2015.  Then it projects forward.  And I think you touched on this table earlier, but first of all, just, are these the -- are these numbers essentially the numbers that get into rate base in those given years?  In other words, the actuals are the actual amounts that flow into less depreciation, of course, but would flow into rate base?

MR. BOWNESS:  So my understanding of the process as we work through it, what flows into rate base is the approved amounts from the previous submission, and then as a part of this submission we provide an update as to how we achieved that plan.  And that is what then flows into this hearing from a true-up perspective to seek approval for what actually goes into rate base is based on the actuals that have been achieved if the Board approves what we have put forward as a part of our evidence.

MR. BRETT:  That's the true-up plan that was decided in the last case; is that right?

MR. BOWNESS:  Yes, we have the in-service variance account that's in place.

MR. BRETT:  Right, okay.  So that's -- and that's not my principal interest here.  But my principal interest is the -- if you look at the numbers, they do -- they vary quite a bit as between Board-approved and actuals.  I am looking particularly at -- well, they vary in both directions, but if I look at 2016, the Board-approved 673, and you actually put in 911; right?

MR. BOWNESS:  Yes, that's correct.

MR. BRETT:  Now, then, can I ask you to turn over to page 65?  Page 65 shows the actual in-service additions, correct, at the bottom line of the table, figure 1?

MR. BOWNESS:  Yes, yes it does.

MR. BRETT:  All right.  And that consists of, on this table, what you were -- what the board approved, which is across the top.  And then you're adding two different things to that.  You're adding amounts that you attribute to what you call shift in timing, which is the second, the lower of the two wider bars, right?  These are projects that were either moved back or moved forward from their initial planned schedule?

MR. BOWNESS:  That's correct.

MR. BRETT:  And then and so is that amounts -- and that is done by year, so that amounts for some of the variance.

And then you look above that to the block that's entitled "emergent needs".  And now emergent needs are, as I understand it, and I will come to -- we will look at this a little more carefully in a minute.  But emergent needs are projects that arise, in this case subsequent to your last plan that was filed in the last case, projects that arise that have to be dealt with on, I'd say, on an emergency basis an urgent basis, is that right? 

MR. BOWNESS:  Yes, I might categorize it as on a timely basis as opposed to emergency.  Emergency, in our vernacular, is something that is an operational related item.

MR. BRETT:  It's a term of art for you, I guess.

MR. BOWNESS:  Yes.

MR. BRETT:  But if an asset fails, like if a transformer fails unexpectedly -- and we have heard lots of talk about how that can happen -- you have to replace that transformer, I take it, in the normal course, you have to replace it right away.  That would be in this category.

MR. BOWNESS:  Yes, that's correct.

MR. BRETT:  But you also have -- you also have in the category of -- I am looking over now at page 66, which explains the breakdown of the emergent needs. 

The emergent needs shown on the page we were just looking at, 65, is 162 million over the three years, right? 

MR. BOWNESS:  That's correct, with the exception of the item that I noted in the introductions on Tuesday, where the last item around the IVCT, the telephony implementation was mis-categorized.

MR. BRETT:  Okay.  Then that 162 is broken down on page 66 to the individual project level, right?

MR. BOWNESS:  Yes.

MR. BRETT:  Now, some of these items, for example line refurbishment, 15 million, that's line D2L, is that a particular circuit? 

MR. BOWNESS:  Yes, it is.

MR. BRETT:  And how did that arise?  I mean, was that a circuit that -- it says laboratory testing of conductor samples revealed the lines were at the end of life.  Field inspections found structures required refurbishment. 

Now, you have been doing this testing of lines for quite some time -- well, let me ask you specifically on this.  Was this a line that had -- where is this line, first of all, D2L, do you know?  Is that a Northern Ontario line? 

MR. BOWNESS:  Subject to check, the D2L line is in the North Bay/Sturgeon Falls area.

MR. BRETT:  Okay.  How did this arise then?  This was a line that was failing and had come down?  Or was a line that -- it's a line that you would have categorized in your asset assessment process as high risk?  In other words, how did this come to be in this list? 

MR. BOWNESS:  So just to be clear from the process that we have around identifying the investments and what work is required, that was articulated by the planning panel and my colleague, Mr. Ng, would have spoken to the asset needs and the process that they go through to develop investments.

MR. BRETT:  Right, right.

MR. BOWNESS:  I can speak to the specifics around the work and the execution of the work and the timing of that work.  But the specific details on the asset need and the process that went into determining that this -- the timing of this investment was covered off, I believe, within the planning panel when they were talking about the lines refurbishment work as well as the insulator replacement work.

MR. BRETT:  Well, that's fair enough.  I really was getting more at the -- just to be clear, these projects were not in the plan, the last plan.  They arose subsequent to that?

MR. BOWNESS:  That's correct.

MR. BRETT:  All right.  Well let's leave that, then. But as I note -- I notice that if you look back at page 65, these emergent needs happen on a fairly regular basis, is that fair?  I mean, they happen each year, to a greater or lesser extent.  Would that be a fair statement? 

MR. BOWNESS:  Within the 2014, '15 and '16 period, we did have these seven items.

MR. BRETT:  Yes.

MR. BOWNESS:  What we have to put this in the context of is we have approximately over 200-plus active projects within a year.  So the order of magnitude of emergent needs I wouldn't characterize as a high number relative to the overall work program.

MR. BRETT:  No, I am not really getting -- it's not so much a high number, but it seems like it's a regular feature.  In other words, in each of the three years going back, 2016, 2015, 2014, you have had some of these emergent needs, and there is no reason to think that you won't have any -- that there won't be some in 2017 and 2018, right? 

MR. BOWNESS:  That would be correct, yes.

MR. BRETT:  I mean, the average amount over that three-year period varies quite a bit.  But the average amount over the three-year period was about 50 million, right, a bit over 50 million a year over the period shown on -- the 162 divided by 3.

MR. BOWNESS:  Correct. 

MR. BRETT:  And so the question would be, I think, the question I put to you is would it not make sense, would it not be appropriate in considering the capital, the asks for projects in a given year, to allow for this?  In other words, to say that we are going to effectively put a placeholder in because we know we are going to have -- we know we are going to have some of these projects that are going to arise? 

In other words, we know that what we are going to spend is actually going to be greater than what we have in the plan, or it's likely? 

MR. BOWNESS:  So the decision-making group around what is included with the investment portfolio is an accountability of the planning panel. 

However, if we were to include a placeholder item where we don't have defined work and that item doesn't materialize, ratepayers would have had to fund that investment that would no longer occur. 

So the decision around putting placeholders in hasn't been our practice.  It's been our practice to put in the specific work that we have, the projects that are making up the portfolio of investments, putting that forward as a recommendation.  And if emergent needs come up as part of our process, similar to what we have done as this application, we would come in as a part of the subsequent filing to explain the emergent need, the cost impact, and why we felt it was appropriate to move forward with the investment.

MR. BRETT:  And then under the agreement in the last plan you're able to recover that, basically, eh --


MR. BOWNESS:  Under the agreement --


MR. BRETT:  -- the 2014 settlement agreement?

MR. BOWNESS:  -- on the last point we haven't recovered this 162.  The base 2.3 billion is what is in rates --


MR. BRETT:  Yeah, that's what I -- that's --


MR. BOWNESS:  -- this 162 isn't in our rate, so therefore it's on our investment without confirmation of having that approved to move forward because of the importance of these investments.

MR. BRETT:  Yeah, that gets me to actually segue into my next question, which is, you are really seeking approval in this proceeding to include these investments in rates; is that right?  I mean, you haven't had these -- these particular projects have not yet been approved by the Board; is that right?

MR. BOWNESS:  The specific details of how the in-service additions flow into rates and the true-up process, I would defer to the finance panel to speak to the specifics, but that's how I understand that subsequent to this hearing if this is approved this 160 million would also roll into our rate base.

MR. BRETT:  Okay, now, if I can turn over to -- sorry, I just didn't quite catch that last -- did you say they had been approved already or had not?

MR. BOWNESS:  No, if they are approved --


MR. BRETT:  In this -- in this hearing.

MR. BOWNESS:  -- they then -- in this hearing -- they would then roll into our rate base.

MR. BRETT:  Yeah, okay.  That's what I thought would be the answer.

Now, if I go to page 68, that's the last page here.  And you list here the -- a number of projects that are going to be actually in-service additions in 2017 and '18.  And I don't need to read them all, but there are some fairly large projects in here, and we have talked about all of them pretty extensively.

My interest is in your footnote at the bottom, where you say:

"Note, some of these projects have been placed partially in-service prior to the test years."

And my question is, what do you mean by "partially in-service"?  Could you just explain that a bit?

MR. BOWNESS:  Yes, so if I take the example of the fifth item in the list, the air blast circuit-breaker replacement at Richview.

MR. BRETT:  Right.

MR. BOWNESS:  You will see within that investment summary document S07.  It might be helpful to bring that up.

So if we just scroll down to the overall investment cost.  You will see that this is a $95.5 million total investment.  The nature of this implementation is we are able to execute this project on a, what we refer to as a bay-by-bay approach.  As we are working through the station we are taking out a lineup of breakers and completing the work, in-servicing that work, energizing those assets, and making them used and useful.

So we are able as a part of the construction approach and the engineering approach to in-service a portion of that project as it's energized.  So when we talk about a partial in-service, there is some in-service additions in 2016 that have gone into service technically this year and are within our in-service additions for this year.

MR. BRETT:  Would all of the items -- all of the projects being listed here, all six of them have this -- would they have been subject to a partial placing in-service, or would any of them not be, and why would that be?

MR. BOWNESS:  So the ones with -- the ones with the asterisks are the ones that have the partial, so Clarington -- the Clarington investment, there was a small portion of lines -- reconfiguration and relocation and replacement that needed to occur prior to building the station.  We had a line that was crossing the physical property where we were building the station, so we had --


MR. BRETT:  That's the part that was --


MR. BOWNESS:  That was the part that was in-service because it is energized and used and useful, but the majority of that investment is targeted to be in-service for May 2018.

MR. BRETT:  So it will be put in when the total job is complete.

MR. BOWNESS:  Yeah, approximately 20 million went in-service last year, and the incremental 260 million would go in-service when the station is energized in 2018.

MR. BRETT:  The 20 million that went in-service last year was what?  Was --


MR. BOWNESS:  That was the line relocation, because we had an end-of-life line that needed to be relocated, but it also was an end-of-life asset, so it has provided incremental value to our ratepayer, because it's been refurbished.

MR. BRETT:  Okay, thank you.  The next topic -- I would like you to turn up if you could page 32 of the transcript -- page 32 of the compendium.  This is an IR of ours, and this pertains to a risk assessment exercise that was done.  It appears to be carried out by execution-level employees, managers and VPs and so on, in the execution section.  And you and -- both you and Mr. -- Mr. Bowness, you and Mr. Shriner (sic) are listed in here as participants.  Have I got that right?  Is that --


MR. BOWNESS:  Mr. Stenning was included --


MR. BRETT:  Mr. Stenning, I apologize.

MR. BOWNESS:  -- based on his contribution on the stations and the commissioning side of our asset --


MR. BRETT:  Did you participate in these discussions?

MR. BOWNESS:  Yes, I did.

MR. BRETT:  And if you turn over -- could you describe to me basically what the purpose of the workshop was?

MR. BOWNESS:  Yes, so with respect to our capital deployment process, we conducted a workshop working with our enterprise risk management group to bring together a number of contributors to the overall capital work program to go through our risk management assessment process to identify potential scenarios that could occur, worse credible impacts of those scenarios, looking at our gaps and our controls that we have in place, and identifying a series of actions that we would want to take to mitigate those gaps in our processes.

MR. BRETT:  And in your -- at page 36 of the compendium you have something called a risk map, which outlines, as I understand it, the three topics that were discussed, the first being unrealistic in-service dates, the second being no line of sight on inter-project dependency, and the third being EPC contracts based on high number of assumptions, and then they indicate the probability and magnitude along the two axes of this risk, what you call a risk map.

Have I got this more or less correct that the -- and we will turn over the page in a moment to look at the first topic.  But that basically these are subjects that the group thought required attention, in the sense that there were risks emanating from these situations and that there were steps that probably should be taken to try and improve the circumstance and reduce the risk; is that --


MR. BOWNESS:  That's correct.

MR. BRETT:  Okay.  So if we go over to page 37, the first one is the unrealistic in-service date.  And what you -- I don't want to just spend my time reading all this here, but just quickly at the top, the description:

"Committed in-service date not aligned with the execution schedule, project gets in-service late, cost productivity risk, outage planning, capital and deployment of the assets in-service not clearly identified, and others pushed ahead, other LOBs works get kicked out to accommodate the in-service date."

What is the LOBs?

MR. BOWNESS:  Other lines of business.

MR. BRETT:  Okay.  And then the scenarios -- the first thing is the scenarios, and that sort of is kind of your -- the assessment of where you are at; is that --


MR. BOWNESS:  These would be comments that the team would have put forward as to potential scenarios that would impact our ability to achieve our in-service dates.  So they are not actual issues that are happening, but they are risks that could happen within the portfolio that would result in us not achieving our in-service dates.

MR. BRETT:  Right, so you -- so the first section is scenarios.  And then you go on, there is a section is entitled magnitude and probability, where you sort of -- it seems to me you kind of scope out how much of a problem it is, some are greater than others, right?

MR. BOWNESS:  Yes, how much of a problem it could be from a credible risk perspective.

MR. BRETT:  How much of a problem it could be if you don't kind of take steps.

MR. BOWNESS:  Yes.

MR. BRETT:  And you go through things like credibility with regulator, productivity, and the fifth bullet down, we get the program completed at the expense of productivity (sacrificing 5 percent).  So there you are saying really, I mean in a general sense, in the push to get the program done and to meet these end of year IS dates referred to up in the scenario, you are losing -- you are sacrificing some productivity, fair enough -- or there is a risk of sacrificing?

MR. BOWNESS:  It's the risk of sacrificing some productivity in order to work overtime, primarily, in order to achieve an in-service date for a project that was behind schedule.  That was the scenario that would have been discussed in that context.

MR. BRETT:  And then you say the plan is aggressive at the start.  Now, these numbers along the side here, these are the magnitude and probability numbers, eh, like a four is something -- a four is worse than a two?  Is that the idea? 

I am just looking at your -- over the next page 38.  Just if it helps, you see the overall ranking at the bottom risk rating, and you have a risk score there, and then is this a tolerable risk, no.

I take it these 1, 2, 3 -- 2, 3, and 4s are somehow averaged out to get that number.  Is that right, or are they something else entirely?

MR. BOWNESS:  The approach we take within these workshops is we use a tool set that has voting buttons that are one to five that people within the room can vote to say what is the magnitude and probability of that risk from their perspective.  So it's more as a guide in order to lead the discussion to come up with which items are the most relevant and should form the basis of the conversation.

MR. BRETT:  Okay.  Yes, I think I have that.  So in this case we talked about the potential to sacrifice credibility.

And then the plan -- at the top of the next page, the plan contains work that cannot be completed cost efficiently.  And then the next one is: we have made a step change, worse credible 78 to 84 percent, IS capital completing. 

I take it that 70 to 84 is a reference to the fact that -- I think it was 2013.  I stand to be corrected in this, but you had one year in the last three or four years where you only got 70 percent of the budget done, and then you improved that to 84 percent.  And I think 84 percent was maybe in 2015.  Is that what that's referenced to?

MR. BOWNESS:  I wouldn't necessarily confirm that those percentages are directly tied to actuals.  These are discussion notes and comments that the team would have made in the workshop, based on their recent history and understanding of the work program.

That comment would have come out of, you know, we have had history over the last number of years where we have delivered 70 to 84 percent of the work program.  So that would have been captured in notes.  That's the type of comment that's within those workshops.

MR. BRETT:  Fair enough.  But a comment like, say, the previous one:  
"The plan contains work that cannot be completed cost efficiently.  1 billion versus 750 million."

I take your point.  You are the execution group and you are really -- this represents in part -- it's you getting your mind around -- you getting your two cents worth on how easy or difficult it is to implement some of these things.

MR. BOWNESS:  It's an open forum for people to put their comments forum based on the risks within the work program, so that we can come up with a cumulative set of initiatives or actions that we would want to take.

So the specific line-by-line comments in this could be from anywhere within the 20 people that participated in the workshop, so I wouldn't say it's necessarily a basis of fact.  It's their opinion, based on the role within the company.

MR. BRETT:  These are really notes of some of the key points that were made by different people.

MR. BOWNESS:  Correct.

MR. BRETT:  And you also say: 
 "Not early enough in planning, three years ideal to set realistic IS dates."


Okay, well that's -- I think we can read those.

And then going over to the gaps and needs, this is where you kind of get into -- you are starting to get into proposed -- well, first of all, I guess gaps and needs are where you should be doing something about it.  Thinking about it, then initiatives below are what you have mandated in terms of a solution or a step, a first step to deal with it, is that fair?

MR. BOWNESS:  Yes.  So the approach we go through is, relative to those risks, what controls do we feel we have in place and then what gaps do we have. 

And then based on that framework, a decision is made by those participating in the workshop, and specifically the sponsor of the workshop, to determine whether it's a tolerable risk.

And if it's not a tolerable risk, then there is a series of initiatives that would be created with responsibilities and due dates in order to put initiatives in place to mitigate the risk.

MR. BRETT:  And this particular one, the group has concluded, is not a tolerable risk.

MR. BOWNESS:  That would be correct.

MR. BRETT:  Okay, and then the second one, the second discussion was on -- if we go over to 40, page 40 of the compendium and this second topic was poor outage planning discussed together with no line of sight on inter-project dependencies.  And the description of the issue is:  
"Cannot meet outage plans in-service.  What was planned is not executed.  Risk of not achieving the investment plan. Needs to be three years out in planning and anchor outage planning needs."

And just by way of -- so I understand this, I have this under a different topic, but this is probably a good a place as any to cover it.  The outage planning regime in the firm is -- who decides on when outages will be taken, or lays out the outage, who has -- is that the OGCC, the control group, control centre group, or is that you folks, or is it the planning group?

MR. BOWNESS:  I can speak to it as from the capital work program on how we handle it and how we request items. But I would turn to Mr. Stenning to speak to the specifics around the overall outage planning, if that's okay.

So at a high level from a project basis, as we mature a project through our planning and our estimating phase, we are confirming the outage requirements in order to execute that project.  We are then working with the operating group, who is then working with external stakeholders and the IESO, to determine when those outages can occur on those assets, and therefore how should we adjust our project schedule to accommodate when outages would be feasible for that type of work.

So that's on a project by project basis.  But I'd turn it over to Mr. Stenning to speak to how the full list of projects and all of the maintenance elements from outage planning perspective are facilitated by the OGCC.

MR. STENNING:  So we take a look at, as far ahead as we can, in terms of all the known outages we do.  We go through a process with all of our internal stakeholders, as well as external stakeholders, looking at required outages.  And we do this every three months, and we look at the biggest outages first and then we go down into looking at smaller outages.

Our basic knowledge will tell us, in terms of there's going to be certain outages that you just cannot get at a certain time of year.  So for example, in high load periods in the summertime, when you might have assets that are running at full capacity, you are not going to be able to take out, let's say, certain components because of the fact they are highly in demand and they are not going to be out.

So we work with the project delivery people in terms of trying to come up with a realistic project plan and when outages could be completed.

MR. BRETT:  And do you keep as a matter of -- is it up to your group to sort of monitor and record the outages?  I mean, I take it they are all recorded in probably different places.  But who is sort of responsible for keeping an eye on the overall number of outages taken?

MR. STENNING:  I am.  My group is responsible for that.

MR. BRETT:  You are?

MR. STENNING:  Yes.

MR. BOWNESS:  The other nuance of this that I want to be clear for the capital side is that a number of outage requests don't impact a customer outage, right.  It's an outage on a piece of equipment that may have redundancy.  So you are getting into a situation where you have a single contingency, and that will put contingency plans in place in that scenario, but not all of these outages are impactful on our customers.

MR. BRETT:  Right, okay.  On the -- just looking again at the page 41 magnitude, and if I can look over at page 42, magnitude and probability and what the risk score is, it's similar to the first one we discussed.

You have got a couple of notes there that -- on the -- I guess that go to the seriousness of this.  You say:

"Productivity, we are at 6 to 10 percent today and there is an upside opportunity to get better."

And then on the other hand above it:

"Safety, putting people in dangerous situations, only through training and luck that we are getting by to date, can't achieve the work plan we have put in front of the OEB, loss of credibility."

Can you comment on the 6 to 10 percent?  Does that represent an amount you think you could improve productivity if you took the steps you are talking about taking?

MR. BOWNESS:  So what I would like to make sure is clear is that these would be individual comments from --


MR. BRETT:  Right.

MR. BOWNESS:  -- individuals within the room where they would have said, 'I rated this a four because of this reason.  This was my thinking as to why I said this was a four.'  It's not necessarily a fact, it's their opinion based on --


MR. BRETT:  It's not necessarily a consensus of everybody.

MR. BOWNESS:  Correct.

MR. BRETT:  It's something that was stated that you thought was important enough that should be noted --


MR. BOWNESS:  To guide the discussion.

MR. BRETT:  All right.

MR. BOWNESS:  And to your question on the item there around safety and the five, obviously from our work practices and our approach we would never put ourselves into a risky situation from a safety perspective.  This was a comment that someone put forward that I rated this a five because my risk or my concern would be that that might happen, but from a work practice and a culture and a strategy perspective we would never put safety ahead of work program -- or work program --


MR. BRETT:  No, but --


MR. BOWNESS:  -- ahead of safety, sorry --


MR. BRETT:  -- would you agree that it sound -- but if you look, it sounds like the -- you look at the bracketed part, "only through training and luck we are getting by to date", that suggests to me that the speaker was saying, "Well, you know, we have been pushing this thing pretty hard.  We have to be careful."  Is that...

MR. BOWNESS:  I am not sure what the individual would have been thinking at the time and what their underlying thoughts were.  Typically when we are rating things it's coming up with the worst credible impact, so it's not something that's necessarily occurring, it's the worst credible scenario that could be occurring within the work program.

MR. BRETT:  All right.  I am going to move on now to my fourth topic, which is really getting back to -- it's really getting back to your principal document on execution, Mr. Bowness.  It's B1, tab 4, schedule 1.  And you want to turn up page 18.  This is sort of back to the guts of what you were -- I think what you were responsible for here.

And I want to start with some discussion -- some of this is informational, but there has been a bit of confusion on the record, I think, and I think you are probably the person to clarify it.

If I look at page 18 of the -- and look at the little graph at the top, it talks about three different types of estimates, and the first one is the planning estimate, and we heard a lot about that yesterday and the last four, five days.  And my understanding from what I heard was that planning estimates are pretty broad, that the number that was given was plus or minus 50 percent.  And I believe that's on the record.

And I am not asking you about that.  That's the planners' world.  But are you responsible for the next two estimates, the budgeting estimate and the detailed estimate?

MR. BOWNESS:  Yes, my group coordinates both of those phases.

MR. BRETT:  And what -- could you describe the difference between the two, the budgetary estimate and the detailed estimate, in terms of the nature of the estimate and the timing when it occurs in the process?

MR. BOWNESS:  Yes.  So the budgetary estimate -- maybe I will take a step back.  So the process that we are going to is refining our estimate, right?  We are taking an overall planners' estimate, we are going through a first step of a budgetary estimate to refine that down, mature the deliverables, in order to come up with a higher level of precision.

We are then moving that into the detail phase, where we advance the details further to come up with a further level of precision.

So if you look at a budgetary estimate, the key items that we have noted within this exhibit under 5.3 is coming up with a conceptual design.  It's not flagged there, but it is a key input which leads to a preliminary cost estimate, a Level 3 project schedule.  We do have initial discussion with construction, we review the key bills and materials, and we build a process and a framework and a timing in order to complete a detailed estimate.

If I was to think from a time line perspective, it might be time minus two years, time minus a year and a half.  So you are getting into a process where in 2016 you'd be creating a budgetary estimate, in 2017 you'd be doing a detailed estimate, and in 2018 you would be into detailed engineering and execution.

So it's -- there is a duration to each one of these items.  It varies based on the investment, and it also varies based on the capacity we have in the group to create budgetary estimates and detailed estimates.

MR. BRETT:  And the L3 project schedule is -- what does that --


MR. BOWNESS:  So a Level 3.  So within a project schedule at a high level you might have a view of your phases of how much time it's going to take to do detailed engineering, how much time it's going to take to execute each of the construction phases, how much time it's going to take to commission, and an in-service date, so that would be, you know, in your Level 1 and 2.

When you are getting down to a Level 3 you are breaking each of your disciplines down into another level of granularity, which would be -- within engineering you would be breaking it up between your civil engineering, your electrical engineering, your protection and control.

When you get down into a Level 4 schedule and a Level 5 schedule you are getting down into the specific tasks that are being executed to come up with that overall civil package of engineering and what's going to be created in all the different pieces and the sub-products that are creating the overall civil engineering design.

MR. BRETT:  And your plus and minus on the budgetary estimate is what, typically?

MR. BOWNESS:  Typically it's in the range of 25 to 50 percent.

MR. BRETT:  Okay.  So it's still at a fairly high level.

MR. BOWNESS:  Yes.

MR. BRETT:  And then the detailed estimate, that's the last estimate -- I understand you have described it -- that's the last estimate that's done before you seek project approval, sort of project release, whatever the --


MR. BOWNESS:  That's correct.

MR. BRETT:  And what's the plus or minus on the detailed estimate?

MR. BOWNESS:  So our goals and objectives over the last year have been to bring that target down to a plus or minus 10 percent.  Right now we have an initiative underway that's referenced within our capital execution strategy on estimating, which is section 5.4.

MR. BRETT:  Right.

MR. BOWNESS:  Which we are working with an industry partner, and we are also working and looking at the AACE framework --


MR. BRETT:  Sorry, what framework?

MR. BOWNESS:  The AACE framework.  It was referenced in one of the Board interrogatories.

MR. BRETT:  All right.

MR. BOWNESS:  Which is an industry group that has come up with a model of Class 1 to 5 investments, and what deliverables are required at those various stages, and what level of accuracy you would expect to come out of your project based on the maturity of your deliverables.

Within that framework the level of detail we are getting to in a detailed estimate where we are calling it plus or minus 10 percent, in that industry framework it's closer to plus or minus 20 percent.  So, you know --


MR. BRETT:  Twenty?

MR. BOWNESS:  Yeah, 20.  So we -- there is no -- there is no math or specific calculation that you can come up with with your level of accuracy.  It's a judgment based on your quality of your deliverables, the quality of the inputs that have gone into that, your judgment, your discretion as to how accurate you're getting.

Basically, as you move through the life cycle of a project you are getting more and more accurate, and what we are calling at this point a detailed estimate is a plus or minus 10, but that is under review with respect to aligning with the AACE framework.

MR. BRETT:  So just so I understand that part, are you actually operating now on a plus or minus 10?  Is that your goal at the moment?

MR. BOWNESS:  That's our goal currently, but it is under review.  And it's not that we would necessarily change what we put into our releases, but it's more a communication of what level of variability likely exists, and what's written down in words in the release document.

MR. BRETT:  Do you have any sense of, this is from your general experience, I mean is this -- how does that benchmark against other major utilities, transmission utilities?  Is that a norm in the industry?

MR. BOWNESS:  So the AACE framework is across all industries dealing with engineering and construction type projects.

MR. BRETT:  Not just energy, but all kinds?

MR. BOWNESS:  All kinds.  So we are using that as a guide in order to confirm where we are recommending our plus or minus percentages going forward.

MR. BRETT:  The AACE, is it focused just on final estimating, or all levels of estimating?

MR. BOWNESS:  So the AACE framework has a class 1 through 5 stage where it's similar, where your planners' estimate would be closer to your class 1 and 2.  Your budgetary and detail would be 3 and 4.  And your level 5 within their model is when you get to bid level, externally contracted work where you have cost specifics.

MR. BRETT:  Okay.  Now I don't know whether you need to turn this up, and I'm just not sure I have it in my compendium here.  It's AMPCO interrogatory 53; maybe it's faster to do it that way. 

I just want to check that I am reading this correctly.  It shows on a project estimate -- ratio project estimate to project actuals.  So these would be the final estimates versus the actuals for all of the projects that you are involved with in the years 2012 through 2015.  Is that right? 

MR. BOWNESS:  That's correct.

MR. BRETT:  So those numbers are, it shows that the numbers -- the minus 7, minus 13, minus 5, are those -- which way are those?  It's a ratio; does that mean your actual is less than what you estimated, or more?

MR. BOWNESS:  Yes, less. 

MR. BRETT:  Less. all right.  And we heard from Mr. Vels, I think, that he was -- I don't have the reference, but he was talking about you're making a push towards accuracy of estimates, not above not below but --


MR. BOWNESS:  That's correct.

MR. BRETT:  Okay.  By the way, do those numbers there, do they include -- are they inclusive of the contingencies for the projects?  In other words, is the contingency eaten up and then those are the numbers that result after you have included the budget, the estimate plus the contingency? 

MR. BOWNESS:  Yes.  So the best practice process of developing a project estimate is to include contingency in your budget, because contingency is expected to be spent.

So our budgets do include contingency, and then these are actuals as a comparison to that initial budget.

MR. BRETT:  And your budget is typically 10 percent Contingency?

MR. BOWNESS:  In our current model, yes.  Historically it was at higher levels.  And in the last year, we have brought that down to 10 percent.  Also, as noted within our capital execution strategy, we are working to develop a more refined risk management and contingency process whereby we are going through risk review boards to come up with specific risks, monetizing those, setting probability, and running through a Monte Carlo simulation to come up with the highest -- the most predictable, or highest likelihood of contingency amount, and then setting contingency based on that.

MR. BRETT:  Just going back for a moment to the estimating, who is the industry partner that's helping you on this stuff?

MR. BOWNESS:  So we brought in a firm through a competitive RFP last year.  The firm's name is Burns & McDonnell.

MR. BRETT:  Okay.  And you mentioned -- in that section of your analysis, you mentioned the idea, and I am a little out of order here, but you mentioned the idea of developing a tool in on the one hand, and secondly monetizing the differential as you're going forward, as I understand it, on a project.  Could you comment on the tool?  Is that available now?

MR. BOWNESS:  On the risk management tool set?  Is that what you are referring to?

MR. BRETT:  Yes.

MR. BOWNESS:  So we have worked through a process is of developing a new framework.  Let me just turn to the reference that we have, which is within the capital work execution strategy. 

Just give me a moment, please. 

MR. BRETT:  I have it here in my compendium if I can just --


MR. BOWNESS:  Within section 5.4 on estimating -- sorry. 

MR. BRETT:  Okay.  So that would be page 19 on the compendium. 

MR. BOWNESS:  Sorry, within section 7.2.4 on page 20, within the contingency discussion.

So we have gone through a process of developing an overall framework, and we are executing this on all projects that are greater than $20 million.


MR. BRETT:  Excuse me, I think I am misleading you.  It's not that piece I meant to ask about.  It's on page 19 of the compendium, the paragraph starting  "In consultation with industry leading project management Partner."  You approved the initiative to further improve the estimating process, includes new estimating tool.


Maybe they're the same thing, but.

MR. BOWNESS:  Sorry, they are two different things.

MR. BRETT:  That's what I thought; I am sorry.

MR. BOWNESS:  So within our estimating framework we have -- we are implementing and have implemented a new tool set to come up with our overall project estimate.  Within one of the key inputs to your overall estimate is what contingency percentage you are applying to the estimate. 

MR. BRETT:  Right.

MR. BOWNESS:  So we also have a tool set, which is Oracle crystal ball, in order to come up with the risk value and therefore the contingency amount that's feeding into the overall estimate, which is a product by the name of Timberline that we have implemented and we are using to develop our estimates going forward.

MR. BRETT:  That's the reference to monetizing project risk?

MR. BOWNESS:  The Oracle crystal ball tool set is with respect to monetizing project risk.  That then feeds into your Timberline tool set, which is your overall estimate.

MR. BRETT:  Okay.  Just give me a moment here. You have talked quite a bit about in the discussion -- in the planning focus group we discussed earlier, the internal meetings you had, and in this document you talk about that you have made some significant changes in 2015. 

And I am just looking to see here, that would be page 18, page 19 of the compendium -- actually, page 20.  I am over the page 20, and you seem to be trying to get a better clearer understanding of the scope of the project, and have additional work done prior to having the project put up for approval; additional engineering, you talk about additional conceptual engineering.

Could you explain that briefly and just with an example?  What is it you are trying to -- it seems to me the point -- I am just not clear.  I think you are trying to get more project definition before you have to estimate, and before you get approval, and before you have to execute; is that right? 

MR. BOWNESS:  Yes, that's correct.  The quality of your estimate is very much dependent on the inputs that come into it.  So if you have a very solid conceptual design, if you have a good view of what your long lead time and expensive materials are, if you have a good view of your key outage constraints, you can come up with a better estimate because the project is more defined.

So the process that we have put in place, and we have been working on this for the last number of years, is to improve the maturity of the deliverables that are feeding into the those estimates.

MR. BRETT:  So you are looking to planning essentially -- this is a message, in a sense, to the -- well, to the corporation, but to the planning group to give you a better defined project?

MR. BOWNESS:  No.  The planning group releases an investment objective document which includes the overall scope, the objectives.  What we are talking about is the details that are executed within our engineering group and our project delivery group, in order to come up with the design, and the cost, and the schedule in order to meet that overall objective that's handed to us from planning.

MR. BRETT:  Does the engineering group report to you? The engineering group, are they part of your domain?  Who do they report to?

MR. BOWNESS:  So organizationally, Mr. Andrew Spencer is the director of engineering.  He is a direct report to our chief operating officer, but as a part of our capital delivery flow I have overall accountability to coordinate the capital work program from the execution lens, so there is no organizational reporting accountability, but he is a very critical contributor to that overall process.

MR. BRETT:  You call on resources through Mr. Spencer, essentially.

MR. BOWNESS:  Yes.

MR. QUESNELLE:  Mr. Brett, can I just do a time check?

MR. BRETT:  Yes, probably ten minutes.

MR. QUESNELLE:  Okay, thank you.

MR. BRETT:  Do you want to --


MR. QUESNELLE:  No, I am actually just hoping -- I am trying to keep people -- I will be reminding people of their -- the time lapse --


MR. BRETT:  I know I am over a little bit.  I didn't quite anticipate the time spent on my first question, but anyway, I will be finished in a few minutes.

MR. QUESNELLE:  No, and I was taking that into account, by the way.

MR. BRETT:  Yeah, okay.  Well, I guess the question -- the next question really is, is what -- I mean, this is -- what sort of -- obviously you would view this as a productivity improvement, I guess, in the sense it will help you with -- give you a better product, better service offering.  Do you also see reduced costs, reduced costs coming out of this -- the initiatives we have discussed so far, the estimating changes and the more upfront project definition changes, or is it mainly a better product for the same price kind of thing?

MR. BOWNESS:  So the critical driver that we are working towards is precision and accuracy, so the more mature the deliverables the more precise we are going to be, and our overall objective is to bring our project portfolio in as precisely as possible, and to that plus or minus range that's as close to the target as possible.

If you look at the productivity and the cost dimension, of course if you have a capital project that is more defined, has less risks associated with it, is moving through the life cycle of its delivery in a smoother manner, there is better hand-offs between lines of business, we are absolutely going to see a more cost-effective delivery.

What we don't do, though, is we don't estimate our projects based on how we used to do work, we estimate our projects based on how we do work, so coming up with a project estimate of $20 million is based on the current work practices.

If I was to say, how much would this have been estimated five years ago based on old work practices, my expertise within this area would say that it would be more costly, but we are estimating at 20 million because of today's work practices.

MR. BRETT:  You are not able to put a cost number or cost savings number on this activity, I take it, at this stage.

MR. BOWNESS:  This is the difficulty within a capital project portfolio where projects are distinct and unique to one another.

MR. BRETT:  Okay.  Just a couple more brief areas.  One is the project contracts, that's one of the areas that you've also singled out, construction contracts, and you mention that you're typically using a -- you're typically using a fixed-price contract, but that you're exploring alternatives, and you mentioned a target price contract, and my understanding of a target price, I just want to see if this is what you're considering, you have a target price, and if it comes in less you give the incentive to the contractor to try and beat the target.  If he comes in less, he gets a share of the saving and you get a share, and the same would be true in reverse if he goes over?  Is that the idea?

MR. BOWNESS:  Yeah, within a certain band.

MR. BRETT:  Within a certain band, yeah.

Now, that would lead to -- have you made an estimate of -- well, have you decided yet what you are going to do?  Are you moving off of fixed price to these other contract models -- that other contract model going forward, or are you still at the stage where you are trying to figure out what the improvements would be?  Where are you trying to get to on contract mode?

MR. BOWNESS:  So where we are in the life cycle of our contract management initiative is we have -- we are in the middle of the final stages of selecting our pre-qualified vendors of record within our EPC contractors.  So I can't speak to the specifics of the initiative, because we are in final vendor reference checks, and we haven't got into contract negotiations, but as a framework within the requests for proposal that we put out, we put out a perspective of what we had of different contracting models.  We also asked the marketplace to respond back with contracting models that they found would drive the best business value.

MR. BRETT:  So this is on your -- in your RFPs themselves or as a general study?

MR. BOWNESS:  So if I had --


MR. BRETT:  You are giving them some ability to sort of suggest a contract mode?

MR. BOWNESS:  Yes, so what our plan going forward is, is an RFP for a specific project that was issued last month went out under a fixed-price strategy.  We are planning on selecting our pre-qualified vendor list in Q1, and we are going to be working with that pre-qualified vendor list in order to test different contracting models, fixed price, time and materials, target pricing, other ideas that they may have to drive business value, in order to come up with the optimal contract model by work type.

MR. BRETT:  This is first quarter of next year?

MR. BOWNESS:  So we will be down-selecting to our pre-qualified vendors in Q1, and we will be working throughout 2017 refining that contracting strategy, testing the contracting strategy with real projects, to determine which models yield the best business value.

MR. BRETT:  Okay.  I just have one more quick series of questions.  If you could turn up page 54 of my compendium.  That is the -- that's undertaking response TCJ1.17.  And Mr. Vels is the man on it, but it has a section, page 3, where it talks about procurement productivity category overview.  If you could turn up page 54 of the compendium.

Do you have that?  Now, he runs -- this table is, as I understand it, is a table of the savings that you're estimating could be achieved in procurement of different services and what you would do to get those, and I just wanted to check on a couple of these quickly as a way of finishing this up.

Now, the first thing I notice is, I mean, a lot of them are -- well, they range from 2 percent up to 5 -- up to 20 percent, but the construction, I notice, is low relative to the others, 2 to 5 percent.  Conduct RFP to establish competitive rate cards, that's what you were talking about a moment ago.

You don't see -- it looks -- so the 2 to 5 percent would be savings against what?  That would be capital savings, basically?  Are we on the right -- yeah, page 54, yeah.

MR. SCHNEIDER:  Right.  So maybe I can just give some context about that table.  We undertook a major initiative in our procurement supply chain group earlier this year, and this is a result -- this undertaking response is a result of it.  By implementing a number of enhancements to how we source materials and services and new approaches, we believe -- and they are outlined on page 2 of the exhibit.

MR. BRETT:  Right.

MR. SCHNEIDER:  We believe that we can achieve savings in the ranges you see on page 3 amongst the various categories.

MR. BRETT:  These will be capital cost savings of the projects, or --


MR. SCHNEIDER:  It's a mix of capital and OM&A --


MR. BRETT:  Either capital or operating, depending on what it is we're --


MR. SCHNEIDER:  That's correct.  You can tell by the category name.  Some of them are services rather than --


MR. BRETT:  Right.

MR. SCHNEIDER:  -- you know, capital spend, right?

MR. BRETT:  Construction, I take it, would be capital.

MR. SCHNEIDER:  If it's assigned to a project, yes, but it would be a service such as grading, digging, things like that associated with projects.

MR. BRETT:  And are these -- like, are you relating these -- or have these been related to the existing spending on each of these categories?

MR. SCHNEIDER:  So what we did is come up with a work plan to carry out these sourcing activities over 2016 and into 2017.  These ranges represent what we believe was achievable based on a market sounding in our own experience, in terms of, you know, looking at how we would apply these techniques.

What you see on page 1 of the undertaking under the procurement section of the table on the middle of the page is the OM&A and capital savings associated with all of the activities on the subsequent two pages --


MR. BRETT:  I see.  So that table on page 1 -- I am sorry, I just -- that really is meant to capture -- that's the absolute amount that would be captured by these percentage savings on page 54; is that right?

MR. SCHNEIDER:  That's correct.

MR. BRETT:  Okay, thank you, those are my questions.

MR. QUESNELLE:  Thank you, Mr. Brett.

Let's break until 11:15, and then Mr. Rubenstein, we will be starting with you at that point.
--- Recess taken at 10:54 a.m.
--- On resuming at 11:21 a.m.
Preliminary Matters:


MR. QUESNELLE:  Please be seated, thank you.  Just before we get started, Mr. Nettleton, I see that we have got a response to undertaking J1.2.  And as you have mentioned earlier, it doesn't look like we are going to be getting the individual incentive plans for the individual executives in time for Ms. McKellar's panel.


So we will see where we go with that panel as to the nature of it and what questions we can have answered at that the time, and then we will determine what we have to do.  So I just wanted to let you know what our thoughts were on that.


And we have also looked at the chronology a little further and Mr. Thompson would like to ask if we could have some additional information.


MR. THOMPSON:  Yes, thank you Mr. Chair.  What you have provided in Exhibit A, tab 3, schedule 1, page 13, is the two test years, and then you have three forecast years '19, '20 and '21. 


MR. QUESNELLE:  Can we just get that up, please?


MR. THOMPSON:  Exhibit A, tab 3, schedule 1, page 13, table 5.  There it is. 


What I would like to see is the November 2015 draft that includes the forecast years.  I don't need the variance analysis, but I would like, if we could have 

it -- I guess -- no that's it.  That's all we need really because in this exhibit, as I understand it, the variance analysis is addressing each of those numbers in the first table, is that right?  The 920, the 978, the 1076 and the 1122. 


So actually, yes, I would like the variance analysis for the three forecast years.


MR. NETTLETON:  Not just the test years?


MR. THOMPSON:  That's correct, so it would match Exhibit A, tab 3, schedule 1, table 5.


MR. NETTLETON:  So just to be clear, the variance analysis that we have provided in the undertaking response would extend out to the other three years, the forecast years? 


MR. THOMPSON:  Yes, please, so we would know what the total variance for the five years is going to look like, as of today anyway.  Is that clear? 


MR. NETTLETON:  I am just -- now I am remembering the movie "Back to the Future."

So as of today, or as of November?


MR. THOMPSON:  No, as of November, the exhibit filed.


MR. MILLAR:  Undertaking J8.2. 


DR. ELSAYED:  If you are going to extend that undertaking, I can go back to undertaking J8.1, which is the one that's being referenced here; 8.1, attachment 2, page 1.


Just a mathematical thing, I think.  If you look at the numbers on the top table for the middle component, the November 2015.


MR. NETTLETON:  Yes.


DR. ELSAYED:  For example, if you look at the first number, which is 644 under 2017, and you look at the table below it for November 2015, for 2017, it's 650 instead of 644.  So there are some discrepancies in those two columns. 


MR. NETTLETON:  So you are asking for the reconciliation between the top numbers and --


DR. ELSAYED:  Yes.  Just by looking at it, the top table columns 3 and 4, and the bottom table columns 1 and 2 should be consistent, and they are not.


MR. QUESNELLE:  Well, should they, Dr. Elsayed?   Well, maybe -- can we have a description of what the documents are presenting here?  The top table …


DR. ELSAYED:  The totals are the same, but the breakdown is different.


MR. QUESNELLE:  I see.


MR. NETTLETON:  I am not the guy behind the pen, so I will need to talk to the people that have put together this and ask them.  But I think we understand the concern and the question, so we can get back to you on that and provide you a response.


DR. ELSAYED:  It could be part of this other undertaking, in the sense that if you are going to expand the table, then just make sure that you put the right numbers there.


MR. NETTLETON:  Yes, okay.  So, Mr. Millar we will take that as an undertaking.


MR. MILLAR:  Okay so it's J9.2. 

UNDERTAKING NO. J9.2:  TO CLARIFY THE RESPONSE TO UNDERTAKING J8.1


DR. ELSAYED:  Thank you.


MR. QUESNELLE:  And we are still considering whether or not we would like the see Mr. Vels, so we will let you know.


MR. NETTLETON:  On the business planning?


MR. QUESNELLE:  On the business planning, yes.


MR. NETTLETON:  Okay.  And my preliminary matter, Mr. Chairman, is just back to the consolidated business plan approval.  It did receive approval on December 2nd, but again the -- so there are three plans.


But for purposes of the utility rates handbook, obviously we are putting together and have filed and are filed in this proceeding the transmission business plan, and we will be filing the distribution business plan for the next Hydro One distribution rate case.


So that's what I wanted to advise you of.


MR. QUESNELLE:  Understood, Mr. Nettleton.  I would suggest there is a slight difference, though, in that when we are looking at a company that has divisions as opposed to two different companies, the transmission files and the distribution files separately.


But the Board has always been concerned about the common areas and therefore, I think that what we would be interested in as well, and probably in both situations, both transmission and distribution, is having the corporate plan as well that engulfs both the transmission and distribution, recognizing that the corporate would also have is a non-regulated businesses which could be dealt with separately. 


I don't want to say it's unique to Hydro One, but it's not the norm that we would have separate filings from the same company without a business plan dealing with the company itself. 


MR. NETTLETON:  Well, perhaps what I can do again, Mr. Chairman, is pass those comments and observations on.


My observation here, for what it's worth, is that in circumstances where there is a parent company and the parent company has regulated affairs, the business plans or the evidence that regulators are concerned with, consistent with the stand-alone principle, are they regulated affairs or the affairs of the regulated utility.  So if --


MR. QUESNELLE:  I don't disagree with that, Mr. Nettleton; perhaps we are at cross purposes here.


All I am looking at is the business plan that incorporates division of transmission and distribution together.  If we don't have the one level up that says, okay, here is our transmission and distribution and we have a common vision; here is how they separate differently as our divisions within this business.


But it's all the regulated elements that I am looking at.  I am just looking at -- unless we have the one step up, we never see how the company is envisioned, where there is common thinking for transmission and distribution and where they differ. 


So it's not a notion of a parent company.  This is the company that has both transmission and distribution within it, and we are just interested in the regulated activities. But that one level up, I think, would provide an observation, or allow us to make observations on the view of how the regulated entities run. 


MR. NETTLETON:  Well, that gives us something to think about.  And again, I think what I need to do is seek instructions because I think that there are some concerns that I would like to articulate better after I have had a chance to speak with my client.


MR. QUESNELLE:  Duly understood.  I recognize this is coming fresh this morning.  Okay, thank you.  Dr. Elsayed has a question for the panel.


DR. ELSAYED:  Just, I'd like -- it is a follow-up to some of the questions that Mr. Brett raised.  If I can just take you to the response to Undertaking J6.3.  I think there was some discussion about the terminology, and I think I understand what you meant in the table here by the different levels of estimates.

So my first question really, you talked about accuracy level, anywhere from 10 percent to plus or minus 50 percent at the different levels of estimate.  Is that the same as talking about contingency level, or does (sic) the accuracy of the estimate a different term than the contingency?

MR. BOWNESS:  They are different terms.

DR. ELSAYED:  So when you are in the scoping -- or in any of those four categories, how do you determine the corresponding contingency?

MR. BOWNESS:  Contingency is established as a part of the detailed estimating process.  So once we complete the detailed estimate, that's where we set the contingency for the execution phase, and that forms the basis of what works into the document that releases the project for execution.

DR. ELSAYED:  So how do you account for the uncertainty of the something -- and the scoping level?  And there is an uncertainty of plus or minus 50 percent.  How do you account for that when you put it in the plan?

MR. BOWNESS:  So the nature of that investment at that point in time has a certainty level of plus or minus 50 percent.

DR. ELSAYED:  Right.

MR. BOWNESS:  So if you had an investment that was $10 million, it could be anywhere between 5 and 15.

DR. ELSAYED:  But when you put it in the plan do you put 10 or do you put 5 or 15?

MR. BOWNESS:  10.

DR. ELSAYED:  You put 10.

MR. BOWNESS:  Yes.

DR. ELSAYED:  Realizing that it could be up to -- it could be between 5 and 15.

MR. BOWNESS:  And across the portfolio of investments that are at that stage in that plan it would in theory balance out to being the plus or the minus and therefore a level of accuracy.

DR. ELSAYED:  You also define contingency as something that you expect to spend.  Can you elaborate on that definition?

MR. BOWNESS:  Yes, so contingency from our perspective and from a best practice perspective is to deal with known unknowns, so you are at a point where you have a certain quality of your deliverables, you have certain things that are facts.  That transformer we have purchased, it's $100.  You have certain things that might be -- that breaker we are not purchasing for six months, we think it's $3, but it might be three-and-a-half dollars, it might be two-and-a-half dollars, so the contingency is to deal with the fact that there are some unknowns associated with that item that would be spent in the future.

There is also unknowns around outages, there is unknowns around schedule, there is unknowns around site conditions, weather, such.  All of those pieces are coming in to determine what percentage contingency we should be setting for a project.

DR. ELSAYED:  So the term contingency, if I understand your earlier answer, applies only to projects that are in the execution phase.

MR. BOWNESS:  That's correct.

DR. ELSAYED:  And your earlier comment about the initiative that you are undertaking to improve the way you estimate contingency would only apply again to projects that are going into the execution phase.

MR. BOWNESS:  That's correct.

DR. ELSAYED:  To quantify it in a better way, because my understanding, correct me if I am wrong, that previously you assumed a blanket 10 percent for all projects at some point?

MR. BOWNESS:  Yes.  So the life cycle of our maturity on how we are assessing contingency is, in historical years of 2014 and earlier, contingency was set at a higher percentage than 10 percent.  This was one of the findings within the Auditor General report around us not aligning with an industry standard.

We worked in 2015 and '16 to refine our approach on contingency to be better in line with an industry standard which, from our discussions and interactions with others, was at the 10 percent mark, so we decided at that point that we would use 10 percent as our targeted contingency amount unless we had some reason of a known risk and known issue, a project that was really immature but needed to move forward for customer reasons or the such, we might have set it slightly higher, but target was to get to 10.

The process we are going through now is on all projects greater than 20 million we are doing this detailed risk review board approach, coming up with probability, coming up with cost impact, and running that through Oracle crystal ball from a modelling simulation perspective to come up with a most probable amount of contingency, and that's an input for us to determine what to set it at.

DR. ELSAYED:  And that may or may not be 10 percent.  It could be something different.

MR. BOWNESS:  Yeah, so the model will kick out a number, and then the model is only as good as the inputs, so then apply our judgment discretion based on previous experience and our knowledge of the project, where we might-- we might choose a different number.  That number may come out at 8.5 percent, and based on our knowledge we might still set it at 10, but that's a project-by-project decision.

DR. ELSAYED:  Okay.  And given that you are embarking on this -- or doing this initiative, we heard earlier as a result of the Navigant study there was a recommendation that you hold the contingency centrally for all projects.

MR. BOWNESS:  Yes, I am aware of that recommendation.

DR. ELSAYED:  Have you accepted that recommendation?

MR. BOWNESS:  So we understand the recommendation.  We understand where Navigant's -- the basis for Navigant's recommendation.  The starting point of their recommendation is with respect to companies that aren't spending their capital, so you have a situation where a whole bunch of projects have contingency within their budgets, the projects come in under, and all of a sudden you have under-delivery because you didn't spend the dollars, you didn't need them to extend the project.

So from a historical perspective we were experiencing that, and I do believe that is partially related to the fact that contingency percentages were set at higher rates than we are setting them at now.

Then we get into the practicality of, where do we manage contingency, and we believe that from a project-by-project basis, based on the best practice, the contingency is planned to be spent, it should be included in the estimate, and it should be included in the approvals for that project.

What we then do is we manage that contingency throughout the life of the project.  So in order to spend that contingency, the accountable manager has approval to spend up to 25 percent, not the project manager, their manager --


DR. ELSAYED:  25 percent --


MR. BOWNESS:  -- 25 percent of the contingency.

DR. ELSAYED:  Of the contingency.

MR. BOWNESS:  Up to 50 percent is the director of project delivery, and between 50 percent and 100 percent is my approval as the vice-president.  So we manage contingency to have a good understanding on a project-by-project basis what we are expending on contingency, because it's an important factor.

The other thing that we do is we manage from a financial forecasting perspective the project manager is accountable to forecast what his or her best estimate is of the end-state cost of the project.  So if within the contingency -- let me make up an example -- there is $5 million, $1 million is related to risk in the engineering phase.

When we complete the engineering phase and if we come in right on our budget, pre-contingency we should be releasing that contingency.  We should be forecasting that project to be $1 million less.

So the project managers have an accountability as a part of their forecasting process to forecast contingency down as the project evolves through its process.

The last piece that we do is across the overall portfolio on a monthly basis we look to see how much contingency remains within the annual expenditure, because I don't want to get into a situation in December when we are planning on spending $70 million and 15- of it is contingency, right, and all of sudden the chances of needing that much contingency in the final month is very small, so we are looking at it at a portfolio level to say, how much reasonable amount of contingency across the portfolio should remain as we go through the calendar year.

DR. ELSAYED:  So the project manager has the ability with the appropriate approval level to spend the contingency up to the approved amount?

MR. BOWNESS:  Yes, so they will --


DR. ELSAYED:  Then --


MR. BOWNESS:  -- submit a, what we call a variance change notice to seek approval to spend any dollar of contingency --


DR. ELSAYED:  Right.

MR. BOWNESS:  -- and based on how -- what percentage it is goes to a different level in the organization to approve.

DR. ELSAYED:  And only if collectively for the whole portfolio there is an expectation that not all the contingency or 100 percent of the contingency would be spent, then it comes to your level, I guess, to look at the possibility of reallocating this?

MR. BOWNESS:  That's correct, so we have the overall portfolio of project, so let's assume on an annual basis we have a target of a billion dollars of expenditure, right?  If we see that through our forecasts, right, we are showing that for the projects as of January, our forecasts are 950, we are going to be looking at work that is within our overall portfolio, specifically work that's out in future years, and looking at using our resources to stay within our envelope, hit our capital budget, and deliver as much as we can for that billion dollars.

DR. ELSAYED:  So you could be advancing some projects.

MR. BOWNESS:  Yes, we could be advancing projects from the following year.  We also could be initiating the early stages of projects, in order to set ourselves up from a readiness perspective to be able to hit or commitments in future years.

DR. ELSAYED:  Okay.  So you target will be to effectively, I guess, spend the money that has been approved.  And in doing that, you could be doing more than you -- as far as projects, more than what you have in your program.

MR. BOWNESS:  From a project count perspective? 

DR. ELSAYED:  No.  If you have 100 projects and you reach a point where you haven't spent all the contingency and you do advance some projects, so you could be executing more projects than you planned on that basis.

MR. BOWNESS:  Or we could be expending the timeliness of the expenditure on a different time than was originally planned.

DR. ELSAYED:  Okay, thank you. 

MR. QUESNELLE:  Thank you.  Mr. Rubenstein?

MR. RUBENSTEIN:  Thank you very much, panel.  I have a compendium that I am not sure if you have it.  I provided it to your counsel earlier this week. 

MR. MILLAR:  Exhibit K9.3, Mr. Chair.  
EXHIBIT NO. K9.3:  CROSS-EXAMINATION COMPENDIUM OF SEC FOR THE EXECUTION, OPERATING AND COMMON PANEL


MR. QUESNELLE:  Thank you. 
Cross-Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  I just want to first follow-up from the cross-examination of Mr. Brett. 

Mr. Brett was asking the panel, with respect to historical variations, the variances between forecast and actual OM&A costs.  Mr. Stenning, I only caught half of this, but as I understood you, you said something to the effect that -- or at least I heard that even where you're spending less than what was approved in a given area, you are still doing the same -- the work.

Did I understand that correctly? 

MR. STENNING:  What I said is that I couldn't, you know, just off the top of my head without doing some further look, speak to what we accomplished in 2012 and 2013 because I wasn't responsible for that group personally during that time period.

But what I can say is that we accomplished the program 2014, 2015 and we will accomplish the program in 2016. 

MR. RUBENSTEIN:  And by accomplish, you mean you will do -- even if you come in less than what was approved in a given area, you will still do the work that underlies it.

MR. STENNING:  Yes.  So we go through a constant process of looking for efficiencies, looking for ways that we can accomplish work better.  We have been able to do that in certain years and as we -- in any particular year, when we find a way of doing something more efficiently as we have outlined in some of our OM&A cost savings, then we build these savings into the projections for future years.  So the things that we have done that enabled us to accomplish work more cheaply before is already built into revised forecast for future years.

MR. RUBENSTEIN:  All right, and that includes -- you're speaking on your experience; I just want to understand the scope.  Is that all apects of -- does that include the sustaining O&M? 

MR. STENNING:  Yes, it does.

MR. RUBENSTEIN:  All right, thank you very much.  My first question is sort of big picture.  I wanted to understand the interrelationship between the planning process and then getting it moved to the execution process.

So is as I understand it, the planning process will approve the capital plan, that's Mr. Penstone's group, and then it's up to this panel to execute that, correct? 

MR. BOWNESS:  So there's two aspects to it.  There's the overall capital plan that supports business planning rate submissions, and then there are specific projects that go through a life cycle that doesn't necessarily exactly align with the overall planning envelope.

And what I mean by that is there's a billion dollars within the plan.  It's made up of a set of projects, but then there is an individual project that's 10 million, that might be in a detailed estimating phase now and in execution next year.

So there is a timing aspect of investments and there is a timing aspect of the overall portfolio.

MR. RUBENSTEIN:  At what point is a project handed off to your group from Mr. Penstone's group?

MR. BOWNESS:  So in a project example, if we look at Exhibit B 1, tab 4, schedule 1, which is the chevron view of the stage gate process, if we could pull that up, section 5.3, page 10 of 23. 

So there's -- the way this process works is for a project, during the initiate phase, this is in Mr. Penstone's world where they are coming up with the planning spec.  There is then a document released to my group to create a budgetary estimate.  We then pass that back to planning. 

There is then sometimes a delay, sometimes an immediate request then to produce a detailed estimate which will come back to my group to coordinate.  We will execute a detailed estimate.  We will provide that documentation back to the planning group and they will use that to develop their documentation to seek approval for release for execution, and that will go to the appropriate approval authority.  And once that is approved, then it is released to my group to coordinate the execution.

MR. RUBENSTEIN:  When we talk about coordinating the execution, say there's a project to refurbish a transmission station, just as an example, is it released far in advance?  Is it released -- if there is a set of transformer station projects that need to be done, is a list then sent to you to do, or is it one at a time, right before they that you are going to do it? 

And I ask this, just to give you the context, I am just trying to understand because a lot of questions have been asked about things change, you determine that another project needs to be done because it's a higher priority, I am a just trying to understand is it Mr. Penstone's group that's making those decisions, or is it ultimately your group who is making those decisions?

MR. BOWNESS:  I might refer us just a little bit further in this same document to section 5.6, which is the section where we talk about advanced readiness.

So one of our critical initiatives that we have underway is to improve the maturity and the readiness of the work program, so that we are not in a just-in-time delivery model.  We have a more efficient process and a better quality process of moving items through the machine, and we also have the opportunity to have a period of time to plan the next phase. 

So if you look at the table -- sorry, figure 2, just scroll down a little bit.  If you look at how we have done with this overall initiative over the last couple of years, is we have matured the work program significantly. 

So last time when we were in with our rate Submission, which is the first three columns within this bar, you will see that for 2015, 37 percent of the work hadn't even entered the budgetary estimate stage and for 2016, 61 percent hadn't entered the budgetary estimate stage.

So on average, that's 50 percent of the work hadn't even been through that preliminary estimating stage, which isn't a state of maturity that we wanted to have; it was the state is at the time, and we worked through the period of 2014, '15 and '16 to move projects through those various stages and get them to the execution in order to meet our in-service goals, and we were successful on that.

But from an efficiency and an effectiveness perspective, we are a big believer in advancing that readiness.

So if you look at a part of this filing, we've matured the work program significantly from where we were three years ago.  And going into this filing, 89 percent of the work is through that budgetary estimating stage and in the other undertaking that was brought up earlier, you will see a further categorization of that as to what's in detail and what's in execution, but the work program is much more mature now than it was historically.

MR. RUBENSTEIN:  If we can pull up J6.3 that we were recently looking at?  So for 2017, it says $710 million are in execution.  Does that mean $710 million worth of projects are under your control now?  Control may be the wrong, but they're under your responsibility now.

MR. BOWNESS:  So what this breakdown is providing is as of May, which is data that was provided in the graph we were just looking at, this is the more detailed breakdown of the 89 percent that was in the dark blue.

So out of that billion-174, as of May, 710 million was in execution, so in detailed engineering or construction or commissioning stages.

MR. RUBENSTEIN:  All right.  So as projects then need to change within that execution, in other project -- you know, somewhere else there is another problem and you have to shift, is that your -- is it your group who is determining that, or is it the planning group, once it's in the execution phase?

MR. BOWNESS:  I am going to answer it as it's both, because it's a collaborative discussion that we have on a monthly basis.  We go through a review of the overall project portfolio, with the goal of achieving our overall capital expenditure, with the goal of achieving our in-service additions, and with the goal of delivering the individual projects on time and on schedule.  So we are looking at it from the various lenses.

If there is an emergent need or a new need or a project that needs a higher priority to move, there could be a request from planning that comes to us to look at that project, whether it's new or a change in time line, to advance that.  And we would look at the impacts on whether we can execute it, and then we would look at the impacts on other projects, and we would also balance that with the overall capital portfolio to make sure we are achieving our targets, so it's more of a collaborative discussion.

For projects that are in execution that might have a delay because of -- construction is taking two weeks longer than expected or a key material delivery is going to be two months late, for those items I have the ability to adjust the work program to stay within those items.

If there is anything significant or impactful on the business, those are things that we would discuss with the planning group to make those adjustments, so there is awareness, but there is also good communication to make sure there is an understanding of what changes are occurring.

MR. RUBENSTEIN:  And is your group also responsible for, if you need permitting, if you need environmental assessment with respect to a project, is that dealt with at the execution stage or is some of that at the planning stage?

MR. BOWNESS:  Once again it depends, right?  If you have a development project like a Clarington new build, during the project development phase the planning group is coordinating the environmental assessment, those pieces that are leading to an approval from, in that example, of the EA to proceed.

So our execution group is very involved in that, whether that's the engineering group, the environmental group, project management group, we are supporting them, we are in a support role, so for those bigger-picture type approvals that are in the development phase, that's coordinated during planning.

When you are getting down to, in that Clarington example, the need to seek a building permit in order to configure and install the relay building, we would be seeking the building permit through the municipal approval process to have that stage of the project proceed.

MR. RUBENSTEIN:  Thank you very much.

If we can turn to page 2 of the compendium.  This was a table I put to the planning panel.  And I was bumped to you for a number of questions I had with respect to this table.  And this table is comparing what was in the application in 2014 and what's in the application and what was accomplished, and I just had a few questions with respect to that.

So I was told execution to deal with some -- my questions are about variances between what you said you were going to do and then what you did do.  And I wanted to understand, when it comes -- one of the things which is striking to me looking at this table that you can help me with is, for a number of these projects on a unit cost basis it seems to be much higher than what was forecasted in 2014, and I want to understand that.

So I'll give you an example, if we go to the wood poles portfolio.  You had forecast -- you had essentially 

-- terms -- you can see this on line 48 and line 53 -- you did roughly what you had expected to do in terms of numbers, but then if I look at the capital on line 50 and the capital on line 55, it's costing a lot more, and I was wondering if you could help me with that, why the costs ended up being a lot more than in the 2014 application it said it would be.

MR. BOWNESS:  I just need a minute, please.

MR. RUBENSTEIN:  No problem.

MR. BOWNESS:  As you have pulled up an example that I don't have the specific full knowledge on, because the significant amount of that is with our lines and forestry organization, and it was planned and managed during the 2014 period within their envelope, I don't have that information to share today.

MR. RUBENSTEIN:  Can you provide that by way of undertaking?

MR. BOWNESS:  Yes.

MR. MILLAR:  J9.3. 
UNDERTAKING NO. J9.3:  TO EXPLAIN WHY IN THE WOOD POLES PORTFOLIO THE COSTS ENDED UP BEING A LOT MORE THAN IN THE 2014 APPLICATION IT SAID IT WOULD BE.

MR. RUBENSTEIN:  And just another example which seems very high is the underground cable portfolio.  And I look at the kilometres replaced and the capital dollars in 2016 -- sorry, 2014 through 2016.  The unit costs seem quite high compared to what you forecast.

MR. BOWNESS:  So I would like to go back to some of the conversation that occurred with Mr. Ng when he was on the panel speaking about this being a proxy table, this not being specific.  So if I look at an underground cable portfolio, we are executing that work as a part of projects, and there is a time line to projects.

The way this table was developed was to be -- I believe Mr. Ng referred to it as to be helpful to give an approximation as a proxy on unit costs.  The difference that we have is when we are executing projects like the transformers, the breakers, the protections, we are executing them in an integrated fashion on a project-by-project basis, and we are not actually -- these aren't akin to, you know, a unitized delivery.  It is more of a proxy model.

So if I look at, you know, what would likely happen between kilometres and cost on an underground cable replacement, it would be very specific to the particular project and what's happening on that particular instance.

So if we are doing a cable replacement of the riverside by Strachan job, which is right down Lakeshore Boulevard, there are specific costs associated with executing a capital project within a very busy urban area.

That would be very different than the capital project costs on a cable that wouldn't be in as busy and an active urban environment.

MR. RUBENSTEIN:  So I understood him -- and I may be incorrect.  I thought he was -- we were talk -- that -- I thought that discussion with respect to station projects, the transformer, circuit breaker, and protection, and that's why all -- while the unit costs for all those are much higher than what was forecasted, it's not an apples-and-apples comparison, because you do them now differently, but is that also the same thing for underground cable?

MR. BOWNESS:  Yeah, the items that would be in here around wood pole portfolio and the -- the wood pole portfolio would be more on a unit basis.  These other items are incorporated more of a project approach for delivery.

MR. RUBENSTEIN:  So as we move to a -- if we talk about stations, we're moving, I think, in the integrated station model, that last multiple years, and you are doing multiple different assets; am I correct?

MR. BOWNESS:  Yes, that's correct.

MR. RUBENSTEIN:  When we are back in 2019 or whenever we come back to the Board, how is the Board going to judge if you are doing the projects on the budget you said they are going to be doing, if these projects span multiple years and involve many different asset types that are being replaced?  How are we going to make sure that you are doing them on budget without waiting to the end of year 4 or 5 to make that determination?

MR. BOWNESS:  So at any point during a project life cycle we have a current forecast on execution.  So a project that is just starting would start with your budgeted amount.  Six months into that project you may have had changes based on risks that have occurred, project challenges, issues, schedules, outages, material delivery delays that are occurring and you would update your forecast.

So on a monthly basis, we do track our capital projects to look at budget to actuals for projects that complete.  But we also look at budget to forecast, to look at how we are trending relative to the approved budget.

MR. RUBENSTEIN:  And but does that also take into account what you are doing within that project?  Because you could be under budget, but have replaced half the assets that you were planning to do within that transformer station project.

MR. BOWNESS:  Yes, so within our project governance that we have, we have a certain scope that we are delivering to.  We have a series of key work accomplishments that we need to accomplish throughout the delivery of the project, and as we are forecasting both work and cost, we are looking at what's remaining in order to come up with the best forecast.

At the end, from a project closure perspective, there is a full process that reviews the initial scope, the initial objectives of the investment, what we delivered, when we delivered it, and does a full verification that what was asked to be delivered is delivered. 

MR. RUBENSTEIN:  Thank you very much.  If we can turn to page 3 -- and I apologize.  In putting this compendium, it stripped off the header and footer of the interrogatory, but this was from Mr. Bowness, this interrogatory.

And we talked about this earlier today, and I just had a few questions.

So as I understand what this table is showing, it's is showing that for years 2013, 2014, 2015, your actuals have come in below the project estimate, correct? 

MR. BOWNESS:  Across the portfolio, correct.

MR. RUBENSTEIN:  And the estimate point we are looking at, is that the execution budget?  I forget the term that we were using before.

MR. BOWNESS:  Yes, it is the --


MR. RUBENSTEIN:  Detailed budget.

MR. BOWNESS:  The detailed budget that would be forming that work release. 

MR. RUBENSTEIN:  And my understanding from the rest of the interrogatory, the evidence -- I think you talked about it with Mr. Brett -- is you have a plan to improve this because you want the budget -- the actuals should be -- or the estimates.  You want better estimates, correct?

MR. BOWNESS:  Our goal is to have a level of precision, to be plus or minus with the ideal perfect state of being -- across the overall portfolio to have this table to show zeros.

MR. RUBENSTEIN:  And you are putting in place procedures to be better.

MR. BOWNESS:  Yes.

MR. RUBENSTEIN:  Are those -- in determining the budgets that underlie this application, have you incorporated the expected results of those initiatives? 

MR. BOWNESS:  Why I am hesitating is because there are various investments that are in various stages within their lifecycle.  So a project that's within the test years of 2017 and '18 will have -- had a budget set at a certain dollar amount, right.  We have executed it over the last three years and in the last year, that project has had the benefit of our improved project management framework, our reporting tool set, our management of contingency, and it has gotten the tail end of the benefit of some of the initiatives that are in play.

For an investment that has just completed the detailed estimating stage, it will have gotten partial benefit of our improvement in estimating and risk management, so contingency would have been set at 10 percent.

For a project that is just starting and we are getting into the estimating stage, it will get the benefits of the health of these initiatives as they are today. 

But these initiatives aren't complete.  We have a lifecycle to these initiatives that are continuous improvement initiatives and we are not implementing them as a big bang at some point down the road.  We are continuing to refine our various processes that are contributing to this, so there are various impacts that would be occurring on a project by project basis, based on where they were in the lifecycle with respect to these initiatives.

MR. RUBENSTEIN:  So you're seeking -- Hydro One is seeking in this application approval on in-service additions amounts, that's ultimately what rates are set on of in 2017, 931.4 million and in 2018, 1.209 million, as I understand it.  And you can see this on page 9; this is a table that I also put to the first panel.

What percentage of those projects or those dollars will have the benefit of the improvements in the budgeting process that you are working -- that you are talking about? 

MR. BOWNESS:  So out of the work that will be in-serviced in 2017 and '18, approximately for the projects, 95 percent of those projects are into execution. 

It's the only way -- a project is three, four years in duration, right.  So the only way to be able to commit and achieve our in-service goals is most of these projects need to be underway, and 95 percent of them are.

So those projects have all been impacted over our continuous improvement over the last three years to some perspective, right.  They are not all getting the benefit of the improvements that we have made in the last three months.  The projects that are just finishing the best estimate or the detailed estimate are getting more benefit from our improved processes than the ones that went through the best and the estimating stage a year and a half ago.

But those projects are getting the benefit from our scheduling improvements, our reporting improvements, our contingency management improvements, so they are getting some of the benefit.

MR. RUBENSTEIN:  All right, thank you.  If I can ask you to turn to page 5 of the compendium, please.  In this interrogatory, you were asked about the assumptions underlying the capital budget with respect to internal versus external resources.

MR. BOWNESS:  Yes.

MR. RUBENSTEIN:  And we see a chart on page -- sorry, in response number part (a).  And in 2017, as I understand it, you're forecasting the total contracted cost to be 14 to 18 percent and then in 2018, 16 to 20 percent.  Do I have that correct -- of the capital cost, do I have that correct?

MR. BOWNESS:  Yes, that's correct.

MR. RUBENSTEIN:  Can you help me understand -- for the purposes of this application, my understanding is external resources are more cost effective than doing it internally in some cases, is that correct? 

MR. BOWNESS:  In the case of -- we have responded with some details around cost effectiveness with respect to engineering resources.  We have also responded with information with respect to construction resources.  And the engineering resources, there is a cost delta where the market is less expensive. 

However, on the construction side, the way the trades agreements exist within Ontario is all construction labour is unionized and it's under the EPSCA and CUSW agreements, and your construction electrician rate is your rate.  The difference is that your external contractor needs to make profit as well.  So we don't need to make profit on our execution, that's not our business, right, so that $40 an hour that that electrician for us is 40; for a contractor, it's 40 plus the profit margin that they want to make on that contribution to the overall project cost. 

MR. RUBENSTEIN:  So at a high level, I want to understand.  Is there a benefit, from a financial point of view, to doing more external work than internal work? 

I understand from the engineering, and my understanding of the evidence there is with respect to -- it is cheaper essentially to do externally than Internally.  But I don't know about the construction work and all that. 

MR. BOWNESS:  So if I can refer to undertaking TCJ2.19, we were asked this question as a part of the process to determine whether there were cost savings associated with outsourcing, and I think we articulated some discussion here where we believe that although there are some savings from the labour perspective within the engineering domain, we haven't seen that there is a significant cost delta in the overall project costs, taking into consideration the fact that your external contractors need to make profit. 

So the one thing we are committed to as part of our contracting strategy is to get better transparency and visibility from our contractors around their labour mix, their cost structure, their profit margins, so that we can make a better decision or optimal decision as we get more information going forward.

MR. RUBENSTEIN:  And when you mean "significant", what does that mean to you?

MR. BOWNESS:  Significant?

MR. RUBENSTEIN:  Well, you said you don't think it's a significant difference.  I'm just trying to understand what you mean by "significant".

MR. BOWNESS:  So our strategy around contracting out up to this point has been in order to deliver capacity.  We recognized in previous years and in previous commitments we weren't delivering our capital work program.  We recognize that there a healthy marketplace out there to help deliver capital projects, and we wanted to leverage that capacity within the working place, so the strategy up to this point has been capacity, and that's part of the reason why we drove to a fixed-price cost structure, because we wanted to have price certainty and commitments in order to meet deliverables within a dollar amount.

It's impossible to look at a project that a contractor completes and compare it to what we would have done it for, because there is only one project.  They did it, we didn't do it.  So what we are trying to do is get better transparency, visibility into the data to understand, how are they formulating their costs, where are their actuals coming in, how are we formulating our costs, where are our actuals coming in, to get some better intelligence to optimize what type of work is best to outsource, what type of work is best to do on a direct hire perspective, and looking to improve that mix, and I am not sure what that mix will be two years from now, but we are looking to get better data to make better informed decisions.

MR. RUBENSTEIN:  So if we go back to page 5, I am trying to understand -- there is a range.  You don't have a number, you are having a range, and I am just trying to understand, so let's say 2017, for example.  If the answer is 14 percent or the answer is 18 percent, what's -- what are the implications for the costs of your capital program?  Is it the same, is it -- if it's 14 percent it's going to be higher, or is it going to be --


MR. BOWNESS:  Our estimation is that it's the same, that the cost to deliver a capital project externally is the same as it costs to deliver a capital project internally.

MR. RUBENSTEIN:  Thank you very much.  Now, if we can turn to page 8.  This interrogatory -- we had asked you somewhat of a similar -- about on the OM&A front, and your response is, you know, the information's not readily available, it's too complex.

I understand that from a regulatory point of view, but I want to understand from a budgeting point of view and for a resource point of view how you don't have that -- why you wouldn't have that data?

MR. STENNING:  I wonder if I can just get you to repeat the question just so I make sure I answer the right thing.

MR. RUBENSTEIN:  Sure.  In this interrogatory we had asked you what percentage of the transmission OM&A is undertaken by the external versus internal labour, and the response was -- well, that was part (a), but the response is:

"Hydro One does not have all the data to perform the analysis requested in the interrogatory response readily available.  For these reasons the information is currently unavailable and require unreasonable effort to procure in the time frame given."

I take the answer.  But my question is:  How do you not -- why would it -- it seems to me that you would need to have this data for your own optimization of resources and for your own budgeting you would have this information.  I take it from the responses you don't, and I am just trying to understand how you can do your job without this information.

MR. STENNING:  So I think that it's really about having the information at the granularity and splitting it all out.  So if we take a look at the costs to do various activities, we have got a number of activities that we have historically contracted out, and we know what those costs are, and we budget based on, you know, on those costs with the expectation that we are going to be able to continue to drive our contractors to, you know, to give us better value.

But we have also a number of contract -- you know, very -- we have dozens and dozens of very small contracts for things like, you know, backhoe services, janitorial, things like this, which, you know, they are embedded in the work that we do, so in terms of trying to split it all out, I think there is a lot of work in doing that.

But in terms of per work activity, we can -- we actually have a fairly good idea in terms of what our ongoing costs have been and what we expect them to be in the future.

MR. RUBENSTEIN:  And let me -- if I ask you about part (b), you were asked, your OM&A work in which both external contractors and internal resources could be used, how does Hydro One determine when it will use external resources?  Can you speak specifically to that question?

MR. STENNING:  I think it goes to, there are certain categories of work which I would categorize as being low-skill.  And so for activities which are lower-skill, traditionally we have found that going outside of our own work group to get those activities -- so I use the examples of grass-cutting, snow-plowing, things like that, which are lower-skilled than some of our specialized trades people, we go outside for those activities.

And I think on the other end of the spectrum, activities which are extremely high-skill which maybe only an original equipment manufacturer would have, and it would cost us too much to maintain that skill within our own organization, we go outside for those activities.

But activities which we perform over and over again and require a level of skill that we have within our own internal workforce, then we do with our own staff.

MR. RUBENSTEIN:  Is there a reason for that?  Is that because of the collective agreements constrain you, or is there -- if the work can be done cheaper than -- externally versus internally, what is the restrictions from you doing that?

MR. STENNING:  So we definitely do have contractual requirements which require us to do work which is within the bargaining unit's jurisdiction with bargaining unit people unless we go through a process, particularly with the PWU, we would have to go through a purchase services agreement to get their agreement to do this work, and traditionally, where there is a delta between what we could do internally and what can be done externally, we have been able to accomplish that.

So for example, with the snow-plowing we have got purchase services agreements which allow us to use external people to conduct that lower-skill work.  I believe that we actually -- we actually go out and seek those agreements with our bargaining partners where we think that we could execute it cheaper with outside resources, so we actually work to what we think is the optimum mix.

MR. RUBENSTEIN:  And then for the 2017 and 2018 budgets where that can be done on the OM&A side, have you made that determination already that -- and then has it underlied these budgets?

MR. STENNING:  Yes.

MR. RUBENSTEIN:  So it's not like the capital where -- if we go back to that chart on page 5 where there is a range?

MR. STENNING:  No, there is not as much flux in the OM&A portion in terms of what we contract out and what we don't.

MR. RUBENSTEIN:  All right.

MR. SCHNEIDER:  If I can just add to that, the material that Andy Stenning is referring to is regarding the Brookfield contract for facilities management and site management.  So that's covered in Exhibit -- where are we here?  C1-3-2, and there is a section on the Brookfield contract, and so that's an example of a non-core service, I will call it, that we went out to market with after securing a purchase services agreement with the unions.

MR. RUBENSTEIN:  I had a discussion on the first panel with Mr. Vels, and as I understood it, he confirmed to me that the shareholder directives no longer apply because of the IPO, and as I understand one of the previous shareholder directives was restrictions on -- I am not sure if it's offshoring or outsourcing, but there was a shareholder restriction.  Are you aware of that previously?

MR. SCHNEIDER:  Yes.

MR. RUBENSTEIN:  And which one was it?

MR. SCHNEIDER:  I believe the -- I don't know it verbatim, but I believe the directive was that you would be securing work from outside sources with employees who reside in Ontario.

MR. RUBENSTEIN:  So now with that restriction lifted, how are you taking advantage of that or not taking advantage of that?

MR. SCHNEIDER:  At this point in time I will make a comment, but I would refer this to the finance and HR panel.  I believe we may have terms in our collective agreements with some of our unions that keep us in Ontario with that work, but I will defer to the finance HR panel.

MR. RUBENSTEIN:  So at the very least you are not aware of -- nobody is now seeking to utilize those -- this new -- nothing in the budget is based on utilizing now the ability to do that, to outsource work outside of Ontario?

MR. SCHNEIDER:  No, so we are not aware of that, no.

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

If I can ask you to turn to page 11 of the compendium.  And in this interrogatory, you were asked by Staff to compare on a general level, it's asking -- it's showing the chart comparing what was in the 2014 application to the 2016 application and the differences, and I want to is ask about the common corporate costs.


And it shows a 33.8 percent and a 31 percent of 2017 and 2018 respectively, increases from 2014 application 2016 am I correct? 


MR. SCHNEIDER:  That's correct.


MR. RUBENSTEIN:  And as I understand it, and this is at part (a)(iv) on page 14, you talk about the reasons for that.  And one of the big reasons is IT costs, do I understand that?


MR. SCHNEIDER:  That's correct.


MR. RUBENSTEIN:  And you talk about, at the first bullet point, that the IT costs for 2017 and '18 were based on a class D estimate, plus 50 percent accuracy.


Let me stop you there.  That's another -- what is a class D estimate? 


MR. SCHNEIDER:  That's the terminology that the IT group uses for their estimating, and the plus or minus 50 percent here would equate to a class C estimate in the other parts of the business.


MR. RUBENSTEIN:  What's a class C estimate?


MR. SCHNEIDER:  A best estimate at the time.


MR. RUBENSTEIN:  But based on the nomenclature that we talked about in J6.3, how does that relate? 


MR. SCHNEIDER:  So this would be roughly equivalent to a planning estimate.


MR. RUBENSTEIN:  All right.  And my understanding was the planning was done, and you can see this after that, this estimate was premised on a comparable business case for a medium sized complex SAP implementation of new functionality and enhancements.


Is that a business case of your own previous Project, or some other project that you were utilizing?


MR. SCHNEIDER:  I am sorry, I am just trying to find that reference.  Yes, I have got it. 


Can you repeat the question? 


MR. RUBENSTEIN:  Sure.  It says in EB2014-014 application, IT estimates for 2017 and 2018 were based on a class D estimate plus 50 percent accuracy premised on a comparable business case for a medium size, complex SAP implementation of new functionality and enhancements.


 My question is:  Is that your own previous business case, or is that some other business case?


MR. SCHNEIDER:  That's the information that underlined this element in the previous application, the EB-2014-0140. So since that time, the estimating process has matured, the project plan and scope has matured, so we have come forward with a better estimate this time relative to the last time we were before the Board.


MR. RUBENSTEIN:  I recognize that.  I am just asking about -- it says it was premised on a comparable business case for a medium size, complex SAP implementation of a new functionality and enhancements.


My question was:  Was that medium comparable business case your own somewhere else you did something similar, or was it a third party provided you a cost estimate and that was from their business case?


MR. SCHNEIDER:  Thanks for clarification.  I don't have that information.


MR. RUBENSTEIN:  Are you able to provide a response to that by undertaking?


MR. SCHNEIDER:  Yes.


MR. MILLAR:  J9.4. 

UNDERTAKING NO. J9.4:  To provide a response to the question at page 11


MR. RUBENSTEIN:  And then my second question is it's not clear from the response what the actual difference in costs were for this -- talking about the IT project and the -- I guess we are talking about the SAP project that's being dealt with in this bullet point.  What actually for that was forecasted in 2014, and what was now the forecast. Do you have that information?


MR. SCHNEIDER:  No, that's not here as well.


MR. RUBENSTEIN:  Could you provide that by way of undertaking?


MR. SCHNEIDER:  Yes.


MR. MILLAR:  J9.5. 

UNDERTAKING NO. J9.5:  TO PROVIDE THE DIFFERENCE IN COSTS FOR THE SAP PROJECT FORECASTED IN 2014 AND NOW


MR. RUBENSTEIN:  And my last question goes back to a discussion that was had previously, and that is with respect to the project estimates. 


You talked about detailed estimates being plus or minus 10 percent, as I understand it, the planning or, I think in J6.3 it's an in scoping estimate, plus or minus 50 percent.


Is the determination of the plus or minus amounts based on actual experience, or is it just, you know, a general view of what these things should be like? 


MR. BOWNESS:  So the framework that had been developed at Hydro One over the last number of years was to use knowledge and experience of those that were involved in the delivery of the capital work program to come up with the framework around a planners estimate, a best estimate, and a detailed estimate and what would be the specific deliverables, and what would be the likely accuracy based on experience of projects.


Similarly, if you look at what I have referred to as the AACE framework as to their class 1 through 5, you will see a similar model where you will have a maturity of your deliverables and you will have a percentage accuracy.


And when we have been looking at that model as compared to ours, we find that there's definitely overlaps as to where we are fitting in, relative to the maturity of the deliverables and that percent accuracy, which is quite similar.


We might even be a little bit more tighter to the percent likelihood.  The example I gave you was we believe a detailed is plus or minus 10.  When you map that back to the AAEC framework, they are plus or minus 20.  So that's based on our experience up to this point.


MR. RUBENSTEIN:  So I understand the AACE model.  You know, meet a certain set of criteria for each of the classes and it's view is you will be plus or minus whatever number for that class.


But I want to know is yours essentially the same thing?  Or at some point, someone said we have gone through the past and we now know that if we compare our actuals versus our planning or in scoping estimates, it's plus or minus 50 percent, that's what the actual variances are. 


MR. BOWNESS:  I am not aware that we have done that full statistical analysis over the last number of years of capital execution.


MR. RUBENSTEIN:  Do you have a sense and a magnitude?  Is plus or minus 50 percent and plus or minus 10 percent for detailed estimate, is that about right? 


MR. BOWNESS:  Our best judgment around this and our expertise is that those are about right.  And the validation point on that is when we look at the AACE framework across all industries, we are in line with based on the type of deliverables we have and those accuracies.


MR. RUBENSTEIN:  So when we go through J6.3 and there is $136 million for the in scoping category in 2017, what you are saying is plus or minus 50 percent on those at this time? 


MR. BOWNESS:  If we could pull up that exhibit.  Yes, so as of May, the 136 million that formulated the basis for this submission was in scoping, which would be akin to the plus or minus 50 percent.


MR. RUBENSTEIN:  So how can the Board have confidence -- because out of the capital expenditures comes in-service additions, which plays into rates -- that these forecasts are close to being a good amount or very far from being accurate?  How can the Board set rates based on that? 


MR. BOWNESS:  So the basis of rate setting is based on in-service additions.  It's not based on cross capital expenditure or net capital expenditure.  Those are projects that we have to have moving through the machine in order to hit future commitments.


If you lack at the percentage of our work program that is in execution, that is going to be in-serviced in 2017 and '18, it's greater than 95 percent.


MR. RUBENSTEIN:  All right.  Thank you very much.  Those are my questions.


MR. QUESNELLE:  Thank you, Mr. Rubenstein.  We will take our break now.  But just before we go, maybe just confirm the scheduling here.


Ms. Grice, are you still on track for your estimate? You have got about 20 minutes here, I think.


MS. GRICE:  I should be, yes, thank you.


MR. QUESNELLE:  Mr. Janigan?


MR. JANIGAN:  Ten minutes more than my estimate, Mr. Chair.


MR. QUESNELLE:  And Mr. Nettleton, Mr. Resch would be available when?  Just subsequent to this panel then?


MR. NETTLETON:  Yes, he is in the building.  But again, the hard stop for Mr. Resch is 4 o'clock.  He is only available until four.


MR. QUESNELLE:  Okay.  Do you want to start with him?


MR. NETTLETON:  I am in your hands, sir.  I am mindful of the time now, and we are not yet done this panel.


MR. QUESNELLE:  You know, with your indulgence, panel, why don't we start with Mr. Resch after lunch at 1:30 just to play it safe.  And so we will give you guys a little longer lunch break and we will resume after Mr. Resch, okay.  All right, let's do that.  Okay.  Resume at 1:30.

--- Recess taken at 12:31 p.m.

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

MR. QUESNELLE:  Good afternoon, please be seated.

Okay, Mr. Nettleton.

MR. NETTLETON:  Thank you, Mr. Chairman.  Let me introduce to you our next panel, a panel of one.  Mr. Ryan Resch is with the firm Willis Towers & Watson.  He leads the executive compensation practice of that firm.  He has been with the firm since 2003, and one of the reports that Hydro One is relying on in its application is -- has been produced as part of an interrogatory response, and that is Exhibit I-6-57, attachment 2 of 3.

I am wondering if Mr. Resch could have the oath administered.

MR. QUESNELLE:  Okay.
HYDRO ONE NETWORKS INC. - COMPENSATION PANEL, resumed
Ryan Resch; Affirmed.
Examination-In-Chief by Mr. Nettleton:

MR. NETTLETON:  Now, Mr. Resch --


MR. QUESNELLE:  I am just going to ask Mr. Resch to turn his microphone on.  There's a button in front of you there that should light up when you press it, if you could just test that.

MR. RESCH:  Okay.

MR. QUESNELLE:  Thank you.

MR. RESCH:  Thank you.

MR. NETTLETON:  Mr. Resch, we are going to ask a series of questions to you, and just to have your evidence adopted.

Do you have before you your report which has been produced as Exhibit I-6-57?

MR. RESCH:  Yes, I do.

MR. NETTLETON:  And was that report prepared by you or under your direction and control?

MR. RESCH:  Yes, it was.

MR. ENGEL:  And do you have any changes or corrections to make to that?

MR. RESCH:  No, I don't.

MR. NETTLETON:  And do you therefore believe it's accurate to the best of your knowledge and belief?

MR. RESCH:  Yes, I do.

MR. NETTLETON:  And do you therefore adopt that evidence as your evidence in this proceeding?

MR. RESCH:  Yes, I do.

MR. NETTLETON:  Okay, now, Mr. Resch, just by way of introduction can you please explain the nature of your engagement with Hydro One Networks Inc.?

MR. RESCH:  So our mandate consists of a couple of parts.  The broad mandate, we were engaged last summer to support management in the development of its compensation philosophy, the design and implementation of the various compensation programs, leveraging our understanding of market practice, good governance, and our understanding of their strategy.

As part of that mandate and in support of the broader work that we did, we were asked to provide market data with respect to salary, annual incentives, and long-term incentives, and also look at pension and other benefits relative to market, which is reflected in the report that was filed.

MR. NETTLETON:  Now, sir, that is in respect of the management compensation policy; is that correct?

MR. RESCH:  Yes, with respect only to management compensation.

MR. NETTLETON:  Can you describe how that report then has -- and what the purpose of that report -- of your report is, sir?

MR. RESCH:  So the purpose is really to understand and benchmark the organization's compensation levels relative to the approved peer companies and really to understand where the compensation levels were positioned at the time relative to market in support of decisions with respect to pay levels and pay design.

MR. NETTLETON:  Okay.  Now, you mentioned that besides the report there was an implementation aspect of your engagement, and could you provide more detail on that?

MR. RESCH:  Yeah, and so as the advisor to management we worked very closely with the HR team and the broader management team to design and implement the various compensation programs.  The first step of our involvement was to help articulate the compensation philosophy for the new organization, understanding the guiding principles under which the various compensation programs were to be designed, ultimately sort of the underlying foundation of the compensation programs.

Once the compensation philosophy and principles were approved by the HR committee of the board we were then working closely with management to develop and design the various compensation and incentive plans that were put into place, including both the short-term and the long-term incentive plans.

MR. NETTLETON:  Now, with respect to the management compensation strategy and these performance measures, such as the short-term and the long-term incentive plans, did you consider whether these elements are ones used by other regulated utilities which are publicly traded entities?

MR. RESCH:  Yes, we did.  So we did consider market practice both amongst Canadian and U.S. regulated utility companies.  I lead our utility executive compensation team in Canada.  I work closely with our North American team, and so we are able to draw upon market trends and market practices within the utility industry, and that formed part of the basis for the development of the various incentive plans.

MR. NETTLETON:  And Mr. Resch, can you explain how you incorporated information from these utilities or at least took them into account in the advice you have provided to Hydro One?

MR. RESCH:  Yes, so if we start perhaps first with the short-term incentive plan, when we look across more broadly and also specific to other regulated utilities, the measures that you find typically are reflective of performance outcomes that are achievable and measurable within a year.  It's one-year program, and so we focus on those annual type of objectives.

We then look at -- and you see within market most utilities use a blend of financial and operating measures within the short-term incentive plan, so these typically include a balance of safety, customer, reliability, capital, and people types of measures within their overall scorecards.

At the same time you also see a blend of corporate and individual performance, and that mix cascades down so the senior executives have a greater emphasis on corporate performance, and that cascades down to a lower weighting for the lower management staff.

But the idea there is that the individual objectives that are formed cascade down from the overall corporate objectives.  As you think about it from a value driver perspective, the individual actions and results of the individuals should roll up and support the overall organization's achievement of the corporate scorecard and their overall results.

And so all of that is very typical and very standard from what we would see within other regulated utilities, and that formed the basis of the short-term incentive plan.

When we turn our attention to the long-term incentive plan we tend to see a greater prevalence of measures that are focused on performance outcomes over a longer period of time.  These plans tend to have a performance period of approximately three years, and they tend to include financial or market-based measures such as relative total shareholder return.

There is less prevalence of other operating measures we tend to find -- focus on financial measures, and these measures are designed to sort of reflect sustained performance over the long-term tied to long-term value creation and looking at ways for the organization to be able to reinvest in the business in support of the other mandates that they need to achieve to serve their various stakeholders, in terms of customer productivity, operational efficiency.

So when we look at the design of a long-term incentive plan it was sort of aligned, the use of earnings per share is an example, is aligned with what we would see most commonly used within other regulated utilities, and aligned also with our understanding of the strategy at the time.

MR. NETTLETON:  Now, Mr. Resch, am I correct in saying that you are a graduate of the Royal Roads University?

MR. RESCH:  Yes.

MR. NETTLETON:  And you earned a Bachelor of Commerce degree specializing in entrepreneurial management?

MR. RESCH:  Yes.

MR. NETTLETON:  And you have earned a Master's of Business Administration degree from Simon Fraser University?

MR. RESCH:  Right.

MR. NETTLETON:  And you are also a certified compensation professional with World at Work?

MR. RESCH:  Yes.

MR. NETTLETON:  You are a member of the Institute of Corporate Directors?

MR. RESCH:  Yes.

MR. NETTLETON:  And you have served on the Institute of Corporate Directors' Ontario chapter executive; correct?

MR. RESCH:  Yes.

MR. NETTLETON:  And you are currently -- your current position at Willis Towers is what, sir?

MR. RESCH:  I am the practice leader for our Toronto executive compensation group.

MR. NETTLETON:  And can you just describe your consulting experience in respect of executive compensation?

MR. RESCH:  So I have been with the firm for 13 years, spent the first ten years working out of our Vancouver office, and then transferred to our Toronto office three years ago, working with a variety of publicly traded, privately held government organizations from across Canada with a strong focus on the energy and commodity clients.

So I've done a significant amount of work working with utility and oil and gas companies from across Canada.

MR. NETTLETON:  Thank you.  Mr. Chairman, on that basis I would ask to have Mr. Resch qualified as an expert in executive compensation, and that concludes my direct examination --


MR. QUESNELLE:  Okay thank you, Mr. Nettleton.  Any submissions on the request for recognition of an expert?  We will do so on that basis, Mr. Nettleton. 

MR. NETTLETON:  Thank you.  Mr. Resch is available for questions.

MR. QUESNELLE:  Thank you.  Dr. Higgin, I believe you are up first. 
Cross-Examination by Dr. Higgin:


DR. HIGGIN:  Thank you Mr. Chair.  Good afternoon, Mr. Resch.

Before I start my questions, I have one very preliminary matter, sir.  That's we have updated our previous Exhibit K8.4, which was a peer group comparison table for the Hydro bands 1 and 2.  We have included the new Mercer peer group.  I will not only be talking to this witness about that, but I will be talking to Hydro One's finance about that.  I could have left it to them, but I thought it would be perhaps best to introduce it now.

So I am going to ask Mr. Thiessen to give you a copy of the amended version -- or the updated, I should say, it's in the amended -- and to see how you'd like to put this on the record. 

If you look at the bottom of the table, it says "Mercer 2016".  The box there has been filled in to include the Mercer 2016 peer group that they have used in that new report.

MR. QUESNELLE:  Okay.  I believe it's probably best just to give this a new exhibit number reflecting that it's been updated, Mr. Millar.

MR. MILLAR:  K9.4. 
EXHIBIT NO. K9.4:  UPDATED VERSION OF EXHIBIT NO. K8.4


DR. HIGGIN:  Perhaps we could note that then and cross out the 8.4 and put 9.4 for the exhibit.  Thank you very much; that was my preliminary matter.

So, Mr. Resch, the topic I am focussing on, but it has other elements to it, is peer group selections for competitive market analysis.  And I am focussing on bands 1 and 2, although there will be a little straying towards 3 and 4, if you know what I am talking about, Hydro's bands 1 and 2.

MR. RESCH:  Yes.

DR. HIGGIN:  Okay.  Particularly, that means your first report that I am focusing on.

MR. RESCH:  Right.

DR. HIGGIN:  And not the second report.

MR. RESCH:  Okay. 

DR. HIGGIN:  Okay?

MR. RESCH:  Yes.

DR. HIGGIN:  Just to make that very clear to you. Thank you. 

So first of all I have a question -- you outlined to Mr. Nettleton what you have been retained to, so the question I have is:  Is your letter of retainer on file or, if not, could you undertake to provide a copy of your letter of retainer from Hydro One?

MR. RESCH:  I would have to discuss that with the client. 

DR. HIGGIN:  Well, Mr. Nettleton may have to say something here, and I am waiting for him.  It is not unusual for this to be, this document to be asked for from experts in proceedings at the OEB.

MR. NETTLETON:  I think -- Dr. Higgin, I believe if you ask the witness who the client is, I think his response would be Ms. McKellar, who is coming up on the next panel.  And if this witness feels more comfortable for that type of information to be a decision asked and answered by Ms. McKellar, then I don't see any harm in having that question deferred to Ms. McKellar.  But I think if the witness is  uncomfortable answering that a question without having a discussion with the client, I think that's fair.

But it just so happens the client is next up, so I am sure that he will get an answer then.

DR. HIGGIN:  Right, that's fine.

MR. RESCH:  Thank you.

DR. HIGGIN:  I will ask Ms. McKellar then for that. So you have outlined briefly to Mr. Nettleton, so I won't go over again some of the things that were part of your assignment.  But I had one clarification that might help me, and that is was one of the drivers for you being retained to review CEO and CFO compensation the fact that the broader Public Sector Executive Act was not applying to Hydro One.  You are familiar with the Act?

MR. RESCH:  Yes.

DR. HIGGIN:  So was that one of the factors that was underlying this whole assignment, the changes that have been made in the legislation regarding the Act?  There was a previous Act and then the new Act.

MR. RESCH:  Right, and so we were engaged at the time of preparation for the initial public offering.  So the mandate was to assist management in the design of their compensation programs with respect to the IPO. 

I can't comment on the consideration with respect to the Act, because that wasn't part of our deliberations.

DR. HIGGIN:  Okay.  Again, I will ask Ms. McKellar about how the Act played into it as well.

MR. RESCH:  Okay.

DR. HIGGIN:  So thank you for that.  So one last bit of context, so that you have the context of what we are trying to deal with here, could you just look at the Energy Probe compendium -- which I hope you have been given a copy.  That is, for the record, Exhibit K8.1.  

MR. RESCH:  Yes.

DR. HIGGIN:  So I ask you to turn to page 4, and I am just going to show you my exchange with Hydro One that led to this review, or should we say discussion today about peer groups.  That's the context I am trying to give so that everybody will see that and we will know why we are having this discussion. 


So at the bottom of page 4, you will see that I asked Mr. McDonell from Hydro One to talk about the peer group that you had used, and I was told to leave this matter as a matter for cross-examination

So that's why we are here today, and I will proceed from there. 

So just to confirm the outcome of your analysis and your report, was that you advised Hydro One to adopt a total direct compensation benchmark resulting from the Towers Watson report that has been outlined and provided today. 

That's Exhibit I-6-57, attachment 2, and it's shown on our road map here if you look at this road map, that's what the group there -- it summarizes the group that you used to come up with your recommendations, is that correct?  And you asked them to adopt your findings regarding a benchmark, a suitable benchmark, and we are talking now about the CEO and the CFO.

MR. NETTLETON:  Dr. Higgin, can we just confirm -- there was a long intro, and I just want to make sure that the witness -- are you at Exhibit K 9 -- 


DR. HIGGIN:  Yes, I am, thank you.

MR. QUESNELLE:  And just for the record, your compendium is 8.3. 

DR. HIGGIN:  Thank you, Mr. Chairman.  So what we are saying is the roadmap, which was put together to help these discussions, does show that group.  Of course, it comes from your report will go into more detail.   am just trying to give you an up to date context of the peer group discussion.

MR. RESCH:  Right.  So yes, I am familiar with the information that we provided.

DR. HIGGIN:  Thank you.  So now the next thing is we had another discussion on Tuesday with Mr. Soare from Hugessen Consulting, and that was about how all of these different studies and peer groups that are shown on Here, how they all connected, what was the nexus on that.

So could you just look at what he had to say on transcript volume 8, page 120, that would be perhaps helpful, and I will just give you a minute to read what he had to say about his understanding between the Hydro One, IPO and the Towers Watson eight utility peer group as shown, and then your 21 company executive peer group.

So perhaps you had time to look at it before.  If not, I will give you a minute to look at it. 

MR. RESCH:  No, no, I have had an opportunity to review.  And just so I am clear, you are looking at it specific to the CEO and CFO discussion or more broadly --


DR. HIGGIN:  Correct, yes.

MR. RESCH:  Okay.

DR. HIGGIN:  Because that was all I had with Mr. Soare was those two bands.

MR. RESCH:  So to clarify, and I know Mr. Soare went through some of this in his discussion.

So at the time when we were initially engaged in 2015, and the completion of the report that has been filed with respect to the CEO and CFO, the intent of that report for those two roles specifically was not to provide advice or guidance to either management or the board with respect to those two roles, because decisions on their compensation had already been made by the board based off of the information and the report provided by Hugessen.

The purpose of providing the CEO and CFO data was to understand, as we think more broadly around the executive team and the go-forward peer group that would be used to benchmark executive compensation for the team going forward, was to understand what was the potential implication of making that change to the peer group on CEO and CFO pay levels, so that was the intent of including them in that report at that time.

DR. HIGGIN:  Right.  We will have a discussion again around peer groups.

So just to help move this along, if you could have a look at our compendium, and page 9 of that compendium, and it's a little like all of the copies, not too good, but it comes from your report, which is Exhibit I 06057, attachment 2, page 2.  Do you recognize this extract?

MR. RESCH:  Yes.

DR. HIGGIN:  Yes, you do, okay, thank you.  So you indicate here, if we look at the report, that a key assumption and context is that Hydro One will become an autonomous investor-owned utility in the near future, and this was part of the direction that formed the basis of your analysis and review of executive compensation; are we correct?

MR. RESCH:  Yes.

DR. HIGGIN:  Thank you.  So the next thing that if you look in here you talk a bit about peer groups, and you then talk about the IPO peer group at the bullet 2; right?

MR. RESCH:  Right.

DR. HIGGIN:  Bullet 2, okay?  And that group, maybe you could summarize it.  It was the same as Hugessen had given yesterday -- on Tuesday.  It was eight utility energy companies, of which four of them were viewed as large utilities, and that formed the basis of the group that was behind the IPO; is that -- am I correct about that?

MR. RESCH:  That was the peer group that was used within the Hugessen report, yes.

DR. HIGGIN:  And what about the IPO?

MR. RESCH:  Sorry, what do you mean with respect to the IPO?

DR. HIGGIN:  Well, at the time of the IPO.

MR. RESCH:  Right.  Well, that was the timing of when the Hugessen report was prepared, was in preparation --


DR. HIGGIN:  Right.

MR. RESCH:  -- for the IPO --


DR. HIGGIN:  So my obvious question is, why did you not exclusively use that peer group or, again, bands 1 and 2?

MR. RESCH:  So -- and just to sort of clarify, the purpose of including the CEO and CFO in this report wasn't to provide data at the time to management or the board to make decisions with respect to the CEO/CFO.  Our intent of including them in this analysis was to understand the market data with respect to the executive peer group that you see referenced later on this page to be used on a go-forward basis for the organization for the entire executive team.

DR. HIGGIN:  Right --


MR. RESCH:  So our intent was not to comment or opine on the appropriateness of that -- the CFO/CEO group that was used initially.

DR. HIGGIN:  Thank you.  But we will come back to the comparison that you will make with that group and your other group in a minute.

So come to bullet 4 here, and bullet 4 then, this is where you outline, I will call it the new executive peer group; is that correct?

MR. RESCH:  Yes.

DR. HIGGIN:  Could you please just help me understand what the relevance of the 13 additional companies that you included in that group was to Hydro One?  Because to me they don't look to be even similar to the original eight energy companies.

MR. RESCH:  Right.  So you will see that we reference that this group was developed and approved by the HR committee at the August meeting, and so there was a more fulsome discussion leading up to that development of the peer group, and it was in working with management in thinking through ultimately what was the market for talent for executives, where would the organization be recruiting executives from, what is that requisite skill sets that are required, and what types of organizations would those be found in.

And common for most and many Canadian companies, given the size of the market, there are limited numbers of direct industry peers in most cases.

DR. HIGGIN:  Yes, yes.

MR. RESCH:  And so for most Canadian companies it's common to expand your peer group to other related industries, and that's what we have done here.  And what we looked at was other asset-intensive companies that have similar complexities for executive roles in either asset responsibility, being in some cases in a regulated industry, and so it became a broader market of companies from which the organization expects to recruit executives from in the future.

DR. HIGGIN:  So that's the rationale behind that group.  But come back to my original question.  Why wasn't the large utility group, the eight that was used by Hugessen and the IPO, not acceptable for that purpose?  Why was -- you chose this other group.  Everybody would have said that was a no-brainer, we will just go there.

MR. RESCH:  Yeah, and you are right for CEO and CFO, because every organization has a CEO and CFO, so you know that when you pick the eight company peer group you are going to have eight CFOs in that group and eight CFOs (sic).

What we were doing, though, our mandate was broader than just those two roles, it was to look for the entire executive team, bands 1 through 4, so we were talking about a diverse set of executive roles with different responsibilities and structures, and so consistent with our practice we want to look for a large enough peer group that would contain comparable executive roles within those organizations, because as you start to go down below CEO and CFO not all organizations may have an equivalent role, so you need to have a larger peer group to provide you with a reliable and valid data set.

DR. HIGGIN:  So I gather you are just outlining the discussion that you had on August the 24th, two-15 with -- 2015 with the HR committee of Hydro One.

MR. RESCH:  Right.

DR. HIGGIN:  That resulted in this decision to expand to a larger group.

And just to confirm that that was because you were told to expand the peer group to encompass positions that were in bands 3 and 4, as well as 1 and 2; is that -- have I got that correct?

MR. RESCH:  Yes, it's part of the segmentation.  We segmented the executives as one group, which included all roles in bands 1 through 4.

DR. HIGGIN:  Thank you.  I think I have my understanding.

Perhaps you could turn to our compendium, page 10, and this is the chart where you compare the peer groups.  You have that?

MR. RESCH:  Yes.

DR. HIGGIN:  I am sorry, the one in the book is pretty difficult to see, but I am going to hope we have a better copy up on the screen that people can look at.

And perhaps you could just briefly show us what this says.  And now you have -- still focusing on the executive bands 1 and 2, okay?  If you could please explain to me just what this shows in terms of this comparison of peer groups and the results that would come out of it for bands 1 and 2.

MR. RESCH:  Right.  So you can see that we have the CFO, which is -- or, sorry, CEO, which is band 1, and we have for both of the executive peer group, which is the 21-company peer group and the utility peer group, which was the original eight-company group.

And you can see with the bar, the floating bar, the bottom of the bar represents the 25th percentile, the middle represents the 50th percentile, and the max -- and the top represents the 75th percentile, so that provides you with the range of the market data for the CEO within those two peer groups, and the diamond represents the positioning of Hydro One's compensation relative to those two peer groups on a total direct compensation basis.  So this is the sum of salary, their target short term incentive award, and their long-term incentive award.


And so it looks at the aggregate, and you can see at the bottom of the chart in the table, the actual numbers behind it in terms of the market, 50th percentile, total direct compensation, and then Hydro One's compensation.  And so we provided that for the CEO and CFO.


DR. HIGGIN:  Thank you.  Could we just go there then, looking at that.  Now respect to the utility peer group, if we look at the bar, it shows that the recommended compensation based on the utility peer group would be P 75, approximately P 75; correct?


MR. RESCH:  Well, just to be clear, this is not -- there is no recommendations in here.  This is simply a market analysis showing --


DR. HIGGIN:  The results, sorry, the results.


MR. RESCH:  -- showing that the positioning of Hydro One's total direct compensation for its CEO, yes, would be positioned close to the 75th of this peer group.


The one thing, though, to also be aware of when looking at those eight companies, and it's contained in the report, if you were to look at the size of those organizations and Hydro One's size relative to those Organizations, that's an important consideration as well, as pay is correlated with organizational size.  So Hydro One's larger size relative to those eight companies also impacts where an organization may wish to position their compensation.


DR. HIGGIN:  Yes, I think that was discussed.  Now, if we look at the numbers, so just to position the next bar, that is your executive peer group and the dot shows that at the 50 percentile of that group is where you see the benchmark should be, is that correct?


MR. RESCH:  Yes, the organization -- so Hydro One's compensation philosophy states that they target the 50th percentile.


DR. HIGGIN:  Right.  So if we were using at the utility group, that would have been the lower numbers that are shown here for the utility peer group, correct?


MR. RESCH:  The 50th percentile for the utility peer group, yes, is lower than the 50th percentile for the executive peer group.


DR. HIGGIN:  Right.  So, for example, for the CEO, it's 500,000 less a year if you use the utility peer group and P 50?


MR. RESCH:  If -- yes.


DR. HIGGIN:  And the same for CFO.  It's 200,000 a year less for CFO if you used the utility peer group, correct?


MR. RESCH:  Yes.


DR. HIGGIN:  Thank you.  So what I'd like to now just finish on is basically a couple of comments that you may wish to add -- no, sorry, I have one other quick clarifying question.


And that is Mr. Soare yesterday was asked, and he showed us how many of the four large utilities in his peer group, which were the utility peer group, the four large utilities, were regulated and how much of their asset base and so on was regulated, and he showed us a chart that he had produced on that.


And the question I am going to ask you is for the 21 companies, because we have it for the four, for the 21 companies, how much -- how many of those are regulated, and by that I mean in the sense of economically regulated rather like Hydro One, and how many of them were unregulated.  And then for the unregulated, do you know which ones -- what the percentage of their total assets. So just trying to connect to the same screen analysis that Mr. Soare and Hugessen did?


MR. RESCH:  No, we did not undertake a detailed analysis to that extent on the 21 company peer group.  It wasn't a factor; the specifics were not a factor in the selection.


If they had regulated activities, that was considered. But not beyond, not to that degree.


DR. HIGGIN:  We are having a little problem there, I think, because that was one of the key factors that I think is important in a regulatory context is how many of the peer group are or are not regulated and to what degree.


And so, Mr. Chairman, I think this is information that I would like to see on the record.  But I don't want to put the witness to a lot of work to do that.  If it's not available, he could say so.  So that's what I am looking for.


MR. RESCH:  Maybe just, you know, I think when we think of peer group development and the purpose of this peer group, we looked at it from a perspective of the types of executives that the organization would look to recruit amongst the broad executive group.  And so it wasn't -- I don't think that a factor from my experience, the percentage or the specifics around whether or not they have a majority in regulated activities wouldn't have been a primary factor in the determination of that peer group.


DR. HIGGIN:  I understand from your perspective that was the case.  But we are here because we are here dealing with energy regulation, and that's perhaps why we have a more focussed interest on that question as to how -- the comparison.


MR. QUESNELLE:  Thank you, Dr. Higgin.  I just want to ascertain whether or not the information can be provided, Mr. Nettleton.  I think we can leave the arguments to argument.


MR. NETTLETON:  I am trying to be helpful to Dr. Higgin, without having to create more information at this stage of the proceeding.


Mr. Resch's report has been on the record for some time, and it hasn't come up until now, and I understand.  But one would have thought that if this was information that Dr. Higgin required, it would something that could have been discussed.  Now that's just a comment --


DR. HIGGIN:  Can I reply to that?


MR. NETTLETON:  If you let me finish, sir, then I will certainly give you a chance.


The suggestion that I have is that Towers Watson has provided information about its peer group.  Mr. Resch can probably go through each of the peer group members and perhaps Mr. Resch would know or not, we will find out, whether any of those entities are rate regulated or not.


But having to go through and figure out, for example, what percentage of Enbridge's corporate organization is rate regulated from its annual report or from, you know, from what information base is going to be, I would submit, a very arduous task.


Same thing with companies like Interpipeline, and Pembina Pipeline, and Transcanada, I mean to get that level of detail to figure out which part of and how much of that part is rate regulated or not is going to be, I would think -- just being a dumb lawyer, I would think would be quite an arduous task.


Was it information that could have been asked?  I believe it was.  But it may be best to put those or frame those types of questions to Mr. Resch directionally to see which companies are or are not rate regulated from Mr. Resch's perspective, or at least having parts of their business rate regulated.


MR. QUESNELLE:  Dr. Higgin?


DR. HIGGIN:  Well, first of all, Mr. Chairman, as you saw in the transcript, I tried to inquire from Hydro One at the technical conference with respect to this peer group. That was one of my questions, and I was put off from pursuing those questions until cross-examination.  That was one; so that's the answer to that piece.


As to the solution, I accept Mr. Nettleton's solution. I think it's very reasonable at this point to accept that solution.


MR. NETTLETON:  I want to be clear about the technical conference, sir.  The technical conference had asked for information about a peer group of someone who wasn't even in the room, Mr. Resch.  So I don't think it's fair to say that Mr. McDonell could have answered the questions he was seeking; it was that.


MR. QUESNELLE:  You can see the point of frustration, though, Mr. Nettleton.  Dr. Higgin asked at the technical conference for this information, and the right person wasn't in the room.  And at this stage, you are saying it's too late to ask.  I think that's kind of circular.


DR. HIGGIN:  Sir, sir Mr. McDonell was the person I asked.  He was at the meeting on August the 24th --


MR. QUESNELLE:  We don't have to backtrack, Dr. Higgin.  If you are fine that the solution that Mr. Nettleton is one that will work for you, let's pursue it that way.


DR. HIGGIN:  Okay, sir.  With that, I thank for your testimony and answering my questions, and I am finished.  Thank you, Mr. Chair.


MR. QUESNELLE:  You don't want to pursue the -- we have the exhibit up on the screen, Dr. Higgin.  Do you want to take Mr. Resch through it and identify some of the peer group, and ask for his recollection or understanding at this point as to which one of these companies is rate-regulated?

DR. HIGGIN:  I thought that he undertook to do that.  I don't know whether he wants to do that now or by undertaking.  I thought we would do an undertaking, sir.

MR. QUESNELLE:  Mr. Nettleton.

MR. NETTLETON:  I think an undertaking is fine.  We can certainly do it by way of undertaking.

MR. QUESNELLE:  Thank you very much.

MR. MILLAR:  Okay.  So that is J9.6. 
UNDERTAKING NO. J9.6:  TO REVIEW THE EXHIBIT AND ADVISE WHICH COMPANIES ARE RATE REGULATED


DR. HIGGIN:  Okay.  So thank you for that, and...

MR. QUESNELLE:  Thank you, Dr. Higgin.

Mr. De Rose.

MR. DeROSE:  We are going to try and put you back on schedule.  We have no questions for this witness, thank you.

MR. QUESNELLE:  Thank you very much.

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

MR. RUBENSTEIN:  Just a couple short questions.

If I can ask you to turn to your second report.  This is I 6-57, attachment 3.  And am I correct this report is for non-executive bands?

MR. RESCH:  Yes.

MR. RUBENSTEIN:  And as I understand this report, and you can see this on page 3 and 4, you have divided your benchmarking exercise into two groups.  One is what you call the core operational roles, which is -- and you have the peer group, you have a separate peer group for that, and that is on page 9 of the report, and then you have the support group, and you have a separate peer group for that?

MR. RESCH:  Yes.

MR. RUBENSTEIN:  And the support roles -- so those are, as I understand it, non-specific to utility functions; is that sort of a fair characterization?

MR. RESCH:  Yes.

MR. RUBENSTEIN:  And it's much broader group; am I correct?

MR. RESCH:  Yes.

MR. RUBENSTEIN:  Why have you done the two separate peer groups?  Why are you not just using the core -- why are we comparing support cost -- support functions to just other -- what those functions would be at other utilities?

MR. RESCH:  Yeah, no, that's a good question.  And we step back as part of our compensation philosophy and guiding principles, and one of them was around affordability and segmentation.  And so working with management we thought through the broader non-executive workforce to understand what is the relevant labour market for this group, and consistent with best practice, I believe, and what we are doing more and more with clients is segmenting the workforce so that we can target the peer groups appropriately.

So rather than saying that every management role needs to be compared to a utility peer group, we have taken a much more, I think, conservative approach to separate out and ensure that the core operational or the roles that you would typically recruit from or lose to other utility organizations are bucketed together and aligned to one peer group of other utility organizations, whereas the support roles where you are drawing from a much broader general industry market, we are looking at a different peer group for them.

And essentially what you find -- and you see this in the data within our reports for similar levels -- is that market data is higher amongst utility companies in Canada, and then general industry, and so again, going back to the conservative nature of the approach, it was to ensure that we weren't inflating market levels by comparing non-utility roles to other utility organizations.

MR. RUBENSTEIN:  And that's because the market for human resources or IT professionals, it's not just other utilities, it's, you know, other organizations in the market.

MR. RESCH:  Right.  It's the -- you have transferable skill sets to a certain degree, and so the segmentation process was something that was very closely looked at, because there are -- you know, you really had to sort of think through for a position what was required of that position, and as you can see in the definition, you know, do they require, you know, education skills and knowledge that's directly related to, you know, the transmission, distribution, and regulation of power or not.

MR. RUBENSTEIN:  And so on page 4 where you show the results of the support, Hydro One versus the broader -- for the support roles, if you had compared those positions to just similar positions in, say, the utility peer groups, directionally would Hydro One be closer to the 50th percentile or farther away?

MR. RESCH:  They would be closer, because if you look at the market data that you see on page 3 for similar bands, the market data is higher amongst the core operational, so by default if you were to match those support roles into the core operational peer group, you would tend to find that Hydro One's would be positioned closer to median.

MR. RUBENSTEIN:  All right.  Thank you very much.  Those are my questions.

MR. QUESNELLE:  Thank you, Mr. Rubenstein.

MR. RESCH:  And --


MR. QUESNELLE:  Carry on, Mr. --


MR. RESCH:  Well, I was just going to say, and so I think, you know -- so what we did -- and you can see the number on page 4 in terms of their positioning, and so working with management and -- there will be active management around where do further merit increases be provided, and so those will be targeted to those that are low in the range.  And so obviously within the support segment, given the positioning relative to market, there will be less increases provided there, so over time their compensation will get more in line with this newly defined peer group.

MR. QUESNELLE:  Thank you, Mr. Rubenstein.

Mr. Janigan.

MR. JANIGAN:  Thank you, Mr. Chair.  Mr. Resch, I wonder if -- oh, first I have a compendium.  I wonder if can have that marked as an exhibit.

MR. MILLAR:  Exhibit K9.5. 

EXHIBIT NO. K9.5:  CROSS-EXAMINATION COMPENDIUM OF VECC FOR THE COMPENSATION PANEL.

MR. QUESNELLE:  Okay.  We don't have it up here yet, Mr. Janigan, so we'll --


MR. JANIGAN:  I think it's with the Board Staff.

MR. QUESNELLE:  Yup.  I'm just asking for a moment before you start, that's all.

Thank you.  Thank you, Mr. Janigan.
Cross-Examination by Mr. Janigan:

MR. JANIGAN:  Okay.  Mr. Resch, are you familiar with the concept of horizontal benchmarking?

MR. RESCH:  So my understanding would be that is similar to what we have done here, where we have compared similar roles to other organizations.  Is that...

MR. JANIGAN:  Let me direct you to page 12 of my compendium, where we have a horizontal benchmarking study that was done for the major banks of Canada.  And you will see that they have some observations concerning -- on page 12 -- comparisons of CEO compensation to median employee compensation --


MR. QUESNELLE:  Mr. Janigan, sorry, hold for a moment.  Not everyone has a copy of your compendium.  I don't know if we have extras or if we can get it up on the screen at least.  Mr. Nettleton doesn't --


MR. NETTLETON:  Yeah, Mr. Chairman, we might need to take a break, because I don't think Ms. Henderson has the electronic version of the document, so just give us a couple minutes.

MR. QUESNELLE:  Okay.  If you can just hold questions for a moment, Mr. Janigan.

MR. JANIGAN:  Sure.

--- Off-the-record discussion.

MR. QUESNELLE:  So if we don't have a copy now, I take it you didn't have a copy yesterday, Mr. Nettleton.

MR. JANIGAN:  Unless I gave them out yesterday.

--- Off-the-record discussion.

MR. NETTLETON:  I think what happened, sir, was that Mr. Janigan may have provided it when Mr. Soare was up, which was two days ago, and it's -- there was a miscommunication on -- in terms of whether this was intended for Mr. Soare and Mr. -- and Mr. Resch.

Maybe if the witness could have a couple minutes just to review the document before he testifies, that would be helpful.

MR. QUESNELLE:  Mr. Janigan, perhaps to assist in that -- in that effort, you have brought -- the first page you have brought Mr. Resch to I believe is something you are introducing, so that's certainly one he'd have to take a few minutes to take a look at.  Are there others that are not in evidence or that he wouldn't be familiar with?

MR. JANIGAN:  He may not be familiar with the stats.  There is a survey, I believe, from Stats Can research paper that's also in there that he might not be familiar with. Let me just send a compendium right now again.

Okay, it's been sent.

MR. NETTLETON:  Mr. Chairman, I have just spoken with Mr. Resch, and he informs me that he read the report when it was first published, and he has now read the first page or the one page of the report that's in this compendium.  And I am speaking of the Canadian banks, the report entitled "Review of horizontal benchmarking and its impact on CEO compensation and pay disparity".

So he is prepared to testify or address questions that Mr. Janigan may have on that page.  And I was remiss in not asking Mr. Resch whether he had read the Stats Canada report that's found at pages 18, 19, 20 and 21.

MR. JANIGAN:  My questions are going to be of a pretty general nature.  I don't think he is going to have to.

MR. QUESNELLE:  Let's go through and if a little more time is needed as we go through, Mr. Resch, by all means take it. 

MR. RESCH:  Thank you.

MR. JANIGAN:  And with respect to the material on page 12, I believe that there is a reference and a comparison to CEO compensation to median employee compensation; do you see that there? 

MR. RESCH:  Yes, I do. 

MR. JANIGAN:  Do you know if Hydro One's senior executive compensation has increased at a faster rate than Hydro One's median employee compensation? 

MR. RESCH:  I wouldn't know, we haven't -- I haven't calculated it.

MR. JANIGAN:  Would that be something that would be important for the board to understand in trying to determine whether the executive compensation is prudent? 

MR. RESCH:  In my experience, that is not a consideration that boards would typically look at in determining pay.  I know there are pending regulations in the US to mandate organizations to review this ratio.  But my understanding, in working with Canadian companies, is that this is not something that they are undertaking unless required.

MR. JANIGAN:  I take it when you use the term boards, that's the boards of directors of the companies not --


MR. RESCH:  Yes.

MR. JANIGAN:  Not regulatory boards.

MR. RESCH:  Yes. 

MR. JANIGAN:  Okay.  I wonder if you could turn up page 15 of my compendium.  I understand that the general conclusion that you have made with respect to this is that the non-executive compensation is slightly above the market median.  Am I correct on that? 

MR. RESCH:  Yes.  And when we look at market and when we define market, we consider a market to be a range.  So in our experience, and consistent with our standard methodologies, we consider a range of plus or minus 10 percent to be competitive.

MR. JANIGAN:  And halfway down the page, you indicate: "Consistent with Hydro One's compensation philosophy, roles are benchmarked against comparator organizations best representing the underlying skill sets required."

Now, is that Hydro One's philosophy, or is that yours?

MR. RESCH:  No.  Again going back, I think, to the earlier around the use of the operational segment versus the support segment, that was a discussion that we had with Hydro One around their compensation philosophy and the appropriateness of segmentation.

So that's something that we, working with Hydro One, developed to be appropriate for their circumstance.

MR. JANIGAN:  Is there any danger of circularity when you are doing this kind of analysis, when looking at OPG or Toronto Hydro in order to determine what should happen in terms of wage setting?

MR. RESCH:  Yes, no, again a good question.  And an I think that goes to a little bit, when you look particularly for these peer groups, the number of organizations that are contained within these peer groups are quite robust and it's not necessarily a sort of a closed network, so to speak, of organizations. 

So for instance, we are not only just comparing to OPG and Toronto Hydro, nor are they just comparing to the other two organizations.  Each organization develops a robust peer group suitable for their purpose, so it's reflective of a broad labour market.  You've got overlapping and different companies within each of the peer groups.  So given that it's not a sort of closed circuit, I don't believe that you get the sort of the direct ratcheting effect that you are alluding to.

MR. JANIGAN:  And we've referenced the Stats Can paper that I have included at page 18 and beyond.  Would one way to ensure against circularity would be to compare the wages to the general change in wages and salaries in the economy as a whole, which basically the StatsCan research paper does? 

MR. RESCH:  Well, as part of sort of the standard process in reviewing compensation and salary and merit increase budgets for the subsequent peer organizations do consider a variety of factors, including what is expected in terms of salary, rates of salary increase within the market, cost of living et cetera.  So that does become part of the consideration that Hydro One and other companies use to determine the pace at which compensation will increase.

MR. JANIGAN:  So the comparison to the overall wage growth in the economy would be an important metric? 

MR. RESCH:  Well, it is a metric that's considered, yes, as part of the setting of your annual salary increase budget.

MR. JANIGAN:  And because of the fact that it deals with the economy as a whole, I take it that it would be at least one tool that would avoid circularity? 

MR. RESCH:  Yes.  But I guess, you know, more specifically, I think organizations do focus on the comparator groups and the comparator organization that they have identified because those comparator organizations reflect the organizations from which they lose executives or management staff to or attract management from.

So while the broader market is important, I think the primary reference still becomes the selected comparator organizations that they compete against.

MR. JANIGAN:  Okay, thank you very much for your answers.  Those are all my questions for this panel, Mr. Chair.

MR. QUESNELLE:  Thank you, Mr. Janigan.  Mr. Millar?

MR. MILLAR:  Thank you, Mr. Chair.  I have no questions for this panel. 

MR. QUESNELLE:  Excellent, okay, thank you.  Mr. Thompson?
Questions by the Board:


MR. THOMPSON:  I just have one question.  Are you aware that compensation paid at Hydro One and OPG has been a subject of considerable debate before this Board in the past few years, and it's been to the Courts once or twice.

And my question is:  Do those decisions in any way factor into the work that you did for Hydro One? 

MR. RESCH:  So if I think about the process that we have gone through, I think we have taken a robust process in identifying the appropriate peer organizations that reflect the organizations that they compete against.

We went through, I think, a fairly robust benchmarking process which you see in the report, where most of the positions are compared to market.  We took, I think, a very conservative approach again in the segmentation and sort of realizing that not all positions need to be compared directly to other utilities, and that they should be compared to lower-paying general industry segments.  So I think again that's reflective of the scrutiny, and I think as you go through the compensation philosophy, the decisions that were being made, there was definitely an eye to affordability and fiscal conservatism.  So I think that an awareness of public scrutiny did underpin a lot of the decisions that were taken.

I mean, I think, and as we go through, our focus was on the management compensation we did not address represented compensation.  That was beyond our remit, but there is direct, and we had discussions around the compression issues that that does cause in terms of, how do you set compensation for those that supervise represented staff, and so, you know, unfortunately those pay levels do sort of roll themselves up, and there is only so much flexibility that the organization has to manage management and compensation, given those constraints.

MR. THOMPSON:  You mentioned affordability.  Could you just elaborate on how that comes into play?  Affordability for whom?

MR. RESCH:  Well, I think affordability just in terms of being fiscally responsible in terms of the design, so you see things, for instance, the segmentation, which I have talked about, which will start to control pay levels, particularly within the support segment, so that's directly tied to affordability.

The focus on pay at risk and variable pay tied to performance, which ultimately is going to be for the betterment of the stakeholders, is a predominant feature of the plan.

So I think ultimately the affordability is on behalf of the organizations and its stakeholders.

MR. THOMPSON:  Thank you.

MR. QUESNELLE:  Dr. Elsayed.

DR. ELSAYED:  Just one question.  In the benchmarking that you did, can you clarify for me again the distinction in terms of the measures that are used to determine the short-term incentive plan versus the long-term incentive plan?

MR. RESCH:  Right.  So there is the two plans in place.  The short-term incentive plan applies to all management staff.  The long-term incentive plan is limited to the most senior management participants.

In the short-term incentive plan it represents a balance of corporate and individual performance, and the corporate performance is based off of the team scorecard, which I believe is -- you are aware of, and that contains financial and operating metrics, and then the individuals all have individual scorecards, so every management, including the senior executives, have individual scorecards with individual objectives that they need to achieve in the year that will roll up and ultimately support the achievement of the corporate objectives.

So that's the short-term incentive plan, and then in the long-term incentive plan it has a focus on the two components to the plan, both the performance share units and the restrictive share units.  The performance share units -- and I know Mr. Soare went through this on Tuesday, but the performance share units are fully at risk based off of the organization being able to achieve its earnings per share targets and maintaining its dividend rate.

And o the whole thinking around using earnings and earnings per share is again -- it's an ultimate reflection of the various outcomes that are being driven by day-to-day decisions upon management, so it forces management to take a holistic look at the organization, make the right decisions and trade-offs between making sure that they are investing in customer safety, employee, operational efficiency, in order to sustain the -- and grow the earnings as per the PSU measures.

DR. ELSAYED:  So in your view you think there's a direct correlation between the measures such as shareholder return and achieving items that are typically in a scorecard?

MR. RESCH:  Yes, yeah, no, we do and we have always and have for a long time talked to clients about our linkage model, which ultimately does look at that improvements in employee engagement leads to improvements in customer satisfaction which leads to improved business performance, and it kind of goes both ways, that if you can create that cascade and those linkages, then there is an alignment, I believe, when done effectively between ultimately delivering on business performance and linking right back to customers and employees.

DR. ELSAYED:  And the time line, I think, correct me if I am wrong, that you mentioned for the short-term is one year and for the long-term is three?

MR. RESCH:  Right.  Yeah.  And with the long-term it's three years, but it's also, I think, important to remember that there is annual awards being made, and so it's not just a one three-year period, it's overlapping three-year periods, and so you are looking for sustained performance over the long-term.  You can't make a short-term decision to impact one three-year cycle without adversely impacting the next three-year cycle.

So you do have a, you know, almost by default a much longer -- you know, it ends up being longer than a three-year period, in effect, given the rolling cycles that are underway.

DR. ELSAYED:  So maybe to play the devil's advocate here, if you are arguing that achieving the shareholder return requires achieving many other objectives that lead to that as an ultimate goal, why wouldn't you apply the same philosophy to the short-term?

MR. RESCH:  Because think the short-term you are looking to measure in your performance, and I think that's the difference, is you are looking at what is achievable, what do we need to achieve within this year, how do we provide direct focus to individuals on those operational and financial metrics within year, but for the executives, particularly, or the senior management, who have a greater weighting on the longer-term incentives, they have also a tie then, and they will be more directly responsible for ensuring those actions that are achieved on an annual basis roll in and support long-term sustained value.

So I think you need both.  I think you need to have both measures in order to create -- to create and reinforce those linkages.

DR. ELSAYED:  You do, but for other measurable outcomes you realize, of course, the company has at least a five-year business plan --


MR. RESCH:  Right.

DR. ELSAYED:  -- with certain measures.  It's not just limited to the one year.

MR. RESCH:  Right.  Well, that's why you have the one-year and the three-year with the rolling cycles, so that you --


DR. ELSAYED:  Okay.  Just to confirm I guess we are saying the one-year -- like, there are measurable performance targets not just for the one year but for the longer-term, but your underlying assumption is that by targeting that one measure for the long-term, you will have to achieve the other measures in order to get there.

MR. RESCH:  Right, exactly.

DR. ELSAYED:  Thank you.

MR. RESCH:  Yeah.

MR. QUESNELLE:  Just carrying on in that same vein, Mr. Resch, you mentioned the business performance and the linkages, your linkage models.  Do you -- does the linkage -- is it somewhat dependent on the nature of the revenue generation of a company?  And, you know, Dr. Higgin was asking you about which companies are regulated, which ones are re-regulated, which ones don't, so the business model in a rate-regulated entity and its revenue generation would have certain linkage to customer satisfaction, whereas someone who doesn't have a monopoly market and is looking for market share, obviously there is a more direct correlation between the business performance and their customer choices that they can make.

So when you are looking at the linkage model, is it just one model for all forms of business, or do you see a distinction there, or how do you customize it, or do you have to --


MR. RESCH:  I am not sure I would necessarily see a distinction.  I mean, every business will have different drivers around revenue and cost and ultimate profitability, so I am not sure that they would necessarily -- I think there is just different trade-offs that those organizations then have to meet to meet their objectives, knowing if they have certain constraints perhaps on their ability to influence revenue versus costs will put different focus, I guess, in terms of where they need to emphasize their efforts in order to drive ultimate business performance.

MR. QUESNELLE:  Okay, thank you very much.  Thank you very much.

Any redirect, Mr. Nettleton?

MR. NETTLETON:  None here, thank you.

MR. QUESNELLE:  Okay, we are at a quarter to 3:00.  The way we had set this up is we were going to have the execution panel back.  Do you want to just do that on the fly?  We will go for another 20 minutes or so?  If we are going to go 'til 5:00 it would be a bit early for the break.  That's all I'm thinking.

MR. NETTLETON:  I'm in your hands.

MR. QUESNELLE:  Why don't we do that if they're available.

MR. NETTLETON:  Can we just have about two minutes just to get the --


MR. QUESNELLE:  Certainly, yes.

Thank you very much, Mr. Resch.

MR. RESCH:  Thank you.

MR. QUESNELLE:  If they were listening in, they may be on their way down.
HYDRO ONE NETWORKS INC. - EXECUTION, OPERATING, COMMON PANEL, resumed

Mr. Stenning,
Mr. Schneider,
Mr. Bowness; Previously Affirmed.


MR. QUESNELLE:  Welcome back.  Mr. Nettleton, I don't know if there is anything we have to deal with before we commence.

MR. NETTLETON:  Yes, Mr. Chairman, I believe -- today is Thursday.  I believe on Tuesday, there was a transcript that the panel had reviewed and I am advised that there was some corrections.  So I thought maybe we could get those out of the way now.
Preliminary Matters:


So, Mr. Schneider, do you have a transcript correction to make.

MR. QUESNELLE:  So this is Volume 8?

MR. NETTLETON:  Yes.

MR. SCHNEIDER:  So on page 175 of the transcript at line 3, it should read de-merger of Ontario Hydro not merger of Ontario Hydro.

MR. NETTLETON:  Mr. Bowness, do you have any corrections to make?

MR. BOWNESS:  Yes, just one correction from a statement I made this morning.  Earlier on, we were discussing undertaking TCJ1.12, which is the table on overtime that has occurred between 2010 and 2016.  I had referred to this this morning as being overtime related to the transmission side of our business.  This table represents over time with respect to the transmission and distribution sides of the business.​


MR. QUESNELLE:  Thank you.

MR. NETTLETON:  That's it.

MR. QUESNELLE:  Thank you.  Ms. Grice?
Cross-Examination by Ms. Grice:


MS. GRICE:  Thank you.  My questions are related to the work execution strategy as it relates to overtime spend.  So that was a great intro, thank you.

Just going back to that undertaking, TCJ1.12, and your comment that this includes transmission and distribution, I just want to -- first of all, I am going to ask what does the term "including premium" mean?

MR. BOWNESS:  So the terminology around including premium would be the premium of time and a half or double time that is paid within the rules of our collective agreements.

MS. GRICE:  And then you have provided payroll tables in your evidence and that's at Exhibit C 1, tab 4, schedule 1, attachment 1, so if you look at -- let's just take 2015. The amount there is shown for over time is 79.36 million and in the undertaking, the 2015 dollar amount is 85.26 million.

So am I to take it that the difference between the two is what the overtime is for distribution?

MR. BOWNESS:  My understanding is the table as represented in C 1, tab 4, schedule 1, represents all of transmission and distribution as well.

I do not have the information as to why there is a delta between the 79 million and the 85 million, as I am not the author of the this evidence.  I would suggest that that reconciliation could be provided as a part of the HR panel, which will be coming up later today or tomorrow.

MS. GRICE:  Okay, great, thank you.  So if we can go to your evidence at Exhibit C 1, taB2, schedule 6, on page 8, please.  And beginning at line 6 it says that Hydro One is focusing on reducing overtime spend by tightening controls and implementing more stringent approval methods.

Could you please just explain what exactly is being done there to reduce overtime?

MR. STENNING:  Yes.  So I think we have done a couple of things.  One is that we've, you know, we are talking a risk-based approach for some of the emergent thins that happen in the off-shift hours.  So when our operating group getting an alarm, we are taking an approach where we take a look at what's the criticality of that alarm, what's the risk going to be if we don't respond to it.  And so we are taking some of those emergency responses that we used to do after hours and we are doing them during the regular hours.

Another thing that we've done is we've taken the approval for overtime and moved it from a supervisory level up to a manager level, so that we have greater oversight.

And a third thing that we have done is that based on our budgets, we have given each one of our managers target levels that we expect them to basically accomplish -- or not necessarily accomplish -- target levels, sort of maximum target levels that we would expect that their group  would not exceed in a current month.  And we review those monthly and check with managers, in terms of if they have exceeded a target, why there would be extra reasons for why overtime was higher than expected.

I can tell you that for my group alone, we have seen a reduction of overtime hours of about 40,000 hours in this year alone.

MS. GRICE:  Okay.  And so in terms of the three things that you just mentioned that you have you are doing, they have been implemented as of now, all of those things?

MR. STENNING:  Yes, they have, yes.

MS. GRICE:  Thank you.  So in terms of your forecast for over time for '17 and '18, did you set a percentage reduction in overtime?  What did you build into your estimate for overtime to account for those things compared to, say, historical numbers?

MR. STENNING:  So I think that what we have done -- and if you look at Board interrogatory 116, you can see that we have built in an expectation that we are going to save a million dollars in each year going forward for '16, '17 and '18.

So some of the overtime reductions is a result of lower budgets, and some of the overtime is a result of basically taking work that might have been worked on overtime and moving it to the regular hours.

So we are assuming that the actual sort of avoided cost is $1 million per year for each of '16, '17 and '18.

MS. GRICE:  Are you on target to achieve that in 2016?

MR. STENNING:  Yes, we are.

MS. GRICE:  Okay.  I thought I understood your overtime, but now that the table that's been provided includes both distribution and transmission.  Are you able to provide just the transmission numbers?


MR. BOWNESS:  Yes, that is something that we can provide.  We don't have it available here, but it's something we can provide.


MS. GRICE:  So I would just clarify, so if we could get a version of Undertaking TJC1.12 that shows overtime hours worked and overtime amount paid just for transmission.


MR. MILLAR:  It's J9.7.  

UNDERTAKING NO. J9.7:  TO PROVIDE A VERSION OF UNDERTAKING TJC1.12 THAT SHOWS OVERTIME HOURS WORKED AND OVERTIME AMOUNT PAID JUST FOR TRANSMISSION.


MS. GRICE:  And so do you have a ballpark figure of the percentage of total wages that is in fact overtime for transmission?


MR. STENNING:  I think without having the split between distribution and transmission it would be hard for us to ballpark it.


MR. QUESNELLE:  Mr. Nettleton, can I just ask a question?  I find that quite surprising that this is a combined number in our technical -- our transmission rate hearing, and I don't understand the origin of the request.  It looked like there was some amount there, what was asked for, specific dollar amounts for year end, but to our earlier conversation is we've got transmission, we have got distribution, and they operate separately.


Is there any other areas of the evidence that we should be concerned with?  Is this just an oversight as to why it was combined, or is there a philosophy or an area here that we should be concerned with?


MR. NETTLETON:  Mr. Chairman, I don't think this is indicative of the entire application.  That's certainly not my understanding.  I think the fact that there has been an oversight, as important as it is, but an oversight nonetheless, I think is something that certainly comes as a surprise at this stage.


I think the best thing to move forward with is to have this corrected and -- by way of undertaking and proceed forward.  I am not aware of any other parts of the application where there has been an oversight like this.


MR. QUESNELLE:  Thank you.  And I just wanted to have your client put their mind to it, if this was just purely an oversight and a number was selected from a -- obviously another data set that was used for something else, and fine, but I just wanted to have your client put its mind to it if there was anything else thematically that arises --


MR. NETTLETON:  I will certainly pass that message on, and we will get back to you.


MR. QUESNELLE:  Thank you.


MS. GRICE:  Okay.  Thank you.  I just wanted to, in terms of planning assumptions regarding work to be done, do you have a planning assumption around the percentage of work that's done through overtime for '17 and '18?


MR. BOWNESS:  So I can speak to the specifics of the capital work within the engineering construction portfolio, and Mr. Stenning could speak to things on the OM&A side.


So within our capital work execution, we plan for a small percentage of overtime.  The large workforce that we have within the construction trades this year, year-to-date, we are approximately 6 percent overtime, last year we were approximately 7, a couple years ago we were around 9, so we have been making a concerted effort to managing overtime, with the primary driver of safety.


We did say analytics a few years ago with respect to the number of hours and the frequency of incidents when people are working a certain number of hours, so the primary driver was safety, but obviously reduction in overtime does have a cost impact as well, and it is something that we are keeping an eye on, so the planning assumption within the construction effort is around the historical average of the last two years of that 6 to 7 percent.


MS. GRICE:  Okay, thank you.


MR. STENNING:  And I can say that -- and I am only speaking for the stations work group -- OM&A for overall in transmission is made up of stations as well as lines and forestry.  I know that for the group that I am responsible for that this year our plan was for 8 percent, and we are on track to do that, and we were at 11 percent a few years ago.


Next year we have an increase in funding to do some special PCB-related work which is going to require a greater volume of work, so our forecast is going to be increased to 9 or 10 percent for next year.


MS. GRICE:  And what about 2018?


MR. STENNING:  It would be similar for 2018, because the PCB work is going to last at least four years.


MS. GRICE:  Okay, thank you.  And you mentioned this in talking about changes you have made to imagining your overtime, but in your evidence you mention that Hydro One provides regular strategic reports to senior management on various topics, and one of those is overtime.


So my understanding would be based on what you said already that you would be providing input to those strategic reports on the overtime spend?


MR. STENNING:  Yes, I do.


MS. GRICE:  And do you have -- is there a target around overtime spent for the year that Hydro One tries to maintain -- for example, you want to be within plus or minus 10 percent of overtime spend?  Do you have any internal targets like that?


MR. STENNING:  Yeah, I am not sure that we have it as a Hydro One specific thing.  I think that Mr. Bowness already mentioned that, you know, we manage overtime for a variety of reasons.  One is cost, another one is safety, so all of us manage our overtime on a, you know, individual person basis and on a ceiling basis to try and make sure that we are not exceeding a threshold that we would be uncomfortable with with respect to safety, and I think that the targets that I look at, you know, as I talked about targets for this year being 8 percent and next year going up to 9 or 10 are going to be based on budgets, based on available resources, things that will vary from year to year, so I would expect that other senior leaders like myself are going to have targets that vary from year to year.


MR. BOWNESS:  The other nuance to that within the capital work program is a lot of our overtime is driven based on the work requirement.  So we could be in a situation where we're in an outage situation and we need to work through a weekend in order to get an asset in-service and ready for -- to be energized on the grid on a Monday, as an example.


There is also times where we are working within a critical schedule element that's going to have a cascading impact on downstream activities if we don't complete that, so we would work overtime on a particular type of work in order to maintain the overall project schedule at times.


MS. GRICE:  Okay, thank you.  And when you are managing overtime are you managing overtime hours or are you looking more at the dollars?


MR. STENNING:  I think there is a direct correlation between the two, so, you know, I typically look at dollars, but, I mean, we get the report that shows hours as well, and we do manage hours by the employee so that we have certain maximums that we don't expect employees to exceed in a day or a week.


MR. BOWNESS:  And from my perspective, I'm looking at the percentage of overtime, which is a reflection of both the dollars and the hours, but it's more of a percentage basis that's the key trigger that I look at.


MS. GRICE:  Okay.  Thank you.  And then in terms of setting the overtime budgets, do you have input to setting those budgets or do you manage them?


MR. STENNING:  I can tell you that I have direct input in setting those budgets.


MR. BOWNESS:  And the way our overtime provision works within our cost structure is there is a certain provision within our loaded labour rate that is accounting for that overtime provision, and the input that we provide to finance on that is based on the work and our expectations of the upcoming work program, as well as the historical averages.


MS. GRICE:  Okay, thank you.  So I just want to look again at the payroll table that was provided in evidence at C1, tab 4, Schedule 1, attachment 1.  And in this table you have overtime budgets that have been set for 2017 and 2018, so that would be on pages 5 and 6 of that attachment.


So now that these numbers are combined with distribution, I wondered if we could get the budget numbers for 2017 and 2018 for transmission only.


MR. BOWNESS:  So just to be clear, looking for the breakdown of the tables that were provided on page 5 and 6 with a breakdown for the overtime items by T versus D?


MS. GRICE:  Yes, please.


MR. BOWNESS:  Yes, that could be provided.


MR. MILLAR:  That's J9.8.  

UNDERTAKING NO. J9.8:  TO PROVIDE THE BUDGET NUMBERS FOR 2017 AND 2018 FOR TRANSMISSION ONLY.


MS. GRICE:  And then in terms of the budget amounts that were set for the years 2013 to 2015 -- or, sorry, to 2016 that you would have been managing against, are you able to provide the budgeted overtime hours for those years?  Just so that we have got an undertaking to provide the actuals for all of the years, so I am looking for the budget amounts to be able to compare budget versus actual for overtime.


MR. STENNING:  I am not aware whether we have that available or not.


MR. BOWNESS:  I think that's something we could take under advisement to discuss with our HR panel, and we can get back to you as to whether that would be able to be provided.


MS. GRICE:  Okay.


MR. NETTLETON:  I think the concern, Mr. Chairman, is that this exhibit was not prepared by this panel; it was prepared by the finance panel.  But we hear the request, and I think that certainly we will be able to get back to you after talking to them.

MR. QUESNELLE:  Thank you.  Let's mark it as an undertaking, Mr. Millar, just to keep track of it.

MR. MILLAR:  Thank you, J9.9.
UNDERTAKING NO. J9.9:  TO PROVIDE THE 2013 TO 2016 OVERTIME HOURS IN THE BUDGET


MS. GRICE:  Okay, thank you.  And I just have one more question back on Exhibit C 1, taB2, schedule 6, page 8.  The second sentence on line 7 says that high priority corrective maintenance can account for a large portion of overtime spend.

I wondered if you could just provide other key areas where overtime spend occurs.

MR. STENNING:  I mean, I think that storms -- you know, cases where people's lights could be out, or if we don't take action, you know, immediately that their lights will go out.  You know, those types of things are the things that drive our overtime.  Those are the key priority items that are most important to us around overtime.

MR. BOWNESS:  I think I mentioned earlier within the the capital side, it's when we are within a critical outage or we're within a critical work scheduled line item that has a downstream impact if we are delayed, where we would utilize overtime to keep the schedule on track.

MS. GRICE:  Okay, thank you.  And then on page 7 of the same exhibit, under optimizing skill sets in the evidence, you talk about, starting at line 2:

"Leveraging enhanced information and analytical tools will allow field managers to improve their decision making in the areas of overtime."

And then the last sentence of that paragraph is:

"As a result, field manager will play a more active role in lowering costs in the field."

Can you just explain how this would work, how field managers would improve their decision making around overtime and potentially lower costs?

MR. STENNING:  This goes back to where I was talking about that these are the people that are actually going to be approving, or are approving all of the overtime that we execute now.  And the fact that each one of these managers has their own report so they understand how much they are spending in a given month, and they have targets and they are working to those targets, and we know that very similar in the maintenance organization, too, in Brad's -- and Mr. Bowness' organization, there are occasions where we can use over time where it actually saves money.

So if we've got a job which is remote from the regular headquarters and you can work a couple extra hours and get the job done, and avoid the travel to that remote location the following day, then that's a good investment.

Sometimes, though, there is going to be occasions where just because of affordability, because of budgets, you actually can't afford to make that investment.  So this way we can actually understand whether we can afford to invest in overtime or whether we can't, and the managers themselves are equipped with that information.

MS. GRICE:  Okay, thank you.  I just have a couple of questions on one more area -- and I know I have gone over my time.

MR. QUESNELLE:  That's fine, Ms. Grice.  We will break right after you are finished.

MS. GRICE:  Okay.  If we can go to AMPCO interrogatory 1, please, in this interrogatory under part C, we asked for key recommendations from Hydro One's internal auditors that have been incorporated in the current application, and there is a long attachment that responds to part C.

But there are two internal audit recommendations around overtime that I just wanted to take you to, and see how they have is been incorporated into the plan.

So if we go to page 74 of the PDF, please.  There are no page numbers, so it's under -- the audit name is transmission protection and control and the heading is 2.1 resource optimization.

I will give you the audit number; it's number 2015-17,  November 6th.  There it is, thank you.

So under recommendation, it says:

"Reassess the existing methodology for consistent optimization of resource allocation, including a review of current approach to use available hiring hall resources and overtime to supplement resources, as well as over scheduling of work."

And if you look at the status of the action plan, it says the process has been reviewed and incorporated into the 2017 business plan, and I just wondered if know, if you can just explain what's been incorporated, if there has been any assumptions for 2017 and 2018, or any changes that have resulted from this particular audit.

MR. STENNING:  So the audit was really just around making sure that we make the most effective use of staff and that where we have greater demands in a single location than that location can fulfil within internal resources that we have got a standard process around using resources from outside that location.

So for example, we have got a lot of capital work going on in the Bruce area right now, and we only have a fixed number of staff.  So we will bring in staff from other locations to supplement that and as well, if there are hiring hall staff available for the protection and control work, we maximize the use of them.

So that's -- we are doing that in a consistent fashion, so that has been built into the way that we do work.

Realistically, I don't think this is going to have a material impact on pricing.  I think what this does is make sure that on an individual basis, that we don't work people beyond safe levels and we can actually get the work accomplished rather than having restrictions at the end of a project, because these are the resources that once all the construction work is done, have to do the final tests before equipment is put in service.

So the real test for the effectiveness of this action is getting our equipment in service.

MS. GRICE:  Okay, thank you.  And just one more.  This is attachment 4 of AMPCO number 1 and this has to do with the 2017 audit plan.

And on page 2, there is a category called "personnel cost savings analysis", and the audit is going to be looking at:
"Perform an analytical review of payroll cost.  Focus on areas of cost management including recurring overtime."

Can you just talk a little bit of what the issue is there and what the connection is to overtime spend?  Is that audit intended to look at ways to reduce overtime?  If you can just explain that a little more, please.

MR. STENNING:  You know, this is something that was created by the audit group, and I don't think that I could properly comment in terms of what their focus is for this particular audit.

MS. GRICE:  Okay.

MR. QUESNELLE:  Who would be able to address that, Mr. Nettleton?

MR. NETTLETON:  Well, the trouble I am having is that the prior panels were up to deal with internal audit and, I mean, I at this stage, I don't know.  So we can take this at the break, but I am not sure because of the previous panels being available.

MR. QUESNELLE:  Well, I don't know how evident it was that this was an audit table that's all -- I understand that there may have been an applicability of it was not all that apparent, I take it.

MR. NETTLETON:  Yeah.

MR. QUESNELLE:  If you could take a look at it at the break, if we could get it answered subsequently, but if not, Ms. Grice, perhaps you could request an undertaking on this?

MS. GRICE:  Yes, that would be great, thank you.

MR. QUESNELLE:  Okay.  Mr. --


MR. MILLAR:  Oh, you want -- so it's J9.10.
UNDERTAKING NO. J9.10:  WITH REFERENCE TO AMPCO IR 1 AND THE 2017 AUDIT PLAN, AND THE CATEGORY CALLED "PERSONNEL COST SAVINGS ANALYSIS", TO SHOW CONNECTION TO OVERTIME SPEND


MR. NETTLETON:  Mr. Chairman, before my client makes the undertaking, I don't know what this information is and what the substance of the internal audit report is, so I would like to first be able to talk to my client about that and before an an undertaking is given --


MR. QUESNELLE:  Okay.

MR. NETTLETON:  -- and report back to you as soon as I get out of this room to talk to my client about that.

MR. QUESNELLE:  That's fine.  I just find that if we -- neither one of us can forget if it's written down as an undertaking.  And I just --


MR. NETTLETON:  I won't be forgetting this.

MR. QUESNELLE:  No, no, it was just the notion of having it left as an undertaking, I don't think -- if you come back we can remove it, Mr. Nettleton, with an explanation.  That will be the response to the undertaking.

MR. NETTLETON:  My concern, sir, is that we did have a process, we did have motions about the production of internal audit reports, and I just don't know the sensitivities, if any, regarding other audit -- internal audit reports because I haven't seen them, and I don't know what my client's position is, so I just -- I am mindful of making an undertaking to produce the report.

MR. QUESNELLE:  Understood.  Thank you.

MR. NETTLETON:  Thanks.

MR. QUESNELLE:  With that let's break until 3:40.
--- Recess taken at 3:17 p.m.
--- On resuming at 3:45 p.m.

MR. QUESNELLE:  Thank you, please be seated.  Mr. Nettleton, anything before we get started?

MR. NETTLETON:  Yes, sir.  I wanted to follow-up with, shall we say, the concern that you raised regarding the consolidation of overtime.

MR. QUESNELLE:  Oh, yes. 

MR. NETTLETON:  I just wanted to direct you to Exhibit C 1, tab 4, schedule 1, page 25 of 34 of the evidence, just so that there is no misunderstanding or misconception that this number was provided in some sort of error, or was not made known to everybody with respect to the application.  And that's -- I will take you to the passage under compensation costs, which describes the fact that the numbers being provided are being provided on a consolidated basis. And so, I think it is fair, sir, to ask questions about the consolidation and if it relates to elements of the payroll including overtime.  Those are matters that could be best be addressed by the compensation panel that is coming up.

MR. QUESNELLE:  Compensation or finance?

MR. NETTLETON:  Finance, sorry, it's late. The finance panel which Mr. McDonell will be on that panel and will be able to address the payroll table, including the elements that are shown there including overtime.

I think also then the undertakings that Mr. Bowness has been giving regarding over time and regarding these areas that are within Mr. McDonell's area, I think he is probably -- Mr. McDonell is probably in a better position to advise how or whether the numbers can be allocated, or how they can be divided into transmission and distribution, if at all.  But I did want to share that with you.

MR. QUESNELLE:  Okay, thank you.  Just to put Mr. McDonell on notice, I would be quite surprised if they can't.  What I am getting at is the revenue requirement is underpinned by spending on transmission, is it not?

MR. NETTLETON:  So my understanding, sir, is that this form of table has been provided consistently in the past by Hydro One.  It is an approach that really relates to the issue of whether Hydro One colour codes its labour costs, and the way in which it's managing its labour costs.  I think the question of can they provide allocations of these numbers, I think that's where Mr. McDonell would be able to advise and/or Mr. Jodoin would be able to advise, one of the two, but there are obviously methods of allocation and the like.But I think the best thing, rather than me provide that information to you, it's best to address with those witnesses with.

MR. QUESNELLE:  Thank you.  Ms. Grice, I take it you will be following up on that?

MS. GRICE:  Yes, I will, thank you. 

MR. QUESNELLE:  Okay.  Mr. Janigan?
Cross-Examination by Mr. Janigan:


MR. JANIGAN:  Yes, just one follow-up question on that and it might be best directed to the finance panel, but does Hydro One transmission and Hydro One distribution have the same overtime policy? 

MR. STENNING:  Yes, they do.

MR. JANIGAN:  Okay, thank you.  Panel, I would like to take you first to the -- I have some questions on the Inergi agreement.  And I have a compendium that you should have, and I wonder if I could have that compendium marked as an exhibit.

MR. MILLAR:  K9.6.  
EXHIBIT NO. K9.6:  CROSS-EXAMINATION COMPENDIUM OF VECC FOR THE EXECUTION, OPERATING, COMMON PANEL


MR. JANIGAN:  Thank you.  First of all, if I could direct you to page 6 of the compendium.  In response to Board Staff interrogatory 119, it's noted that the interrogatory indicates or requests the reasons for the drop in fees from 2015 to 2016, a bridge year, and asks for the primary reasons.

And in the response, it's noted that it is based on the declining fee structure.  Can you explain how that works, particularly in light of the annual adjustment for inflation under the economic cost adjustment?

MR. SCHNEIDER:  Yes.  So the declining fee structure is based on Inergi implementing efficiency improvements to their tools and processes.  So that's why you will see the fee structure line in the table in Exhibit C 1, tab 3, schedule 2, and I believe it's appendix B.  You will see the line item for fees for base services declining over time.

MR. JANIGAN:  Okay.

MR. SCHNEIDER:  The economic adjustment, the ECA, the economic cost adjustment is an escalator to account for cost increases over time; it's a separate line item.

MR. JANIGAN:  So effectively, the fees are decreasing notwithstanding the ECA?

MR. SCHNEIDER:  That's correct.

MR. JANIGAN:  Okay.  I wonder if I could just have you flip over the page the page 5, or flip back the page to page 5.

I wonder if you could explain how the benchmarking provision works under this agreement.  In the evidence, you talked about competitive benchmarking cycles.  What exactly are those? 

MR. SCHNEIDER:  What that means is that at any time during the term of the contract, Hydro One can request for a benchmarking study at the statement of work level or the SOW level.  So at Inergi's cost, the benchmarking study is conducted and comparing the price of the services Inergi provides to other providers from a benchmarking perspective.  And as the evidence indicates, there is an automatic feature there where if any of the services they provide at the SOW level come in from a benchmarking perspective lower than Inergi's fees, than Inergi adjusts their fees to the benchmark.

MR. JANIGAN:  Okay.  And if you flip over a couple pages again to page 7, in terms of Board Staff interrogatory 117, I note that Hydro One is not considering executing this option in the near future, as Hydro One is satisfied that the contract is achieving its cost effectiveness and operational goals. Can you tell -- can you tell us how you were satisfied that the contract was cost effective and doesn't have to go through benchmarking?

MR. SCHNEIDER:  Well, the contract started in March 2015 as the result of a competitive procurement process.  So from a cost perspective, we believe we have gotten the best price for the contract. 

Operationally, if you look at Exhibit I, tab 1 schedule 118, which is page 8 in your compendium, you will the performance at the statement of work leval on the performance indicators across the contract.

So we're satisfied in that respect that in total, we've met -- that Inergi has met 94 percent of the performance indicators for the March 2014 to February 10, '16 period. With respect to the statement in interrogatory response in Exhibit I, tab 1, schedule is 117, I would suggest what we mean by Hydro One is not considering executing this option in the near future, it's at this point in time.  As I mentioned yesterday, if we see that service levels are heading in the wrong direction and we are not satisfied with how the contract is being carried out then we have, as the contract allows us to exercise the benchmarking option at any time.

MR. JANIGAN:  I take it that would be a directional kind of indicator rather than a specific percentage?

MR. SCHNEIDER:  I think at this point in time, yes; it's specific to the statements of work as well.

MR. JANIGAN:  Okay.  So you can't cite if they meet, let's say, 80 percent rather than 94 percent, whether or not that would be sufficient to trigger or not.

MR. SCHNEIDER:  It's not that precise of a trigger.

MR. JANIGAN:  Okay.  I wonder if I could take you to page 11 of my compendium, and there was a row that shows the ECA adjustment in response to -- in Appendix B of C 1, T 3, schedule 2 at page 12.  And if we look at page 12, which is the response to Energy Probe interrogatory 18, there is an explanation of how the adjustment is made.  However, in response to (b) of the Energy Probe interrogatory, you show an ECA factor for 2016 of 2.02.  When I try multiplying that number by 131.9 in fees for base services for 2016, I get a number that's larger than what's shown.  Am I doing something wrong?

MR. SCHNEIDER:  Well, without checking your math I think what I can suggest is the following:  The way the ECA is applied is by the SOW level, at the statement of work level, and it's adjusted, as it says, at the -- in the paragraph below the calculation in Exhibit I, tab 11, Schedule 18, Part B, the rates are determined using an estimate for inflation.

What that means is for services within a statement of work that are 100 percent labour versus non-labour.  And by "non-labour" I mean things like storage fees from an IT perspective or licencing fees.  If there are services that are just 100 percent labour, then the ECA applies 100 percent, so 2.02 percent would apply.

For services where there is a mix of labour and non-labour costs, it's a fraction of the 2.02 that would apply, and it would be the labour component, because the ECA applies to labour.  It's kind of like a cost-of-living adjustment.

MR. JANIGAN:  Okay.  So in this case it would be -- the ECA for 2016 may not be -- or the ECA that's applied to the basic services may not be the 2.02 percent.  Is that what you are saying?

MR. SCHNEIDER:  Yes, I am suggesting it's a blend across the statements of work, based on the components that are non-labour versus labour.

MR. JANIGAN:  Okay.  Now, why are the forecast ECA amounts for 2017 and 2018 so much in excess of the past two years in spite of the fact that the base fee is declining in these years?

MR. SCHNEIDER:  So because the index doesn't come out -- the index used in the ECA calculation doesn't come out until around November each year, we have used an estimate for inflation as a proxy for the year 2018.  And that inflation index is consistent with what we use in our load forecasting work.

MR. JANIGAN:  I mean, that seems to be a bit of an outlier, given the history of inflation up until 2016.  You have got for 2017 for the ECA number on page 11, you have 5,000 -- or 5,200,000 -- 206,312, and another one with 7. -- almost 7.4 million.

What kind of projection are you using with respect to 2017 and 2018?

MR. SCHNEIDER:  So I don't have the detail with me, but it is a consistent calculation for each of the years.

MR. JANIGAN:  Is that based on the CANSIM index?  I notice your index for 2014 and 2015 was determined in that fashion.

MR. SCHNEIDER:  Yes, so at the time we made this application we didn't have the index for 2016.  It comes out towards the end of the year, November, as you see in the years there.  So we used as a proxy estimates for inflation consistent with the estimates we use in our load forecasting activity.

MR. JANIGAN:  Okay.  And how are those derived?



MR. SCHNEIDER:  I don't have that with me.

MR. JANIGAN:  Can you undertake to provide me with that information?

MR. SCHNEIDER:  Yes.

MR. MILLAR:  J9.11. 
UNDERTAKING NO. J9.11:  TO EXPLAIN HOW THE ESTIMATES WERE DERIVED.

MR. JANIGAN:  And could you also show -- you have shown me 2016 how you calculated the 2016 numbers.  Could you also show how you calculated the 2014 and 2015 numbers as well?

MR. SCHNEIDER:  Yes, that would be under the old contract.

MR. JANIGAN:  Okay.  If you could do that, maybe you can add that to the undertaking, or if it's a new undertaking that's fine too.

MR. NETTLETON:  Mr. Chairman, we are just going to put the blinds down.

MR. JANIGAN:  Getting a flashback to Goldfinger here.

MR. NETTLETON:  Get Smart.

MR. QUESNELLE:  Now that we have illustrated our demographic, we will move on.

MR. JANIGAN:  If that could be just added to the other undertaking, I think that would be fine.

The next area I want to turn our attention to is air services.  And at page 14 of my compendium I have reproduced Board Staff Interrogatory 61, which concerns air services, and as I understand it, Hydro One owns aircraft and drones; is that correct?

MR. SCHNEIDER:  Hydro One owns eight helicopters that it uses for its operations.  We also have a small number of drones that we are currently not using in our operations.  We are still testing them, and there is quite an extensive Transport Canada certification process that we must follow and go through before we can actually start operationalizing the drones.

MR. JANIGAN:  Does Hydro One lease any aircraft?  I'm including helicopters in the term "aircraft" when I'm...

MR. SCHNEIDER:  We have -- to supplement our eight owned helicopters we contract with approximately six to eight contractors throughout the province for them to assist us with our helicopter operations.  Those contractors typically carry out activities that are far less complex, I will say, from a helicopter operations perspective relative to what our own crews and helicopters do.

MR. JANIGAN:  What about pilots and maintenance?  Are those internal or contracted services?

MR. SCHNEIDER:  We have our own pilots and our own maintenance crews for our eight owned helicopters.

MR. JANIGAN:  And does the company have a budget for air services that includes the cost of all these things?

MR. SCHNEIDER:  We have a fleet services budget that has a helicopter services component.

MR. JANIGAN:  And has that budget been reported anywhere in this application?

MR. SCHNEIDER:  Subject to check, I believe it would be embedded in the forecast in the application under fleet services or shared services.

MR. JANIGAN:  Okay.  There wouldn't be -- those numbers wouldn't be segregated out, I take it.

MR. SCHNEIDER:  For helicopter services specifically?

MR. JANIGAN:  Yeah.

MR. SCHNEIDER:  I don't believe so, but that's something I can check.

MR. JANIGAN:  Is it possible you can undertake to provide me with the budget for air services?

MR. NETTLETON:  Well, Mr. Chairman, I am not sure why we are going to this level of detail, or maybe Mr. Janigan could explain how that information is going to assist the Board with respect to the task at hand.  The application as presented has been presented with respect to appropriate envelopes, and so I guess I am just, I am not understanding what value this would have.

MR. QUESNELLE:  Mr. Janigan.

MR. JANIGAN:  Mr. Chair, it's a cost-of-service application, and in this case we are entitled to inquire whether or not this is an appropriate expense for Hydro One, and perhaps where -- if leasing or renting these services would be preferable to owning it and providing the pilots and maintenance internally.

MR. NETTLETON:  But Mr. Chairman, how is this information going to inform that inquiry?  That would require Mr. Janigan to have evidence that what Hydro One is doing is imprudent or unreasonable or unjust.  I don't know how that type of argument could be made.

MR. QUESNELLE:  Well, I don't think we have to surmise at every juncture what Mr. Janigan's argument may be.  I think he is right, this is a cost-of-service application, Mr. Nettleton.  If it's readily available, I think it's appropriate.

MR. NETTLETON:  I am just saying, sir, that whatever the numbers are, are the numbers, and what I don't understand is how Mr. Janigan -- how that information is going to help Mr. Janigan say that the numbers are imprudent.  I don't dispute the fact that this is a cost-of-service application, but just by simply having a budget of what the numbers have been with respect to the costs of flight services, how is that going to inform the question of whether they are just and reasonable?  That's the question.  That's what I am missing.

MR. QUESNELLE:  Mr. Janigan, could you help?

MR. JANIGAN:  Well, I think we could take the same approach to a number of different expenditures that Hydro One has throughout this exercise.  It's not always the case that we have evidence or an alternative that can be easily made with respect to these expenses, but we are entitled to know what those expenses are, not only for the purpose of this application but for comparison purposes in future applications.

MR. NETTLETON:  I am in your hands.  I mean, the --


MR. QUESNELLE:  I think if the information is readily available, Mr. Nettleton, I think Mr. Janigan has made his case. 

MR. MILLAR:  And the undertaking is J9.12.  
UNDERTAKING NO. J9.12:  TO PROVIDE THE BUDGET FOR AIR SERVICES


MR. SCHNEIDER:  If I could, though, emphasize, as I said previously, that there are certain activities from a helicopter operations perspective that we use our own crews and our own helicopters.  It's much more complex. 

We are dropping workers off on to the top of transmission towers. We flying underneath lines.  We are flying into areas that quite treacherous, I would say, from a helicopter perspective.  For those reasons, we rely on our own staff and our own machines.

The more -- well, call it the less complicated work, we try to contract out. 

MR. JANIGAN:  Has Hydro One ever investigated leasing or renting these air services? 

MR. SCHNEIDER:  Just one moment, please?  If you could refer to Exhibit C 1, tab 5 schedule 1, the costing of work exhibit?

On page 13 of that exhibit, there is a brief paragraph starting at line 8 that talks about leasing versus owning. It applies to all of our fleet; transportation, work equipment, as well as all helicopter services.  And our studies have shown -- what we have seen is a likely 30 percent higher than owned equipment rate, at least when it comes to transport and work equipment.

The other aspect we have to consider is repair time when things break down, having to take it back to where it's been leased rather than fixing it yourself.  And especially from a helicopter services perspective, we want our pilots quite familiar with the units they are flying for obvious safety reasons.

MR. JANIGAN:  And this study that was done specifically looked at air services, did it? 

MR. SCHNEIDER:  No, it was a broader study on transportation and work equipment.

MR. JANIGAN:  Okay.  Apart from that, is that effectively the cost comparison that's been done? 

MR. SCHNEIDER:  From a helicopter services perspective? 

MR. JANIGAN:  Yes.  What you have summarized here is what -- is the study that's been done, there is no other study that's been done; that's what I am getting at.

MR. SCHNEIDER:  Not a specific study, no.

MR. JANIGAN:  Okay.  Isn't one of the advantages of leasing or renting flexibility that you could ramp up and down the services as needed be?

MR. SCHNEIDER:  Well, again I think we do that.  We own eight aircraft and we supplement it with aircraft from a number of suppliers where we contract out that work throughout the province. 

It also has to do with the geography.  We need helicopters all across the province for certain jobs, certain programs, and we take advantage of contractors in those areas.

MR. JANIGAN:  Okay.  And I take it any questions on the capital additions variance account is better put to the finance panel.  Am I correct on that?

MR. SCHNEIDER:  Yes.

MR. JANIGAN:  Thank you very much, panel.  Thank you, Mr. Chair, those are all my questions for this panel.

MR. QUESNELLE:  Thank you, Mr. Janigan. 

MR. THOMPSON:  Just at a high level, in terms of the way the planning work feeds the work that you folks do, and Dr. Elsayed was discussing this with you earlier. 

But am I right that what you have in terms of your projects that you then start to plan for in more detail is a list of projects that goes out five years? 

MR. BOWNESS:  Yes, we do have visibility into the list of projects and programs within what we refer to as the accomplishment file, which is the list of those investments over a five-year horizon.

MR. THOMPSON:  So I sort of think of it as a lot of dots down the blackboard, or on the whatever board you use -- I guess it's a computer now.

MR. QUESNELLE:  Talk about demographic illustrations. 

MR. THOMPSON:  Anyway.  But you were talking about the new regime to try and spend to the limit of the budget, and if it's a billion dollar budget, the goal is for a test year or a year, the goal is to spend that money? 

MR. BOWNESS:  Yes, we have to two goals.  We have the goal of expending the capital expenditure to keep the machine moving, as well as hitting the in-service addition target, which is what goes into rate base.

MR. THOMPSON:  Okay.  And you could be pulling projects in -- I see it sort of you have a block of work that you expect to generate that spending level as you are going through a year, and then some of it you may have to postpone, other stuff you might have to bring in from outside that block.  But you have a, you have a list of work that can keep you going to a billion dollars in any year.

MR. BOWNESS:  Yes, that's correct.

MR. THOMPSON:  And so this sounds like just steady-state spending; is that what it is?  Your budget is going from 1 billion, I think, this year, up to 1.5 billion in five years.

MR. BOWNESS:  Yes.

MR. THOMPSON:  And the way it's set up, you will just keep spending.

MR. BOWNESS:  So the way we establish our work program is we do have line of sight into the five-year plan, which supports the build up of the projects and programs that equate to the information provided within our transmission capital budget.

We don't -- the work within the near term, I would say within the next one and two years, is well established.  From an in-service addition perspective, I refer to 95 percent of the of that work is in execution.  From a capital expenditure perspective, we have talked about a lower percentage.  As of May, it was -- 60 percent was in execution; that has progressed since May.

If you look out at years four and five, more of that work is in your planners' estimate stage, and we don't have the detailed specifics on those costs.  But we do have visibility of what's out there.

When we talk about the ebbs and flows within the year of hitting a billion dollars, we are really looking at work that we have in execution and looking to adjust the time frame of work within the one, two and three years to make sure we are hitting the following year's targets.

MR. THOMPSON:  I thought there was an exhibit that Dr. Elsayed would put to you that some of it's in execution and some of it is less certain.  Is that not a division of work that's in the test year, or is that -- you seem to be saying 95 percent of it's in execution.  That's not what I got from your discussion with Dr. Elsayed.

MR. BOWNESS:  Would we be able to pull up the undertaking that we were referring to, that we provided yesterday or today around the expenditure breakdown by stage.

DR. ELSAYED:  J6.3. 

MR. BOWNESS:  Thank you.  So this table is reflecting the costs from an expenditure perspective. So we would have within our released project portfolio -- as an example for 2017, 710 million of the billion-one.  Since May that has progressed.  We are at a higher percentage because we have completed detailed estimates.  But let's use this as the example.

That billion-one is capital expenditure.  If we look at the lens which is in-service additions, it's a different slice.  So we will have projects that have expenditure from prior periods.  So if I take the Clarington project for example, it's a $280 million  project that will in-service in 2018. 

Up to this point, we have expended 190 million.  So the 190 million that we have expended would not be in this table, because it's been expended in 2016.  The remaining 90 million is within the 2017 and '18 numbers in this table that are called in execution, but when we in-service that project we in-service the full 280 million.

So within the portfolio of projects we have projects that are executing that have prior period spend that help us achieve our in-service additions, and we have projects that are executing that will help us achieve our objectives for 2019 and '20 and '21 that are also in execution.

MR. THOMPSON:  So take a hypothetical example where there may be 20 projects when you start out your year, that you expect to consume the billion dollars, and as a consequence of stellar performance they all come in at half, 500 million.

As I understand it, you are just going to pull another 500 million from future periods into the year and keep spending; is that the idea?

MR. BOWNESS:  That is the idea, but the hypothetical of the volume of work that we are pushing and pulling is a much smaller percentage, right?  We are not bringing projects in at the 50 percent mark, we are bringing them in with the target of the plus or minus 10.  Our historical numbers last year were minus 5, so we are talking about 50 million within the billion dollars of pushing and pulling in order to achieve our overall objectives.

MR. THOMPSON:  And I guess my question is that you are incented to do this by the way the things have been set up not only on compensation but your entire program.

What are the safeguards built in to prevent wasteful spending just to meet this goal of a billion a year?  Can you list them for me?

MR. BOWNESS:  So there's a few safeguards that we would have in place.  If I think about a specific project, the first safeguard that you have is you have a budget, so you can't just spend wildly on labour and overtime and inefficient delivery, because you have set a budget of, let's call it a million dollars.

So we manage our projects to budget, and we report variance to budget on a forecast basis and an actuals basis, and in one of our responses and in our data we showed that on average across the portfolio we are bringing our projects in 5 percent under budget.  So we have a safeguard in place that guards us on a specific project basis.

Then if I --


MR. THOMPSON:  But what about the quality of the work?  Or is it all just measured on dollars spent versus budget?

MR. BOWNESS:  So this is where we get into, when we get to the project closure stage and we look back at the original scope and intent and objectives of the investment and what we delivered and whether we delivered to that scope, and any variance that we have to that delivery would be flagged at that point.

We deliver to the objectives of an investment.  If we have a scope change that's significant, we have a process in place where we document a review of variance where we document either increases in scope or decreases in scope as a part of our control framework.

MR. THOMPSON:  The other area that came up yesterday -- and I think the planning panel bumped it to your panel, so this will come as no surprise, but it was on the subject matter of unit costs.

I asked about the extent to which unit costs are used in budgeting and then subsequently measuring performance, and I wanted to get a list of the areas where you use unit costs in the process.  Can you help me with that?

MR. BOWNESS:  Yes, I can.  Just give me a moment.

So if we could pull up Exhibit B2, tab 1, Schedule 1, page 16 of 25.  Section 8.  Just scroll down a little bit.

So this is the section where we describe the types of programs that we have within the capital portfolio that align well with the unit cost metric.

So to make it simple, if we move forward to the last table, which is Table 3 within this section, you will see examples here where you have within our forestry part of our business you have dollars per brush controlled, per hectare, you have dollars per line kilometre cleared within the provincial lines portfolio, you have dollars per wood structure condition assessment, dollars per wood structure replacement, dollars per tower coated, and dollars per cable locate.

So when you have highly repetitive type work, those are the ones that are much more aligned with a unit cost type metric, and this is the section that outlines those items.

MR. THOMPSON:  So do you use them for budgeting and then subsequently for measuring performance against budget, these unit costs?

MR. BOWNESS:  Yes, so as a part of our reporting that we would do on a monthly basis for business units that have work programs that are akin to unit cost, there are metrics that are measured and monitored throughout the year to see how we are achieving to those estimates and driving performance improvements to reduce unit costs.

MR. THOMPSON:  And so how are you doing?  Are you coming in on budget, over budget?  Is there any consistency from year to year?  How do you compare to others on these statistics?  Is there anything in the record that helps us with that?

MR. BOWNESS:  The benchmarking that I am aware of is with respect to our internal benchmarking as a year-over-year comparison of our work as we have been performing as compared to prior years.  I am not aware of studies that we have that are comparing our costs as compared to other industry players.

MR. THOMPSON:  Do you have a report that compares your year-over-year performance on the unit cost measures that you use that we could look at?

MR. BOWNESS:  So within Table 3, these are examples of unit costs.  So if we take as an example in the provincial lines the dollars per wood structure condition assessment, this is $510 per unit.  There are fluctuations, and they are reasons for fluctuations based on the nature of the work that's executed, but these are real examples of unit cost metrics that are within our business.

MR. THOMPSON:  Right.  But I am taking these to be the actual costs that you incurred on a unit cost basis; is that right?

MR. BOWNESS:  Yes.

MR. THOMPSON:  And then to consider performance you would need to know what the budgeted costs on those metrics were for each of those years.  Do we have that?  Can we get that?

MR. BOWNESS:  So within what I referred to earlier as the accomplishment file, we develop our work programs both on a cost perspective and units that goes into the budget, so that is available, and we also measure our work on dollars and cost, so that information is available.  I am not aware of it in evidence, but it is information that we have within the company.

MR. THOMPSON:  Could you provide it by undertaking?

MR. BOWNESS:  Yes, I believe I could, yes.

MR. MILLAR:  J9.13. 
UNDERTAKING NO. J9.13:  TO PROVIDE THE BUDGETED COSTS ON THE METRICS FOR EACH OF THE YEARS REQUESTED.

MR. THOMPSON:  Okay, and then just this is another very high-level question, but we have got this, the way I see it, sort of a steady-state spending plan going out five years, and where is this taking us, big-picture?  We haven't seen distribution yet, but it's going to be a huge number.  Ratepayers are howling about electricity prices.  Load declined in -- I think it's was it '16 to '17, and it there's for '18.  Where is it going after '18; is it still flat?

MR. BOWNESS:  The accountability within our process to define the assets needs and the asset requirements is within our planning function.  I believe there was some discussion in the last couple days around the capital plan and the forecast.

Mr. Penstone did speak to, within the transmission side, that this isn't a blip where it's dipping off, is that it's looking to get to the 2021 levels and remain at that level.  I believe that was his comment in the testimony.

MR. THOMPSON:  Right but my question is without some increase in load, isn't that just a recipe for higher and higher rates?  I am not suggesting you can stop.  But I am just wondering when does it all just crater?  Maybe you can't answer that. 

MR. BOWNESS:  So my expertise is with respect to the execution of the plan, and I can speak to that.

MR. THOMPSON:  Okay, thank you, I will leave it there. Thanks so much.

MR. QUESNELLE:  Dr. Elsayed has a question, but just while we have this table up, and recognizing that you are looking at the year over year cost comparisons, you mentioned that you use these numbers for performance management.  Does it actually tie into the incentive packages on a financial basis to drive behaviours.  Or is this a performance management from a monitoring perspective? 

MR. BOWNESS:  So as an example, if we could pull up -- I believe we had it up earlier, the 2016 team scorecard.  I am not sure what the exhibit number is. 

So you will notice within the work program section of the 2016 scorecard, there were unit cost metrics.  The examples in here are with respect to the D side of the business; you will see DX pole replacement and DX line clearing.  So within 2016's team scorecard, there was incentive.  The short term incentive was based on unit cost rates contributing to that the overall amount.

What you will also see is -- within the '17 scorecard, you will see that those items have been replaced within the work program section with a reliability metric.  It doesn't mean there isn't the focus of the unit cost metrics further down within the goals of the lines of business that contribute. 

But on the team scorecard, the focus or 2017 within the work program was focussing in on the reliability metrics and the DX in-service.

So there are some changes year over year, but unit cost metrics are used within our overall performance management framework.

MR. QUESNELLE:  So what is it for transmission then? It's still the in-service additions then?

MR. BOWNESS:  Within the team scorecard for 2017?

MR. QUESNELLE:  Yes.

MR. BOWNESS:  Is that the question?

MR. QUESNELLE:  Yes.

MR. BOWNESS:  Yes.  So within the work program section which makes up 25 percent, you will see two metrics in here.  One is the reliability on the TX side and you will see TX in-service additions.  You would also see, within the productivity item, that there would be a T component within that item as well -- and health and safety obviously spans both T and D.  Customers spans both T and D. 

MR. QUESNELLE:  Okay.  And the productivity is measured in units cost?  Are there any units cost in the productivity, or is it a measure of actual to budget?

MR. SCHNEIDER:  It's a measure of savings through our procurement processes, as we talked about under TCJ1.17.

MR. QUESNELLE:  Understood.  Thank you.  Dr. Elsayed?

DR. ELSAYED:  Just one quick question and maybe it is related to some degree to the scorecard. 

One of the conclusions of the Navigant report, the total cost benchmarking report, was that your capital program performance is worse than median.  And they made some recommendations for you to improve it, and you have explained the number of initiatives you have been undertaking in order to improve your performance.

Is there a plan at some point to go back and find out whether you have actually succeeded in improving your performance compared to a peer group, in terms of capital program management? 

MR. BOWNESS:  So I am not aware of a plan to re-execute the Navigant benchmarking study at this time. However, if we look at the capital metrics that were flagged within the Navigant study -- so maybe we could pull that up.  It's Exhibit B2-2-1, attachment 1, section 3.3, which is page 19. 

So we have utilized the Navigant study as an input to help us -- as one of our inputs to help us develop our capital execution strategy.  We also have used it to help us develop our set of metrics that we are utilizing as peat part of measuring our performance.

So the first example we have here is project manager assignments to capital additions.  So the Navigant finding was that we were higher, we had more project managers for a certain volume of work.  So therefore, a project manager was managing, as an example, in 2014 or '15 -- I can't remember the data set we used -- was managing approximately -- oh, sorry, we have the wrong page up, on page 19 -- sorry, it's not page 19 --


MR. NETTLETON:  It's page 19 of the report. 

MR. BOWNESS:  Sorry, here.  So in this example, you would have a project manager that was managing a portfolio of $12 or $13 million of annual work program.  What we have put in place, and what we have flagged within our capital efficiency productivity exhibit -- sorry to bounce around, but if we go to our tier 2 metrics, which is Exhibit B2, tab 1, schedule 1, page 10 of 25.  Just scroll up a little bit.

You will see that we have put a metric in here which is ENCS capital expenditure per project manager FT.  So it's very similar metric, and what I can say is that we have progressed between '14, '15, and '16 on increasing the portfolio that a project manager has, and right now we are up to approximately 17 million per project manager with a target of increasing that slightly beyond where we are, which would then align us with this benchmark.  So that's one example.

If we look at capital execution, which is another key item which is project complex -- sorry, back to the Navigant study, if you go to figure 26 -- no, sorry, figure 27, this is the percentage of the capital budget that we were expending.  So if you look at the years 2012 through '14, we were achieving below a good benchmark of achieving your work program as compared to our peers. 

And if you look at what we have put in place within our overall scorecard -- sorry to bounce back again, but within the tier 1 metrics, we have the metric around capital expenditures as a percentage of budget -- sorry, that's the tier 2.  Just scroll up to page 5, you will see within the asset management section, we have capital expenditures as a percentage of budget as a key metric.

And we are seeing a trend of slightly over performing the capital budget in 2015.  Our forecast is to be slightly over in 2016 as well, and part of the reason for that is to ensure that we have the appropriate pipeline of projects to achieve our in-service addition goals, but we are using the Navigant study to help influence our benchmarks, and we will be reporting that as a part of our scorecard and our metrics framework going forward.

DR. ELSAYED:  Okay, thank you.

MR. QUESNELLE:  Thank you, that's all we have, Mr. Nettleton.  Any redirect?
Re-Examination by Mr. Nettleton:

MR. NETTLETON:  I do.  Mr. Bowness, I just want to return to some of the questions that Mr. Thompson had asked of you, and it's this concept of steady-state spending.  I just want to confirm with you some details about the work program that you see with respect to your department, your area.

Can you confirm whether the work program that you receive and the size of that work program is one determined by asset condition?

MR. BOWNESS:  So as my understanding of our overall process that we have is absolutely our investment plan is built based on the asset needs, of which asset condition is one input to that decision-making that planning does on determining which assets and investments to put forward.

MR. NETTLETON:  So there is an underlying asset condition or asset condition assessment or need that's predetermined that forms the basis of the work program?

MR. BOWNESS:  Yes.

MR. NETTLETON:  And what happens to the work in progress if the Board decides -- this Board decides not to approve or reduces the capital expenditures as applied for?

MR. BOWNESS:  So the process we would go through if the portfolio dollar amount was less than, as an example, for the test year of 2017, less than the billion-76, what we would do is we would cork collaboratively through our enterprise engagement process with planning on identifying which investments within the portfolio would change their time line to stay within our project envelope.

MR. NETTLETON:  Okay.

MR. BOWNESS:  So it wouldn't necessarily be -- it's not just the low-priority investments in the stack, because the issue you might run into is you would have a project that's 90 percent done, you are into the final commissioning stage, it's not as high a priority as a project like a Clarington, but you would continue that project to deliver because it's the most cost-effective way to deliver it.

We would be likely targeting projects that are either just entering the engineering phase or having completed the engineering phase they might finish engineering, we wouldn't start construction, so we would be making timing changes within the investment portfolio to stay within the capital envelope.

MR. NETTLETON:  But it would nonetheless reduce the number of projects that had been identified as being needed based on condition assessments?

MR. BOWNESS:  It would either -- there would be two elements.  There would be a reduction in the number of projects, and there also may be a change in the timing of projects that are in execution.

MR. NETTLETON:  Thank you.  Thank you, sir, those are my questions.

MR. QUESNELLE:  Thank you, Mr. Nettleton.

It's 20 to 5:00, but I think we might as well use up the time we have.  We are going to be tight in the schedule.  I don't know, Mr. Stephenson -- I leave it to you.  We could have the switch in the panels and have them affirmed and start fresh tomorrow, or you can start a little bit today.  It's up to you.

MR. STEPHENSON:  I am not going to be able to finish today one way or another.

MR. QUESNELLE:  Right.

MR. STEPHENSON:  I am happy to start.  I --


MR. QUESNELLE:  Why don't we do that.

MR. STEPHENSON:  Why don't we see how far -- if there's -- I don't know if there is any examination in-chief and so forth.

MR. NETTLETON:  Yeah, there is, very slight.  It's --


MR. QUESNELLE:  Okay.  Well, let's -- thank you very much to this panel, thank you for your testimony today, and if people don't mind we will just switch on the fly, but I will go off-air while we do that.

[Off-air momentarily.]


MR. QUESNELLE:  Okay, Mr. Nettleton, you can introduce your next panel.

MR. NETTLETON:  Thank you, Mr. Chairman.

Panel, it's my pleasure to introduce to you the finance panel.  The finance panel is comprised of four witnesses.  The person seated closest to you is Ms. Judy McKellar.  Ms. McKellar is executive vice-president of people, culture, health, and safety for Hydro One.  Seated beside Ms. McKellar is Mr. Keith McDonell.  Mr. McDonell is the director of human resources operations.  Beside Mr. McDonell is Mr. Joel Jodoin.  Mr. Jodoin is senior financial advisor for Hydro One.  And finally on the end closest to me is Mr. Samir Chhelavda, who is the director of corporate accounting and reporting.

Mr. Thompson, I am wondering if the oath could be administered.
HYDRO ONE NETWORKS INC. - FINANCE PANEL

Joel Jodoin,
Samir Chhelavda,
Keith McDonell,
Judy McKellar; Affirmed.
Examination-In-Chief by Mr. Nettleton:

MR. NETTLETON:  Thank you.  Panel, what we are now going to do is ask you a few questions regarding your evidence, and I'd ask you to turn up Exhibit K1.1 which is the witness responsibility allocation table.  It's Attachment 1 to that exhibit.  And in that exhibit there are the exhibits found at pages 11 through 13 that are the responsibility of this panel.

Mr. Chairman, the CVs of the witnesses have also been pre-filed as Exhibit K1.2, and I am not proposing to go through those CVs.  They are on the record.

So starting with you, Ms. McKellar, and just going down, asking each of you the same question, was the evidence that is found on Exhibit K1.1 and K1.2, your CVs, prepared by you or under your direction and control?

MS. McKELLAR:  Yes, it was.

MR. NETTLETON:  Mr. McDonell?

MR. McDONELL:  Yes, it was.

MR. NETTLETON:  Mr. Jodoin?

MR. JODOIN:  Yes it was.

MR. NETTLETON:  Mr. Chhelavda?

MR. CHHELAVDA:  Yes, it was.

MR. NETTLETON:  And panel, do you have any corrections or changes to make to any of that evidence, Ms. McKellar?

MS. McKELLAR:  No, I don't.

MR. NETTLETON:  Mr. McDonell?

MR. McDONELL:  I do have one small correction.  If I could have you turn up Exhibit C1, tab 4, Schedule 1, page 4.  If I can direct your attention to line 22.  Just a small change in the third from bottom line, where it say "on average" it should read "on average, 184 regular employees have retired each year".  It was simply a mathematical error made.  So on average, 184 regular employees have retired each year between 2011 and 2015.

MR. QUESNELLE:  Thank you. 

MR. NETTLETON:  Mr. Jodoin, do you have any corrections or changes to make to the evidence?

MR. JODOIN:  No, I do not.

MR. NETTLETON:  Mr. Chhelavda?

MR. CHHELAVDA:  No, I do not.

MR. NETTLETON:  And Ms. McKellar, starting with you, do you therefore believe the evidence to be accurate to the best of your knowledge? 

MS. McKELLAR:  Yes, it is.

MR. NETTLETON:  Mr. McDonell?

MR. McDONNELL:  Yes it is.

MR. NETTLETON:  Mr. Jodoin?

MR. JODOIN:  Yes, it is.

MR. NETTLETON:  Mr. Chhelavda?

MR. CHHELAVDA:  Yes, it is.

MR. NETTLETON:  And do you therefore adopt the evidence as your evidence in this proceeding, Ms. McKellar?

MS. McKELLAR:  Yes, I do.

MR. NETTLETON:  Mr. McDonnell?

MR. McDONNELL:  Yes, I do.

MR. NETTLETON:  Mr. Jodoin?

MR. JODOIN:  Yes, I do.

MR. NETTLETON:  Mr. Chhelavda?

MR. CHHELAVDA:  Yes, I do. 

MR. NETTLETON:  Ms. McKellar, could you please start by summarizing the evidence that this panel will address?

MS. McKELLAR:  Yes, I will, thank you.  So this panel will address the following areas of Hydro One's application, and the corresponding responses to interrogatories related in these areas: the common corporate costs, OM&A, and they're described in Exhibit C 1, tab 3, schedule 1. 

Common corporate functions and services other than OM&A as described in Exhibit C 1, tab 3, schedule 1.  Corporate staffing and compensation costs and they are described in Exhibit C 1, tab 4, schedule 1.  Common corporate costs, cost allocation methodology is described in Exhibit C 1, tab 6, schedule 1.

Depreciation and amortization expenses as described in Exhibit C 1, tab 7, exhibit 1.  The components of the applied for rate base underlying the application as described in Exhibit D 1, tab 1, schedule 1.  The calculation of the applied for revenue requirement as described in Exhibit E 1, tab 1, schedule 1.  Affiliate service agreements as described in Exhibit A, tab 5, schedule 3, and accounting information and financial information as described in Exhibit A, tabs 6 through 8. 

MR. NETTLETON:  Ms. McKellar, as executive vice president and chief human resources officer, can you please indicate your involvement regarding matters pertaining to corporate staffing and compensation? 

MS. McKELLAR:  Yes.  I am accountable for developing the strategy programs, including diversity programs to support the lines of businesses in Hydro One, to be able to attract, motivate, retain the staff required to deliver on our corporate strategy. 

I am also accountable for designing all of the compensation programs that we have once again the attract, motivate, and retain employees, and that pertains to all employees whether they be senior executives or our union represented employees.

MR. NETTLETON:  Now, Ms. McKellar at Exhibit C 1, tab 4, schedule 1, page 16, the topic of Hydro One's total compensation strategy is described.  Can you please summarize that strategy for us? 

MS. McKELLAR:  Yes, and as I just said, our compensation strategy is essential if we are going to attract the calibre of talent we need to deliver on our corporate strategy.  Our new compensation philosophy which was approved by board in August of 2015 is putting a far greater focus, we would say a laser focus on our pay for performance, our variable pay for our senior leaders.  We are also putting more focus on accountability and delivering on our outcomes.  We want to be market competitive in terms of being able to attract the leaders that we need, and we also want to be affordable. 

Prior to becoming a publicly traded company, Hydro One did have a short-term incentive program and you have heard several of the witnesses explain that program.  However, we have completely revised that annual incentive program and the reason is we want the reinforce our principles for pay for performance, we want the be more accountable for the outcomes, and we want to drive the customer centred focus and the high priority of safety in our company.

We have introduced a new compensation program since we became publicly traded, and that is our long-term incentive program, and you have had questions about that as well.  That is designed to attract and retain our very senior leaders in the company, and it is consistent with market practice.

We also have introduced employee share ownership programs and share grants.  And the mix of these compensation programs is dependent on the level of the employee in the organization and they are in addition the things like base pay, pension and the more traditional benefit programs like our health and dental plans.

MR. NETTLETON:  All right.  So at page 16 of Exhibit C 1, tab 4, schedule 1, you discuss the management employee compensation program and you say that the main focus of the MCP compensation strategy is driving a cultural shift to commercial -- to commercial company norms with the new shareholder expectations and increased focus on customers, productivity, efficiency and accountability.

And those are changes from the past? 

MS. McKELLAR:  Yes, they are.

MR. NETTLETON:  And can you explain the rationale for those changes? 

MS. McKELLAR:  Yes.  It's -- the company has a focus on being more commercial and it's our expectation of our shareholders and our board of directors.  From a compensation perspective, a more commercial focus means we have far greater linkages between our compensation programs, our employee performance, and productivity and efficiencies.

In fact, we now do quarterly investor calls, and we have a focus during those calls on productivity and savings and efficiencies over the past quarter. 

MR. NETTLETON:  All right.  Now, we have heard from Mr. Soare and Mr. Resch in this proceeding, and we would like the now just get your take, Ms. McKellar, on what steps Hydro One took to investigate the proposed performance measures that are included in your MCP compensation strategy.

MS. McKELLAR:  So is Hydro One, as you heard today, worked at the time with Towers Watson, they are now known as Willis Towers Watson, to design a management compensation program and that began with developing a set of compensation principles, which you heard Mr. Resch describe in his testimony.  And that enabled us to design the compensation program that flowed from that with the elements of short term incentive, long-term incentive and so forth.

And this was needed if we were going to attract and retain the calibre of talent we needed to run this publicly traded new company, Hydro One.  Consistent with good governance, the board also used independent compensation consultant, which was Hugessen Consultants and you heard Mr. Soare, I believe it was yesterday, testify on their role as it pertained to setting the compensation for both the CEO and the CFO positions.

MR. NETTLETON:  Now, in the application, you describe incentive based compensation at Exhibit C 1, tab 4, schedule 1, starting at page 19.  And I would like you to summarize, if you could, the STIP and LTIP elements.

MS. McKELLAR:  STIP rewards employees for the achievement of annual team goals and individual goals and it is to align with corporate goals.  It focuses on year, on the year and immediate priorities.  It's a balanced scorecard and takes into account all of the outcomes that we need to achieve over the year.

The LTIP is a long-term incentive plan which is designed for senior executives to create longer term value. It also fosters alignment with shareholder interests and supports the achievement of both near-term objectives, but also long-term value creation.

MR. NETTLETON:  Are the STIP and LTIP programs commonly used in management compensation programs where rate regulated utilities are publicly traded and costs of employee compensations are recovered from customers?

MS. McKELLAR:  Yes, they are and this was discussed in the Towers Watson report.  And beyond this, I am also aware that STIP and LTIP programs are used in management compensation for management employees of both Union Gas and Enbridge, Consumers Gas.

MR. NETTLETON:  In your view, Ms. McKellar, to STIP and LTIP programs provide alignment of customer interests of keeping rates low in the interest of shareholders in the company?

MS. McKELLAR:  Yes, I believe these programs do successfully align management, company, customer and shareholder interests.  The alignment, as I've said, centres around productivity and efficiencies, and SIP and LTIP programs are designed to be at risk.  They only materialize, they only pay out if performance is achieved both on the annual goals, as well as in the long-term goals that are set, and achieving these goals provides our customers and our ratepayers with value.

MR. NETTLETON:  Now, Ms. McKellar, under what circumstances would the team scorecard not be paid out?

MS. McKELLAR:  It's a balanced scorecard, and as such you need an aggregate level of performance in order to have any payout of the short-term incentive, and that is set at 75 percent, the reason being if for argument's sake you had four goals and you maximized two of them and missed two of them and you did not achieve an overall score of 75 percent regardless of achieving two, you would not have any payout, and the reason is, we want a balanced scorecard.  We don't want to over-achieve in one area at the expense of one of the other areas.

MR. NETTLETON:  Now, Ms. McKellar, we have heard in the record of this proceeding that Hydro One has had new senior management brought on, and it's in that light I ask you the next question of, can you provide examples of where productivity savings have been achieved as a direct result of that new management?

MS. McKELLAR:  Yes, I can.  Exhibit 1-13-9 outlines examples of procurement-related productivity savings, which have been explicitly built into Hydro One's 2017 and 2018 budgets.  And TCJ1.17 outlines the productivity savings currently embedded in Hydro One's investment plan.

To date Hydro One's new management has challenged its procurement division to examine its processes and determine whether new approaches can be utilized to achieve savings.  This has already resulted in quantifiable improvements.

TCJ1.17 outlines the approaches implemented to date, as well as planned enhancements which should result in future productivity savings.

And the savings, I should note, are sustainable, they are recurring, and they more than offset any increase to the executive compensation that is associated with the attraction and retention of Mr. Schmidt, our CEO, and Mr. Vels, our CFO.

MR. NETTLETON:  Thank you.  Mr. Jodoin, I am wondering if you could please provide an update to the Board on the revenue-requirement calculation and in particular the return on equity calculation that has occurred as a result of the OEB's update that it provided on October 17th?

MR. JODOIN:  Sure, I can do that.  So on December 2nd, 2016, in response to a request from Board Staff, Hydro One updated rates revenue requirement for updated cost-of-capital parameters.  The impact of the update that was filed affected some exhibits that was included in the filing, specifically Exhibit A, tab 3, Schedule 1, the executive summary, and then more specifically the costs of capital updates can be found in Exhibit D1, tab 4, Schedule 1, with detailed costs of third-party long-term debt in Exhibit D1, tab 5, Schedule 1.  Exhibit D2, tab 4, Schedule 1 provides the debt and equity summary.  And finally Exhibit D2, tab 4, Schedule 2 contains the actual costs of the long-term debt.

What I will do now is briefly go over the updates made to the executive summary so we have an understanding of the changes in revenue requirement.

MR. NETTLETON:  Please proceed.

MR. JODOIN:  Sure.  So the rates revenue requirement is now filed at 1,487.4 million for 2017 and 1,558.4 million for 2018.  The requested rates revenue requirements reflect a year-over-year increase of 0.5 percent for 2017 versus 2016 Board-approved levels and 4.8 percent for 2018 versus 2017.

After considering the load forecast, the requested increase in 2017 is 2.6 percent, with no change to the 2018 numbers.

I will add, finally, that for a Hydro One medium-density residential customer the estimated increase is approximately 0.1 percent in 2017 and 0.2 percent in 2018.
MR. NETTLETON:  Thank you, Mr. Jodoin.

Mr. McDonell, in this proceeding Hydro One has filed as an update and I believe an undertaking -- I will find the number here shortly -- of the Mercer PowerPoint presentation study that was provided during a stakeholder consultation.

While we find that undertaking number, Mr. McDonell, I am wondering if you could please provide and summarize what this report is.

MR. McDONELL:  This report -- you are referring to the Mercer --


MR. NETTLETON:  Sorry, I would like to clarify that.  It is not a report, it is a PowerPoint presentation; correct?

MR. McDONELL:  That is correct.  This is a slide deck that I believe was presented last week to the intervenors that are involved with the distribution rate filing, for which this benchmarking study was prepared for.

MR. NETTLETON:  Okay.  And what is the status of the actual report?

MR. McDONELL:  The actual -- the status of the report is -- it is being finalized.  It is still, I believe, about a week or so away from being finalized by Mercer.

MR. NETTLETON:  And so can you please just provide some context to what this study that's been provided on the record in this proceeding then is, given that the report is not yet published?

MR. McDONELL:  Can you repeat that again, Mr. Nettleton?

MR. NETTLETON:  Can you please provide a summary, just provide some context, as to what the document that is on the record is and what it's intended for?

MR. McDONELL:  Well, the intention is to provide a broad-base look at our compensation.  When I say "broad-base" I mean all our employee groups, and this is a study that we have been filing for the last number of years since 2008, so this will be our fourth study.

And like I said, it is a benchmarking.  We try to be consistent by using the same peer groups, the same benchmarking roles, as much as possible.  We have made, you know, minor improvements over the years.  Is that helpful?  Is that...

MR. NETTLETON:  Yeah, I think so, and I think there will be some follow-up questions from my friend Mr. Rubenstein in this area, but I just wanted you to have the benefit of introducing this.

Mr. Chair, that concludes my direct examination.  I am in your hands.

MR. QUESNELLE:  Okay.  Mr. Stephenson, why don't we just start first thing in the morning?  Does that make sense to you?

MR. STEPHENSON:  That would be fine.  The one thing I just was suggesting that we might do is --


MR. QUESNELLE:  Sure.

MR. STEPHENSON:  -- there was a couple of pieces of paper that we are going to get distributed, and just so they don't get lost overnight --


MR. QUESNELLE:  Good idea.

MR. STEPHENSON:  -- I circulated -- there is a two-page document with a couple of spreadsheets on it that I am going to be asking the witnesses about.  If I could get that -- an exhibit number for that, that would --


MR. MILLAR:  Yes, that's K9.7. 
EXHIBIT NO. K9.7:  TWO-PAGE DOCUMENT WITH ATTACHED SPREADSHEETS SUBMITTED BY MR. STEPHENSON.

MR. QUESNELLE:  And that's both sheets, one exhibit number?

MR. MILLAR:  Yes, it's a single -- it's two pages, but it's one document.

MR. STEPHENSON:  Yeah, I think so.  Great, thank you.

And then I don't actually think this Mercer document that Mr. Nettleton was just asking Mr. McDonell about has got any kind of identifier number on it.  I didn't think it was actually an undertaking attached to it, so there is a copy of it that I gave to Mr. Thiessen, and I am going to be asking some questions about it, and I expect others will too, so why don't we mark that as well.

MR. QUESNELLE:  I had taken it that, Mr. Nettleton, that it was a response to your undertaking?  That's not the case?

MR. NETTLETON:  I must be mistaken.

MR. QUESNELLE:  No, that's fine.  Quite all right.

MR. MILLAR:  So we will mark that as K9.8.  That's the Mercer slide presentation. 
EXHIBIT NO. K9.8:  MERCER SLIDE PRESENTATION.

MR. QUESNELLE:  So this is being introduced into evidence through this process in this panel?

MR. NETTLETON:  Correct.  I believe it's in the SEC compendium of materials.

MR. MILLAR:  It is.

MR. QUESNELLE:  Okay.

MR. STEPHENSON:  And that's yet to be marked, but --


MR. MILLAR:  Right.

MR. QUESNELLE:  Thank you, Mr. Stephenson.

MR. STEPHENSON:  Okay.  But that's it for me.  Thank you very much.

MR. QUESNELLE:  Okay.  Thank you.

MR. DeROSE:  Mr. Chair, just before you --


MR. QUESNELLE:  Yes, Mr. DeRose.

MR. DeROSE:  One other point that we just wanted to put on the record was, you had a conversation with Mr. Nettleton earlier today with respect to the corporate business plan.  There was not an undertaking, and we appreciate that Mr. Nettleton is going back to talk to his client and will report back, but myself and some of the other intervenors have been talking, and we just wanted to put on the record that, while we don't have an undertaking number, that is something that many of us believe should be produced, and to the extent that Mr. Nettleton gets instructions not to produce it, we would just like an opportunity to make submissions to the Board and actually have a decision made with respect to whether it should or should not be produced, and whether this panel should order Hydro One to produce that.

MR. QUESNELLE:  Okay.  Thank you, Mr. DeRose.  Mr. Nettleton, when do you think you will be able to report on that?

MR. NETTLETON:  I suspect I will be able to report back tomorrow morning.

MR. QUESNELLE:  Thank you, Mr. DeRose.  In relation to that, we know that we have an undertaking 1.2 and I believe Ms. McKellar you will be speaking to that.

MS. McKELLAR:  Yes.

MR. QUESNELLE:  Part of that conversation, the result of that, we want to wait for that to determine whether or not we would like to have Mr. Vels return as well.  So that's something I think by noon tomorrow we will probably be able to ascertain, whether or not Mr. Vels should make be himself available, or we will have to remain -- make himself available, and the potential for that would be possibly Monday, the only other day that we have sitting.

MR. NETTLETON:  Yes.

MR. QUESNELLE:  Another element to this, just to put it on to you now, is depending on where we go with that conversation and the Board's satisfaction that the documents I understand that we are seeking will not be available until after the scheduled close of the oral arguments -- or oral proceeding.

But prior to, I think we have tentative dates for the submissions starting argument in-chief perhaps -- I know Ms. Lea had floated some dates by us of December 22nd, perhaps.  So that's something that I would keep in mind, that if the documents could be produced before that --


MR. NETTLETON:  Before argument.

MR. QUESNELLE:  -- before argument starts, then if will is something that triggers the need to have more questions or discovery, then we have the opportunity do that before arguments.

MR. NETTLETON:  You are looking for a Christmas present?

MR. QUESNELLE:  Well, there you go.  I'm just placing all that now, just if that informs you as to a process you want to provide tomorrow or think about that, so.

MR. NETTLETON:  Thank you, sir.

MR. QUESNELLE:  I wanted to have that conversation before we said goodnight, and we will start tomorrow morning at 9 o'clock, thank you.
--- Whereupon the hearing adjourned at 5:08 p.m.

87

