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Monday, January 14, 2019
--- On commencing at 9:30 a.m.

MR. SIDLOFSKY:  Good morning, everyone, and happy new year.  My name is James Sidlofsky.  I am counsel with the Ontario Energy Board, and we are here today for the technical conference on Hydro One Sault Ste. Marie Limited Partnership's application for approval of its 2019 transmission revenue requirement and related relief.

This technical conference was ordered by the Board through Procedural Order No. 3 dated December 14th, 2018 and scheduled for today and, if necessary, tomorrow.

As many, if not all, of you will know, technical conferences do not take place in front of the Panel Board members who are hearing the case, but they are transcribed, and the transcript forms part of the record in this proceeding.

This proceeding is also being broadcast and will be on air throughout the conference with the exception of breaks and those times, if any, where material in this proceeding that the OEB has determined may be kept in confidence is being discussed.

I'd ask any intervenor representatives that intend to ask questions about that material to group those questions in order to minimize the time that we have to close the proceeding.

The other procedural matter I would like to remind parties of is that this is a technical conference.  It is not intended to be cross-examination on the evidence, but rather clarification of the evidence that's in the interrogatory responses provided by Hydro One Sault Ste. Marie.

Before we go into appearances, just a reminder about a couple of technical matters, particularly for the witnesses.  I am sure many of you have been here before, but for any of you who haven't or have forgotten, there's a button and a green light by each of your microphones.  That button controls the mic.  And please ensure that the green light is on before you ask or answer a question, and that will indicate that your microphone is on and that the court reporter can hear you.  The microphones work in tandem, so if you turn your microphone on it will also turn on the microphone for the person next to you.  However, if you turn it off, that also turns off the mic for the person next to you, and you will figure that out easily enough.

Finally, as for timing for today, I am planning to take a morning break around 11:15.  I am expecting lunch -- the lunch break around 12:30 today.  Questions related to PSE's total factor productivity and benchmarking evidence will be held off until this afternoon.

The plan for today -- or for this technical conference is to follow according to the issues list approved by the Board last Thursday, January 10th and, more particularly, according to the general topics A through G of that issues list.  We will be -- we will begin with Board Staff questions and follow with intervenor questions.

With me this morning I have Fiona O'Connell, case manager on this file, as well as Keith Ritchie, project advisor on application policy.

Also with me on the line I have a consultant from Pacific Economics Group, David Hovde.  David, are you there?

MR. HOVDE:  I am.

MR. SIDLOFSKY:  Thank you.  And he and possibly also Mark Lowry of Pacific Economics Group will be asking questions related to the Hydro One SSM total factor productivity and benchmarking studies.

And finally on the line I have Peter Helland, a consultant for Midgard Consulting.  Peter, are you there?

MR. HELLAND:  Yes, I am.

MR. SIDLOFSKY:  Thank you.  Mr. Helland will be asking questions related to the Hydro One Sault Ste. Marie transmission system plan.

And on that note I will start with other appearances.


Appearances:


MR. ENGELBERG:  Good morning, Mr. Sidlofsky.  I am Michael Engelberg.  I am here as counsel to Hydro One Sault Ste. Marie, and with me is Jeff Smith, director in regulatory affairs.

MR. SIDLOFSKY:  Thank you, Mr. Engelberg.

MR. RUBENSTEIN:  Mark Rubenstein, counsel for the School Energy Coalition.  I will put in an appearance for my colleague, Jay Shepherd, who will be appearing later on.

MR. SIDLOFSKY:  Mr. Rubenstein.

MR. GARNER:  Mark Garner.  I'm a consultant with Vulnerable Energy Consumers Coalition.

MR. HARPER:  Bill Harper, consultant with VECC, thanks.

MS. GRICE:  Good morning --


MR. SIDLOFSKY:  Good morning, Mr. Harper.  Good morning.

MS. GRICE:  Good morning.  Shelley Grice, consultant with the Association of Major Power Consumers in Ontario.

MR. SIDLOFSKY:  Ms. Grice.

MR. STEPHENSON:  Good morning.  Richard Stephenson.  I am counsel for the Power Workers' Union.

MR. LADANYI:  Good morning --


MR. SIDLOFSKY:  Mr. Stephenson.

MR. LADANYI:  -- my name is Tom Ladanyi.  I am consultant with Energy Probe, and I have with me Dr. Larry Schwartz, our economics consultant.

MR. SIDLOFSKY:  Good morning, gentlemen.

Okay.  Mr. Engelberg, if I could ask you to introduce your panel, we can proceed.

MR. ENGELBERG:  Mr. Smith will be introducing our panel.

MR. SMITH:  By the way, I would be remiss.  I wanted to introduce -- the young lady beside me is Linda Gibbons.  She will be operating the screens for us.

MR. SIDLOFSKY:  Thank you, Ms. Gibbons.

MR. SMITH:  Our panel -- I will go from, as they appear left to right -- Steve Fenrick is principal consultant, Clear Spring Consultants, and he is the primary author of the total factor productivity study that will be in discussion today, and he will be prepared to answer questions on that study.

Beside him is Stephen Vetsis.  He's a senior regulatory advisor with Hydro One, and instrumental in construction of the evidence of this case.  He will be open to questions on a number of issues, but one of his focuses will be on the revenue cap model itself and the execution.

Seated next to him is Kevin Lewis.  Kevin is the managing director of Hydro One Sault Ste. Marie, and his focus will be, again, all questions related to the utility but primarily around the TSP customer engagement, and he will be prepared to answer questions on the deferral and variance accounts.

Finally, on the far right is Robert Otal.  He is the director of asset management and analytics with METSCO, who is the consultant who constructed the asset condition assessment on behalf of Hydro One Sault Ste. Marie.  Therefore, the focus of the questions that he will be prepared to answer are on the ACA, and also, METSCO was instrumental in the construction of the asset investment plan, and he will also be prepared to answer questions on those topics.  That is your witness panel.
HYDRO ONE SAULT STE. MARIE - PANEL 1

Steve Fenrick

Steven Vetsis

Kevin Lewis

Robert Otal

MR. SIDLOFSKY:  Thank you Mr. Smith.  Good morning, gentlemen.  If there are no preliminary matters -- I haven't be advised of any.  Does anyone have any?  I am not seeing any hands.  I am going to ask Ms. O'Connell to go ahead.
ISSUE A, GENERAL
Examination by Ms. O'Connell:

MS. O'CONNELL:  Good morning.  Regarding issue A1, I have a couple questions.  Basically, you'll note that in IR No. 4 OEB Staff asked regarding the commitments from the EB-2014-0238 settlement agreement.  You will remember that's the settlement agreement from 2016 rates.  The IR 4 asked about a load forecast and that it be provided.  At this time I will also bring to your attention that another commitment in this settlement proposal was regarding a lead lag study.

So I just have a couple of questions to ask you regarding this.  I know you state in your prefiled evidence that this is not a cost-of-service application and that's why you didn't include a component of the working capital.  But the settlement proposal specifically stated that it needed to be filed as part of your next rate application.

So my first question is, when do you plan on filing this study?

MR. VETSIS:  As the -- as Hydro One and Hydro One SSM and Hydro One Networks integrate, our expectation is that going forward the working capital requirements of the utilities will be more reflective of those of Hydro One Networks, and currently the most recent lead lag study completed by Hydro One Networks is available in the proceeding for EB-2016-0160.  I believe it's Exhibit D1-1-4, and provided as attachment 1.

That should be reflective of -- somewhat reflective of the requirements of Hydro One SSM, and in future applications any future lead lag studies would include both utilities at the time of harmonization.

MS. O'CONNELL:  Okay.  I note that in the settlement proposal the working capital allowance that's currently embedded in base rates is at a rate of about 4.4 percent.  I assume that you agree with this 4.4 percent.  It's basically spelled out in the settlement agreement; correct?

MR. VETSIS:  I don't recall.  I will take that subject to check.

MS. O'CONNELL:  And so my next -- my final question regarding on this lead lag study is basically do you think the 4.4 percent that's embedded in current base rates, do you think that's a reasonable proxy for your current working capital allowance requirements?

MR. VETSIS:  We have no further information as to the specifics of HOSSM's working capital requirements beyond what's built in the revenue requirement at this time.

MS. O'CONNELL:  But like high-level ballpark, do you think it would be around the 4.4 percent?

MR. VETSIS:  It would be speculation on my part.  As I indicated, over the long term, over the deferred rebasing period, we would expect that the actual working capital requirements would trend towards those of Hydro One.

I could not comment on the specifics of those -- of Hydro One SSM at this exact moment in time.  I would note that this is a revenue cap index proceeding, and that the review specifically of the working capital requirements is out of scope with the proceeding.

MS. O'CONNELL:  Sorry, I just have one final question regarding this.  You mentioned the lead lag study is a part of the EB-2016-0160 application.  Do you remember what working capital allowance rate was embedded in that study?

MR. VETSIS:  I do not, but I can get the number for you after the break.

MS. O'CONNELL:  Okay, thank you.  So as regarding issue A, I have no further questions regarding issue A.  I am just wondering if any of my fellow colleagues, intervenors have any questions.
Examination by Mr. Garner:

MR. GARNER:  I have a question.  I’m just not sure it’s in the right category.  So why don’t I just ask it, Mr. Vetsis.

It's about the term integration in all this.  As we go forward and keep talking, I just want the make sure I understand what that really entails, looking at the evidence and IRs.

So as I understand it, on October 1st there is integration with Hydro One.  Pardon me if it's in the evidence, but can you clarify to me what does that mean?  Going forward into the new year, SSM, or Sault Ste. Marie, do they continue maintaining themselves as a separate corporation, but operationally there's integration going on for maintenance, service, et cetera?  Is that the basic concept?

MR. LEWIS:  That's correct, yes.

MR. GARNER:  And is there a plan in the future to amalgamate the two utilities, or is the status quo of having two separate companies sharing an operational base, that's the long-term plan for Sault Ste. Marie.  Is that also correct?

MR. LEWIS:  Hydro One Sault Ste. Marie has debt covenants in place until June 2023.  So at least until that time, they will remain a fully separate entity.  At this time, we can't speculate in terms of what potential amalgamation may look like after that time.

MR. GARNER:  Sure, that's very helpful.  And when we say integration in all of this, using that term, it's used a lot in the evidence, I take that to be operational in the sense of -- I am going to call it asset management, trucks, and that sort of stuff assets.

Is it also integration on the financial and administrative end of SSM also, like all of its managing of financial issues and that sort of thing?  Is that also part of the integration?

MR. LEWIS:  The focus of the integration right now is operational in nature.  Anything financial would come no earlier than when the debt covenants mature in June 2023.

MR. GARNER:  Okay, thanks.  And to help me just finally with that, can you give me a picture in my mind of -- Sault Ste. Marie right now has an operational office you are part of, that’s right?

MR. LEWIS:  Hydro One Sault Ste. Marie operates out of a Hydro One Networks work centre in Sault Ste. Marie, Ontario.

MR. GARNER:  Okay.  So it's integrated already into their building and their asset -- that part of it, right?

MR. LEWIS:  I stand corrected.  So the office is  leased through Hydro One Sault Ste. Marie.

MR. GARNER:  Right.  And in that office, can you describe what services or what activities are going on in that office, because that's basically the whole SSM office, administrative office.  What activities go on there?

MR. LEWIS:  So that office is both my office as managing director.  I operate out of that office, and it also operates as a Hydro One work centre.

MR. GARNER:  Like a truck and the depot that sort of centre you mean, like that?

MR. LEWIS:  And trade staff as well.

MR. GARNER:  Right.  Okay, thank you.  Thank you very much.
Examination by Mr. Ladanyi:

MR. LADANYI:  Can I ask a couple questions? Now that I’ve heard that you are going to continue as a separate company until 2023 -- I wasn't aware of this.  Maybe I should have read the evidence more closely.  


So Hydro One Sault Ste. Marie is actually an affiliate of Hydro One and would operate, in my understanding, under the affiliate relationship code of the OEB.  Would that be right?

MR. LEWIS:  That's correct.

MR. LADANYI:  So is there a services agreement between Hydro One and Hydro One Sault Ste. Marie?

MR. LEWIS:  Yes, there is.

MR. LADANYI:  And that's not on the record, is it?

MR. LEWIS:  I do not believe so.

MR. LADANYI:  Would it be possible for you the file the services agreement between Hydro One and Hydro One Sault Ste. Marie?

MR. ENGELBERG:  Subject to checking whether there's any proprietary or confidential information, I can give that undertaking.

MR. SIDLOFSKY:  Thanks, Mr. Engelberg.  That will be undertaking JT1.1.
UNDERTAKING NO. JT1.1:  TO FILE THE SERVICES AGREEMENT BETWEEN HYDRO ONE AND HYDRO ONE SAULT STE. MARIE, SUBJECT TO PROPRIETARY OR CONFIDENTIAL INFORMATION


MR. LADANYI:  Thank you.  That's all my questions.
Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  I have some questions, actually, if we’re on the topic of sort of just general integration.  And I have some questions when we get to the transmission system.

But maybe it would be helpful if you can just provide a narrative or overview, putting aside the legal aspects of the relationship.  There's a separate entity, there's a shared services agreement, just in day-to-day operations and day-to-day planning, what is the relationship between Hydro One Sault Ste. Marie and Hydro One Networks?  And what will that look like by the -- the integration plan that you have, at the end of that plan, what will it look like?  Maybe you can just sort of broadly speak to that.

MR. LEWIS:  Speaking of the day-to-day, Hydro One Sault Ste. Marie remains as a separate licensed transmitter, and as of October 1st, which was the formal operational integration date, Sault Ste. Marie staff transitioned over under Hydro One Networks.

As of that time, the assets, the main station and lines assets remain under Hydro One Sault Ste. Marie, and there are service level agreements in place for Hydro One Networks to continue to -- or to start to maintain those assets on behalf of Hydro One Sault Ste. Marie.

MR. RUBENSTEIN:  So let me just give you an example.  When Hydro One -- since it's Hydro One Networks staff that is doing the servicing, correct?  That's the plan that you are talking about?

MR. LEWIS:  Yes.

MR. RUBENSTEIN:  So when there's a decision about allocation of staff, Hydro One Networks has to service its own assets as well as the separate company of Hydro One Sault Ste. Marie.  How does that work?

MR. LEWIS:  So as I mentioned, on October 1st, the existing Hydro One Sault Ste. Marie staff transitioned over under Hydro One Networks.  The majority of those staff remain in the Sault Ste. Marie office and, largely speaking, continue to maintain those assets as they would have under Hydro One Sault Ste. Marie.

MR. RUBENSTEIN:  You say largely.  So they are not exclusively servicing Hydro One Sault Ste. Marie assets?

MR. LEWIS:  I can't speculate to -- that's up to the supervisors of those staff.

MR. RUBENSTEIN:  Well, that's exactly the question I am -- I am just trying to understand.  Ultimately, there is a certain amount of work that needs to be done in that area that services Hydro One Sault Ste. Marie work and Hydro One Networks assets, and it's the super -- how is the allegation determined?  Is it by priority?  Is it that there’s a certain amount of work that Sault Ste. Marie -- I am just trying to understand.

Operationally, it seems to me then it's integrated operations and it's Hydro One Networks that is determining how the maintenance staff are going to be allocated to which assets.

MR. LEWIS:  So I guess the answer is twofold.  Myself, as managing director, I have a fiduciary responsibility to ensure that the assets of Hydro One Sault Ste. Marie continue to be maintained and prudent investments are made for as long as Hydro One Sault Ste. Marie remains a separate licensed transmitter.

So I need to work in conjunction with my colleagues at Hydro One Networks the ensure that staff maintain Hydro One Sault Ste. Marie assets to the appropriate levels to continue to meet those debt covenants.

MR. RUBENSTEIN:  I understand your legal obligation, and I am not talking -- I am talking about sort of the marginal piece of work, right, that it's not -- the system is not going to collapse, or there's not going to be a problem with the asset if you are doing sort of routine maintenance and there's a -- there is a constraint obviously of the amount of people and the amount of time. 
So it's really -- and you have mentioned the supervisors, so it's the Hydro One Networks supervisor who's making the determination if a staff member today is going to work on Hydro One Sault Ste. Marie asset and tomorrow is going to work on Hydro One Networks assets, at that level.

MR. LEWIS:  So Sault Ste. Marie has annual maintenance plans that are defined, so it is contingent on the supervisors to ensure that those plans are seen through to completion.  So they need to allocate their staff to ensure that the assets are maintained.

MR. RUBENSTEIN:  And the maintenance plan is ultimately approved by who?

MR. LEWIS:  It would be approved by myself.

MR. RUBENSTEIN:  And is there anyone that -- anyone else that is approving that above you?

MR. LEWIS:  I have a board of directors that I report to that would approve the annual plan.

MR. RUBENSTEIN:  And that board of directors is made up of Hydro One Networks staff; correct?

MR. LEWIS:  It is made up of -- yes, correct.

MR. RUBENSTEIN:  Thanks.  And that's where we are today.  If we fast-forward to the end of the integration plan -- I am not sure if that's 2023 or 2026 or some date even farther in the future -- is anything going -- is it just going to be a little bit more of this, more seamless integration, or is it going to look somewhat different?

MR. LEWIS:  So at this time I can't speculate on what the future would entail.  Right now we are working through integration whereby Hydro One Sault Ste. Marie's asset management processes will become further integrated with those of Hydro One Networks.  Ultimately once that integration is completed they will be operating under the same asset management policies and procedures.  I can't speculate if that would lead to any detailed changes.

MR. RUBENSTEIN:  And so we were talking about operations and maintenance.  With respect to planning, the planning function, the capital planning function, is that similar to how you are doing operations or is that...

MR. LEWIS:  Can you repeat the question, please?

MR. RUBENSTEIN:  Sorry.  With respect to the planning function, what type of new capital investment work you are going to do, funding, how that's going to be allocated, as I understand now it's still a bit separate, and through the -- I understand that the plan is to integrate that; correct?

MR. LEWIS:  Yes.

MR. RUBENSTEIN:  And will it be, so Hydro One Networks has a capital planning process that it -- Hydro One Networks has a capital planning process for its assets.  And is the plan that the Hydro One Sault Ste. Marie assets will simply just be another part of the broader Hydro One Networks capital planning?

MR. LEWIS:  Yes.  Like, we would fall under the same process as Hydro One Networks.

MR. RUBENSTEIN:  I just want to be clear when we talk about "the same process".  The process will look the same, or it will be one envelope of capital planning that will allocate funding to Hydro One Networks transmission and Hydro One Sault Ste. Marie transmission, but it's the same process?  It will be an allocation between them as part of it?

MR. LEWIS:  As I sit here today, I can't say with 100 percent certainty how that process will look.

MR. RUBENSTEIN:  So today it's not like that; correct?

MR. LEWIS:  Today Hydro One Sault Ste. Marie is separate, has a separate process for evaluating its capital projects, the asset management process.

MR. RUBENSTEIN:  But the plan is to do some form of an integration.  We just don't know what the end result will look like?

MR. LEWIS:  Yes, we are going through a three-cycle process where by the end of that process the asset management process with Hydro One will be consolidated.

MR. RUBENSTEIN:  What's the date of the -- that will be in the third, do we know?

MR. LEWIS:  There's no formal dates.  Right now we are working through a two- to three-year cycle for that integration, but there's no formal date that's targeted.

MR. RUBENSTEIN:  Sorry, two, three years per cycle?

MR. LEWIS:  No, two to three years total to get through the cycle as a whole asset management process.

MR. RUBENSTEIN:  So the integration, though, you mentioned, your integration will happen in three cycles, I think you said, and you said two to three.  I just want to make sure we are talking about the same things here.

MR. LEWIS:  Sorry, I couldn't -- can you repeat that, please.

MR. RUBENSTEIN:  Sorry, you mentioned that the integration has multiple cycles and they are two to three years per cycle, so do I understand whatever the full range of integration, we don't know what specifically it'll look like, but what the end result will be, that will take place in six to nine years?

MR. LEWIS:  No, I will clarify.  The entire process is two to three years.  It's not each cycle.

MR. RUBENSTEIN:  Okay, thank you very much.
Continued Examination by Mr. Ladanyi:

MR. LADANYI:  Can I ask another question, since Mr. Rubenstein's raised a lot of issues.  I was listening to your answers.  You never mentioned the redirection committee, which I think there is a question from Energy Probe Number 4 regarding the redirection committee.

Where does the redirection committee fit in this integration with Hydro One?

MR. LEWIS:  The redirection committee is a committee under Hydro One that assesses potential changes to the capital plan.  So each year the capital plan that was presented as part of evidence, that is obviously over -- it goes through an annual review process, and if there needs to be changes to reprioritize, changes to schedule or scope of the existing capital plan, those changes would go to the redirection committee for approval.

MR. LADANYI:  Are you on the redirection committee?  I think I have the members listed, but I don't want to look it up now.  Are you on that committee, or...

MR. LEWIS:  I am not, no.

MR. LADANYI:  You are not, so you would then have a proposal to the redirection committee and they would then say we agree with your proposal or not.  Is that how it is going to work?

MR. LEWIS:  Well, it would be myself maintaining oversight of the Hydro One Sault Ste. Marie capital plan, working with the asset management department and representatives for Hydro One Networks to make those types of proposals.  I would not make those proposals by myself.

MR. LADANYI:  Okay.  But they could overrule you; is that right?  Overrule the proposal, whoever made the proposal, based on Hydro One Sault Ste. Marie.

MR. LEWIS:  I can't speculate, but, like, it is my fiduciary responsibility to ensure that the capital plan and that the assets of Hydro One Sault Ste. Marie continue to be maintained and the plan is executed.  So I would have to argue on behalf of Sault Ste. Marie to ensure that the plan needs continue to be met.

MR. LADANYI:  Okay, thank you.
Examination by Mr. Stephenson:


MR. STEPHENSON:  Actually, I have a couple questions just on this transition issue.  Richard Stephenson for Power Workers' Union.

You mentioned that the operational staff had transferred over to Hydro One, but other than -- you are, sir, are an employee of Hydro One Sault Ste. Marie.  What other categories of personnel are actually employed by Hydro One Sault Ste. Marie?  Are there any, or is it just you?

MR. LEWIS:  Sorry, can I get you to repeat the second part of that question?

MR. STEPHENSON:  Yeah, it's pretty simple.  Hydro One Sault Ste. Marie has at least one employee, you.  We have heard that.  What other category of employees does it have?

MR. ENGELBERG:  I think you should ask the witness, Mr. Stephenson, whether Hydro One Sault Ste. Marie has any employees.  I am not certain that this particular witness is an employee of Hydro One Sault Ste. Marie.

MR. STEPHENSON:  I may have misunderstood that.  So you are not an employee of Hydro One Sault Ste. Marie?

MR. LEWIS:  That's correct.

MR. STEPHENSON:  Okay.  So Hydro One Sault Ste. Marie, am I right, it has zero employees?

MR. LEWIS:  Correct.

MR. STEPHENSON:  I see.  Well, let me just back up just a second just to clarify this, because you have said on a number of occasions that you have a fiduciary duty to Hydro One Sault Ste. Marie.  I am just wondering where that comes from if you are not an employee of Hydro One Sault Ste. Marie.  I appreciate it could come from somewhere else; I just don't know.  Can you help me?

MR. LEWIS:  So I am a former employee of Hydro One Sault Ste. Marie Great Lakes Power, and I was among the employees that transitioned over under Hydro One Networks as of October 1st.

As mentioned, I have a fiduciary duty to act on behalf of Hydro One Sault Ste. Marie, and I have no conflicting accountabilities under Hydro One Networks.  So my sole responsibility is devoted to Hydro One Sault Ste. Marie.

MR. STEPHENSON:  Okay, okay.  And you also mentioned that that for the most part the, operational employees that were working for Hydro One Sault Ste. Marie prior to October 1st continue to do so after.

I’ve got that part right, have I?

MR. LEWIS:  Sorry, can you repeat that?

MR. STEPHENSON:  Yeah.  I think you said that for the most part, the operational employees that worked for Hydro One Sault Ste. Marie prior to October 1st continue to do so today.

MR. LEWIS:  So operational employees, or employees in general that worked for Hydro One Sault Ste. Marie prior to October 1st, the trade staff that were located in Sault Ste. Marie, generally speaking, remain in Sault Ste. Marie under Hydro One Networks roles.

MR. STEPHENSON:  Okay, and that's what I understood you to have said.  I wanted to find out, with respect to non-trades staff, whether they are administrative, or supervisory, or managerial.  Is that also true?

MR. LEWIS:  Some staff remain in Sault Ste. Marie; some staff do not.

MR. STEPHENSON:  I am not so concerned where they are physically located.  What I am concerned about is whether they continue to provide the same services to Hydro One Sault Ste. Marie that they did prior to October 1st, regardless of where they are physically located.

MR. LEWIS:  Can you provide some specifics?  Is there positions you are referring to?

MR. STEPHENSON:  No, I am not.  I literally want to get a clarification about this.  I was just -- I just don't know the answer, and I was looking to you for that.

MR. LEWIS:  So as part of operational integration, the staff moved over under Hydro One Networks.  Some of the roles that existed under Hydro One Sault Ste. Marie prior to October 1st, there isn't -- those services would be amalgamated under Hydro One Networks going forward, accounts payable being an example; financial accounting preparation would be another example.

So some employees under Hydro One Sault Ste. Marie would have transitioned over under Hydro One Networks, and I can't say with one hundred percent that those employees strictly work on Hydro One Sault Ste. Marie-related tasks after October 1st.

MR. STEPHENSON:  Okay, I think I understand that.  Thank you.

MS. O'CONNELL:  So shall we move on to issue B, that’s issue B4?  My colleague, Keith Ritchie, has some questions.
ISSUE B, REVENUE CAP PROPOSAL
Examination by Mr. Ritchie:

MR. RITCHIE:  Good morning.  My question is with respect to Staff IR No. 3 on the incremental capital module.

And I am looking at the part B of the response in which Hydro One Sault Ste. Marie stated:
"Transmission projects differ from distribution projects in that they tend to have capital expenditures that span multiple years before the full cost of the project is placed in-service for rate recovery."

MR. ENGELBERG:  Would you be able to tell us to which part of the documentation you are referring the witness?

MR. RITCHIE:  Yes, it was the Staff IR, Exhibit I, tab 1, schedule 3, part B, and the response.

MR. ENGELBERG:  Thank you.

MR. RITCHIE:  Sorry, just to continue:
"As a result, Hydro One believes that the threshold calculated by the ICM formula should apply to the amount of in-year in-service additions, as opposed to the amount of in-year capital spend." 


Now, as the ICM policy was first developed for the distribution sector and then also updated later on, a utility applies for incremental capital module approval and rate recovery in the year that the project enters service;  so in other words, when in fact the capital expenditure becomes a capital addition.

So I am seeking clarification of exactly your response to part B and how you are sort of -- why you were making this proposal, and how it really differs from the Board's policy and practice for the ICM.

MR. VETSIS:  I think we are intending to align with the OEB's intent under the existing policy.  In my past experience, typically when utilities have applied for ICM funding and distribution, the entire funding, the entire work of the project occurred in the year in which the asset was placed in-service.

So therefore, let's say we are looking at 2018.  You are doing some station.  You spent 2 million bucks to redo your station, so 2 million bucks is going into service in '18.  


However, in transmission, there are often larger projects which include multiple years' worth of funding.  So for example, let's say you have a $100 million line.  You are not going to spend the full $100 million of line, let's say, in 2018.  You might have spending over two or three years as construction is happening.

Ultimately, when you go to put the asset into service, you are putting in in-service $100 million worth of work. However, it was not all spent within the year.  Rate recovery's based off of what's placed into service.

So in this situation here for B, the idea would be where you would take the threshold that's calculated, you would apply it -- rather than to the individual spend in year, you are applying it to the total cost of the project as it's put into service.

MR. RITCHIE:  Okay, I guess, just from Staff's perspective, we have sometimes had to deal with this in the case even of distributors.  And I was also -- I don't have the specific reference, but I know, I think in response to another IR, Hydro One Sault Ste. Marie actually stated that in the context of the transmission system plan as filed in this application, capital expenditures and capital additions are sort of synonymous.

So again, I was just trying to understand your response in relation to --


MR. VETSIS:  Could you help provide a reference to the interrogatory which you are speaking about?

MR. RITCHIE:  I guess, maybe just during a break or that, I just don't -- I just didn't have the specific one.  But I can find it.  It was with respect to one of the IRs on the transmission system plan.

MR. VETSIS:  It's tough for me to answer the question without the specific reference, because I do remember the context of the terms being utilized and the TSP being a little bit different than what's being discussed here.

Ultimately, the overarching concept is rate recovery is allowed at the moment the assets are placed in service, and rate recovery is based on the full cost of the project.  That’s what we’re trying to align here, and the reference to in-service additions is to ensure that's the case.

MR. RITCHIE:  Okay, thank you.

MR. LADANYI:  Can I be of help here?  I think you should be referring to Staff No.  6; it's the response A.

MS. O'CONNELL:  Okay, Peter Helland on the call from Midgard.  He has a question also about ICM.  Would you go ahead, Peter?
Examination by Mr. Helland:


MR. HELLAND:  Yes, thank you very much.  Good morning. My question is in regards to OEB Staff Interrogatory No. 7, Exhibit I, tab 1, schedule 7.  In its filing Hydro One has stated that the distribution plan being submitted here is not being filed to support any additional capital funding requests; rather, the submission is to support the capital plan and demonstrate value to the customers offered from the capital expenditure plan.  But it doesn't necessarily describe in detail the prioritization, the projects, the prioritized order of projects.

Further, AMPCO in their Interrogatory No. 1 also asked a question about the ICM.  And their question was directed primarily around the issue of what Hydro One does when they encounter unplanned capital expenditures.  In response to that, Hydro One said, well, we are not aware of any of these specific unplanned expenditures at this time and as a result we have some follow-up questions and clarifications.  Specifically --


MR. VETSIS:  I just want to be clear in your characterization of that question.  The question asked by AMPCO was specifically with respect to whether or not we were expecting any projects that would qualify for ICM or any unanticipated projects that would qualify for ICM funding.

MR. HELLAND:  Correct.

MR. VETSIS:  It's not that -- I just want to be clear about that.  It's in the very specific context of the ICM.  Similarly, you made a comment saying that the TSP does not support the prioritization.  I don't think that's actually the case.  There's detailed evidence in the TSP of a process that was undertaken to prioritize the projects that are being proposed so, again, I want to be clear with respect to those two points.

MR. HELLAND:  Okay.  No, fair enough.

And so the question remains, in the event that Hydro One files an ICM prior to its 2027 -- prior to 2027, how can ratepayers be assured that Hydro One SSM reprioritize projects, you know, and in the -- you know, so under the existing capital envelope prior to opting for an ICM?  So how does Hydro One SSM demonstrate that they have done that reprioritization before going for an ICM?

MR. VETSIS:  My recollection of the way the ICM policy works is it is recovery only for a discrete project, and in order to qualify you have to meet certain criteria, materiality, need, and prudence.  Certainly one would expect that a project, if it is very material and very, very large, the ability to accommodate within an existing funding envelope would be challenged.  It's -- the onus is on the utility, I think, to show that it's -- when you are evaluating the criteria, the total spending, it's the discrete project plus the non-discretionary capital budgets.  That's what determines the incremental funding.  So I think, like, I believe that's sort of how it would be considered in an ICM process.

MR. HELLAND:  And I guess the challenge I am left with with that, then, is what evidence is there that -- like, in this filing that enables the OEB to determine if ICM projects should not instead have been included in the base capital spending today, like, without -- it seems that there's evidence -- like, because of the intent to, you know, not, you know -- with the language I guess the quote is it's not being filed to support any additional capital funding requests.  It also as a result, at least the evidence I see, doesn't allow the OEB or may not allow the OEB to determine if ICM projects should not instead have been included in the base capital spending.  Like, that evidence --


MR. VETSIS:  Typically the onus has been on the utility at the time in which it's applying for the ICM to show -- to show how it's met the criteria of materiality, need, and prudence, so the utility would have to show the need for the project in which it's being -- that it's seeking funding, and would have to show that it wasn't able to accommodate for the project in the existing budget.  So that evidence would be required to be provided by the utility in the future.

MR. HELLAND:  So just so I am clear and I understand, the base capital spending that this filing relates to would then be provided to show the necessary change or the comparison.  The comparisons would then be provided with the ICM as additional information?

MR. VETSIS:  I am sorry, what do you mean by "the comparisons"?

MR. HELLAND:  Well, because the ICM would effectively be reprioritizing base capital spend, if you will, because, you know, I understand it meets the criteria, but I am unsure how the OEB would evaluate the -- the change in priority and the base capital spend in this TSP relative to the ICM?  It's almost like there's a -- well, evidence -- how do I say this properly?  Without understanding the prioritized list of projects well here today, when the ICM comes it's challenging to evaluate its merits relative to whether or not it should have been in the base capital spend, and I am just wondering --


MR. VETSIS:  First of all, the ICM would be for --


MR. HELLAND:  -- where that evidence will come from.

MR. VETSIS:  -- an unforeseen discrete project, so if it's unforeseen you wouldn't have known it existed, so it wouldn't be in the base plan here in the TSP, and my recollection of the evaluation in ICM cases is typically you look at the planned expenditures for the year in which you're seeking ICM funding, and you do the evaluation within that context.

MR. HELLAND:  Okay, thank you very much.

MS. O'CONNELL:  Okay, I have another question related to issue B4.  So this is regarding Staff IR No. 56, Exhibit I, tab 1, schedule 6.  I just have an overall macro-level question.

In this IR you described about the use of the ESM, and I know that the application does talk about the revenue cap plan in a lot of detail.  But I just wanted to ask a high-level question in that other than the introduction of the ESM in years 2022 to 2026, that you're not proposing any other changes to the revenue cap framework methodology used to determine rates over the plan period 2019 to 2026.  It's just a high-level question.

MR. VETSIS:  The ECM (sic) is not -- the ECM is proposed, actually, to be consistent with the OEB's requirements under the handbook for electricity and -- distributor and transmitter consolidations, which states that after the first five years of the deferred rebasing period utilities must have an ESM, and it gives the plus or minus 300 -- like, so everything that's in here is actually aligned with the handbook for consolidations.

MS. O'CONNELL:  But my question was, other than the introduction of the ESM in years 2022 and forward, are you proposing any other changes to the revenue cap plan over the span of this period?

MR. VETSIS:  Not at this time.

MS. O'CONNELL:  No; okay, thank you.

So we can move on to issue B5.
Examination by Mr. Ladanyi:

MR. LADANYI:  Excuse me, I have another question.  The distributors during the deferral period, the distributors after are subject to the mergers and the deferral, they typically would file an application for clearance of deferral and variance accounts each Year, or something like that.  And they would also file for an ICM, if they have one.

So what is your actual filing plan regarding future years?  Would you file for clearance of deferral and variance accounts each year?  Would you also be filing for an ICM, if you have one at that time?

MR. VETSIS:  So the ICM wouldn't be filed at the time of consolidation.  It would be filed throughout the term, if such a need would arise.

Regarding the deferral and variance accounts, at this time we don't expect to be clearing them annually.  But should the balances be material, we may seek to include them in a future mechanistic filing, or as some form of stand-alone application for the clearance of deferral and variance accounts.

MR. LADANYI:  Also, if your ICM is a transmission line, you would have to file for leave to construct.  Is that right?

MR. VETSIS:  I believe so.

MR. LADANYI:  So we would expect that if you have a mayor project, there will be a leave to construct application and possibly be an ICM application.  That's what we may expect in the future years, if something big happens with Hydro One Sault Ste. Marie?

MR. VETSIS:  Potentially.  I will admit my familiarity with leave to construct policy is limited.  I would imagine that we would need both a leave to construct and an ICM filing.

MR. LADANYI:  There are criteria in the OEB Act.  I don't have to tell you they are there.

MR. VETSIS:  Yes.

MR. LADANYI:  Thank you.
Examination by Mr. Garner:

MR. GARNER:  Sorry, I have -- this ICM thing, as I understand it, I mean you are not planning to have one, so it's a lot of theoretical discussion.  But in response to Staff IR 3, there was a discussion in there about the ICM formula and the use of growth rates, and the inappropriateness of it because of the way the revenues flow back to SSM under the UTR.

And I think I understand the general discussion that's being put forward there.

But here's where I am a little bit wondering.  I am not so much confused, but wondering.  Suppose this all goes to the Board and it's all approved in some fashion.  Is the idea that that proposal you have is therefore now part of what's being approved for the Board as to how an ICM should be -- how you are attracted to an ICM during the period that we are talking about, any period?  Or is that still open to whenever you file it, whether it's under a leave to construct, or maybe you have a different type of plant that needs an ICM for it.

Are you seeking to have some sort of pre-approval done with that formula vis-à-vis -- I call it the normal one, but just another one?

MR. VETSIS:  We were not explicitly seeking approval for the exact framework of the ICM over the period.  If the Board were to make specific findings in its decision, then anything we would file in the future would certainly adhere to that, and we would be as consistent with that as possible.

MR. GARNER:  Thank you.

MR. VETSIS:  So all we are actually mentioning is that consistent with the handbook policy, that the ICM would be available.

MS. O'CONNELL:  I guess we will move on to issue B5, please.  I will start with my colleague, Keith Ritchie.
Examination by Mr. Ritchie:


MR. RITCHIE:  Good morning again.  My question is actually with respect to the proposed inflation factor, and I will just, I guess, mention at the outset that this question will be, I guess, addressed to Mr. Fenrick, so get you going this morning.

Good morning.  And the references I have for this one are Staff IR 58, Exhibit I, tab 1, schedule 58, and SEC 37, Exhibit I, tab 5, schedule 37.  And I think, actually, the SEC interrogatory is probably the most pertinent.  And also, too, I am asking this question about the inflation factor because it's on the inflation factor proposal.  It doesn't pertain to the TFP and the total cost benchmarking evidence, and it's not what Staff's consultants PEG's interested in.

When I looked at SEC 37, and the table that was attached to that one, can you confirm that the 14 percent labour and 86 percent non-labour weights that you calculated are on an unweighted basis for the 56 utilities in the sample?

MR. FENRICK:  Yes, that's correct, it was an unweighted simple average of those weights.

MR. RITCHIE:  And again, as I just did some quick analysis of that, basically just would you accept, subject to check, that the minimum for a utility in that sample is 7.2 percent, the maximum is 24.9 percent, and the median of the sample is 13.3 percent?

MR. FENRICK:  Subject to check, yes.

MR. RITCHIE:  Okay.  I guess in terms of my experience in regulation here and elsewhere, I considered that like larger companies, larger utilities may have opportunities for economies of scale and substitution by capital and technology for labour, and basically your sample would have -- your U.S. sample has utilities of varying sizes for their transmission operations.

MR. FENRICK:  That's correct.

MR. RITCHIE:  And I guess, you know, I noticed again, in, I think, your evidence and in some IRs, for the TFP analysis you have done, you know, you have done it in aggregate so as to -- in one sense, it really has added up the information; it is sort of a weighted TFP result.

And I was thinking for this an alternative would be to use a weighted approach to calculate the percentage labour and percentage non-labour, based on some sort of parameter of size of a utility whether it's, what rate base, revenue requirement, kilometres of line, whatever.

Would that be a reasonable approach to try and get a more representative estimate of what is the labour, non-labour breakdown for the sector?

MR. FENRICK:  Yes, I would consider that a reasonable approach as well.  I would suggest you would take the total labour expenses that we measured here, you could aggregate those labour expenses and then divide by the total cost of that -- of the entire industry to do that type of weighting.

That would be the calculation I would suggest and I think that would be just as reasonable as the unweighted approach here.

MR. RITCHIE:  I am wondering, would it be possible for you to undertake to do that because again, you have of course all of your data and I think it would be relatively simple for you to do that based on SEC 57 and the sizes you have for -- in what's the confidential working paper data?

MR. FENRICK:  SEC 37.  I think you said 57, correct?  Thirty-seven?

MR. RITCHIE:  Yes.

MR. FENRICK:  Yes, we could take that as an undertaking.

MS. STRECHAN:  Make that JT1.2.

MR. RITCHIE:  Thank you.
UNDERTAKING NO. JT1.2:  TO PROVIDE A WEIGHTED AVERAGE OF THE PERCENTAGE LABOUR AND PERCENTAGE NON-LABOUR FOR THE IPI WEIGHTS BASED ON SOME MANNER OF WEIGHTING FOR THE SIZE OF THE UTILITY

MR. ENGELBERG:  Mr. Ritchie, for purposes of the record, would you clarify exactly what the undertaking is to do?

MR. RITCHIE:  Okay, the undertaking would be for -- to provide a weighted average of the percentage labour and percentage non-labour for the IPI weights based on some manner of weighting for the size of the utility.  And I would, I guess, ask if Mr. Fenrick could just identify what specific weighting was -- what he used in the calculation.

MR. ENGELBERG:  Thank you.

MS. O'CONNELL:  Okay, it's my understanding that the revenue cap IR mechanisms and components, that that will be dealt with this afternoon when our colleagues from PEG are on the line.

So if there are no other questions regarding issue B5 or any of the other issues in section B -- oh, sorry.
Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  I have a question.

MS. O'CONNELL:  Okay.

MR. RUBENSTEIN:  I just want to understand what approvals you are seeking or your expectation with respect to the revenue cap proposal going forward.  So I understand from the inflation and the productivity and stretch factor it's based on information that is Hydro One Networks' whole.  Do I have that correct?

MR. FENRICK:  Yes, we are seeking to adopt the parameters from the Hydro One study.

MR. RUBENSTEIN:  I want to understand in a future Hydro One application, say in 2022 or whenever the -- it's between the period of time between when there's a rebasing application for Hydro One SSM or I guess a combined application.


So until the end of 2026 there's a change in either the inflation factor in Hydro One Networks transmission proceeding or a stretch or productivity factor change in Hydro One Networks application.

Is it the expectation that would then apply to Hydro One Sault Ste. Marie in that year's rate adjustment?  Or is it what the approval in this proceeding, the numbers you seeking in this proceeding, would be applied for every year for the entire plan regardless of any changes for Hydro One Networks transmission?

MR. VETSIS:  I believe the intent is that the two companies would align so that ultimately future information, future studies would be heard in Hydro One Networks' application, and when the determination was made they would be adopted for Hydro One SSM as well.

MR. RUBENSTEIN:  Okay.  Thank you very much.
ISSUE C, TRANSMISSION SYSTEM PLAN

Examination by Ms. O'Connell:


MS. O'CONNELL:  Okay.  If there are no further questions at this time regarding part B, revenue cap proposal, we will move on to section C of the issues list.  I will -- regarding the transmission system plan, I have first an initial question, and then I will turn it over to my colleagues from Midgard for another few questions, and then I will come back and ask more questions.

So my first question regarding issue C9 of the transmission system plan, I am referring to OEB Staff IR 5, which is Exhibit I, tab 1, schedule 5 -- basically, this IR asked Hydro One Sault Ste. Marie how they're planning to manage their CAPEX and OM&A within the funding envelope approved in the last rebasing proceeding.

In response, basically, Hydro One Sault Ste. Marie stated that prioritized and expenditures and follows defined maintenance plans. So my first kind of overall question, I just wanted to confirm that you agree that in the 2014-0238 proceeding, the settlement agreement, that for 2016 rates that are currently embedded in your base revenue requirement, 11.3 million is embedded in the base revenue requirement for OM&A and depreciation of 9.8 million.  So I just wanted to confirm that's your starting point.  Can you please confirm?

MR. LEWIS:  Subject to check, that's correct.

MS. O'CONNELL:  Okay.  So then my next question is around the -- if you refer to SEC IR Number 8, which is Exhibit I, tab 5, schedule 8.  SEC basically asked about the cost savings that you have achieved and what your forecast to achieve for the TSP plan.

So if you go -- so if you scroll down, you will see that that table there in the middle, current actuals and forecast post transaction, that I will refer to as table A.  So table A, current actuals and forecast post transaction.  You'll note that the capital expenditures in this table also correspond to table 1.3 in your prefiled evidence.

So basically, if you look at this middle table, I am just not clear regarding the OM&A line.  You will see it goes across.  So 9.4 in 2017 and then 11.3 over the remainder of the period.

I am just wondering if this -- if this 11.3 is definitely an accurate representation of your projected OM&A going forward?

MR. LEWIS:  Can I get you to repeat the question, please?

MS. O'CONNELL:  Sure.  So the middle table on that screen -- I am calling it table A -- are current actuals and forecast post transaction.  So if you look at the OM&A line, it shows that 11.3 million forecast to be spent from 2018 to 2026 period.

So my question is, A, is 11.3 million accurate to be used across the board from 2018 and forward?  And B, were the actuals 2018 actually 11.3 million?

MR. LEWIS:  I would say the 11.3 is not representative for every single year from 2018 to 2026.  And for 2018, given that the financial close has not been completed I cannot confirm whether 11.3 was the value for 2018.

MS. O'CONNELL:  I would like to request an undertaking to provide an updated accurate table.

MR. VETSIS:  I would note that the intent is to manage, within an OM&A envelope as adjusted by inflation over the test period, for the prospective of the forward looking OM&A numbers.  What you would receive would just be a base value adjusted for some assumption of inflation.

MS. O'CONNELL:  I know.  But the reason why I am asking that is because the second line of that table with respect to capital, capital's also expected to be managed within the depreciation funding envelope.  But you will note the capital numbers go up and down, whereas the OM&A goes straight.

So that's why I am asking for a more updated table to reflect more accurate OM&A projections.

MR. VETSIS:  And that's because the capital forecast is built based on a bottom-up forecast of projects, forward-looking projects supported by the TSP.  I am not aware that there's such a detailed bottom-up build-up of OM&A that far ahead into the future.

As noted earlier, this is a revenue cap index proceeding.  We are not looking at a bottom-up build-up of OM&A expenses.

MS. O'CONNELL:  So are you declining to provide my undertaking?

MR. ENGELBERG:  I think that's what the witness is saying.  What Hydro One Sault Ste. Marie can do, if it's timely enough, is to provide you with the actual number after the books are closed for 2018 for OM&A.  But I think to go into the future isn't going to get us anywhere.

MS. O'CONNELL:  The reason why I am also asking this question is because in IR No. 40, so Exhibit I, tab 1, schedule 40, if you go there and scroll down -- keep going down.

So part B there, you say there that the OM&A is expected to increase.  So, you know, you are saying one part of the evidence you can't update, and then here another part you are updating.

MR. VETSIS:  If you read the end of the sentence, it says largely due to inflation.  My understanding is that this calculation was simply like prior year numbers as escalated up for an assumption of inflation.  They are not a detailed build-up of costs.
Examination by Mr. Garner:


MR. GARNER:  Sorry, it's Mark Garner from VECC and I don't want to interrupt Ms. O'Connell's cross.  But you have made a point about the fact that the proposal doesn't require review of the OM&A because of the nature of its revenue cap.

One thing I am wondering about, however, is the proposal does have an earnings sharing mechanism, doesn't it?

MR. VETSIS:  It does.

MR. GARNER:  Okay.  So the first question is, is in order to calculate that earnings sharing mechanism in the future, would I be correct in saying that calculation will actually -- will be really a review of the allocations of cost from Hydro One Networks to Sault Ste. Marie.  Because there are no employees, you are basically allocating all your costs for operation from one utility to the other.  Isn't that what's happening?

MR. LEWIS:  Can I get you to just repeat your question, please?

MR. GARNER:  My question was:  Is it correct that the way OM&A is calculated for SSM is as an allocation of costs from Hydro One Networks?

MR. LEWIS:  Yes, Sault Ste. Marie's OM&A costs would be through billings through the service level agreements from Hydro One Networks.

MR. GARNER:  Right.  And is the cost allocation methodology as between Hydro One Networks and Sault Ste. Marie, is that on the record some place?

MR. ENGELBERG:  I think there has already been an undertaking to provide that.

MR. GARNER:  Is that right, Mr. Engelberg?

MS. O'CONNELL:  I think it was the service level agreement that they agreed to provide.

MR. ENGELBERG:  Yes.

MR. GARNER:  Right.  But I would think those are two different things.  There is an agreement, a service level agreement.  But then there's a methodology.  Sometimes we see these as a third party's review of the methodology as to the allocation, so whether they are using, you know, timesheets, et cetera, that sort of thing.  It gives you a set --


MR. VETSIS:  Yes, the expenses -- my understanding is the expenses are determined by the SLA.  There's fees, certain rates built into this SLA and that's what determines the expenses.  Those fees multiply by whatever units of service that's provided.

I don't know why the necessarily the cost allocation model that Hydro One uses would be relevant in this instance because, like I said, the actual OM&A is based on the SLA itself.

MR. GARNER:  Yes, it's not so much -- I don't know if we are talking about the same thing about a cost allocation methodology.

What I am familiar with is usually a document, often reviewed by a third party, that is the methodology in which one does the allocation, so how one figures out how much time someone put into one utility versus the other utility, that sort of thing.  


And perhaps without seeing the SLA, the agreement, it may be -- that may answer that question.  So I am just going to -- I am going to leave that line for my -- I think we will wait until we see that SLA.

MS. O'CONNELL:  Okay.  So back to the undertaking that I requested.  If you could provide the actual 2018 OM&A and capital, that would be helpful.

MR. ENGELBERG:  Yes, we will undertake to do that when it becomes available.

MS. SIDLOFSKY:  Thanks, Mr. Engelberg.  That will be JT1.3.
UNDERTAKING NO. JT1.3:  TO PROVIDE THE ACTUAL 2018 OM&A AND CAPITAL
Continued Examination by Ms. O'Connell:

MS. O'CONNELL:  And then if we go back to SEC No. 8 again; Exhibit I, tab 5, schedule 8.  Just scroll down to that middle table there, current actuals and forecast post transaction.  The capital numbers in that line reconciled to a table in your pre-filed evidence, that's table 1.3, historical and planned period capital expenditure summary.  Can you confirm that that line is the actual amount of capital that you're forecasting over the plan period?

MR. LEWIS:  That's correct.

MS. O'CONNELL:  Okay, great.  Okay.  So my next question is regarding OEB Staff IR No. 40, Exhibit 1, tab 1, schedule 40.

So you will note there's a table 2 there.  So the -- my first question is regarding O&M.  Is this only system O&M, or is it total OM&A spending?

MR. LEWIS:  Subject to check, that would represent OM&A spending.

MS. O'CONNELL:  Okay.  Because you'll note there that the -- the lines -- the numbers over the forecast period for the system O&M, which is the same as actual OM&A, that they don't tie to other areas of the application.  So I guess this was another reason why I was asking for an undertaking to show the OM&A over the planned period, because here it's a different number than the 11.3 that you mentioned earlier.

MR. LEWIS:  So the costs listed under 2018 represent the amount in Hydro One Sault Ste. Marie's budget for planned expenditures in 2018.  From 2019 onwards there would be the adjustment for inflation.

MS. O'CONNELL:  Okay.  I don't want to keep beating a dead horse here, but, like, for example in this table here the 2022 shows 11.4 million, but then in the other table it shows 11.3 million.  So I guess what you are saying is that this line here, OM&A in this table is the more accurate number, rather than using the prior table of 11.3 million going forward over the whole plan period.

MR. LEWIS:  So the OM&A numbers in this chart in front of us, I don't have the reference in front of me, but with 2019 starting at 10,700,000 onwards, it is my understanding that these numbers would represent the more realistic OM&A expenditure going forward in the forecast period.

MS. O'CONNELL:  Great, thank you.  Okay.

So going forward I will use that number -- that line OM&A, system OM&A, as total OM&A over the historic and plan period.  And with respect to capital, I won't refer to the capital line in this table because you already said that table 1.3 of your prefiled evidence is the more accurate number because, as I pointed out before, these numbers in table 2 don't reconcile.

So I guess --


MR. VETSIS:  Maybe just to make life easy --


MS. O'CONNELL:  Yes.

MR. VETSIS:  -- we will take back, look through the inconsistencies --


MS. O'CONNELL:  That would be great, thank you.

MR. VETSIS:  -- and file a table that has the two, and as I noted, any forward-looking OM&A is just simply an inflation-adjusted value.

MS. O'CONNELL:  Okay.  So we have an undertaking to reconcile discrepancies.

MR. VETSIS:  To be clear, what we will do is take the table referenced in the IR that was just closed and revise the numbers in that table.

MS. O'CONNELL:  So you will revise the numbers in table 2, capital expenditure summary from Chapter 5 consolidated?

MR. VETSIS:  Yes.

MS. O'CONNELL:  And then also extend it to the years 2026, please.  Do you agree?

MR. VETSIS:  Yeah, I think we can do that.

MS. O'CONNELL:  Okay.  That's great.  Okay.  Next --


MR. SIDLOFSKY:  We will give that an undertaking number.  JT1.4.
UNDERTAKING NO. JT1.4:  TO REVISE THE NUMBERS IN TABLE 2, CAPITAL EXPENDITURE SUMMARY FROM CHAPTER 5 CONSOLIDATED AND TO EXTEND IT TO THE YEAR 2026

MS. O'CONNELL:  Okay.  So I have more questions, but I will throw it over to my colleagues at Midgard.  They have a number of questions regarding the TSP.
Examination by Mr. Helland:


MR. HELLAND:  Thank you very much.

The first question will be in regards to OEB Staff Interrogatory No. 14, Exhibit I, tab 1, schedule 14, about Sault number 3 -- this was number 3 line replacement.  In the filing Hydro One SSM states that the upgrade work on this line includes replacement of conductor on the number 3 line that was found to be in poor condition in answer to questions about the risk of failure of the conductor.  Hydro One SSM responded that the project would result in a 97 percent decrease in risk as a result of that replacement project and that the risk is attributable to a lower likelihood of failures along the Sault number 3 line.

In its response to IR No.14, Hydro One SSM stated that it used Figure 3-8 in the TSP to determine that 97 percent risk decrease.  Could you please describe how Hydro One SSM used or applied Figure 3-8 to determine that 97 percent decrease value?

MR. OTAL:  So if I could take you to Exhibit B1, tab 1, schedule 1, pages 64 through to 67, these represent the frameworks that are used as part of this process in order to define the probability and the consequences that formulate the risk calculation.  So if we don't do the work, this would be the risk that the system would be exposed to, and that is what is then used to establish the risk units as defined in Figure 3-8.

MR. HELLAND:  So could you specifically, however, take us through that specific application to get to the 97 percent decrease in that, given that the consequence of failure is constant, because in your response it was only the likelihood of failure that changed.

Can you describe how the probability or likelihood of failure changed according to Figure 3.8, please?

MR. OTAL:  So in terms of this decrease in risk, so if I go to figure 3-5 on -- so this is Exhibit B1, tab 1, schedule 1, page 65, this corresponds to the reliability consequence framework.  So as noted, this particular line has experienced a significant number of historical failures.  And so, essentially, after completing the work, we would see a reduction in the score that is associated with the reliability consequences.  And that is what is going to feed into the net reduction in the risk score that is calculated.

MR. HELLAND:  Just to make sure I heard you correctly, did you say there would be reduction in the reliability consequence?

MR. OTAL:  That is right.  There would be a change in terms of the reliability impacts as a result of doing this work, as the probability is reduced so you would no longer have those reliability impacts as a result of the probability reduction.

MR. HELLAND:  So just -- I will be honest; I am a little bit confused by your answer in that -- are you telling me that despite what was said in the response about it being attributable to the likelihood or probability of failure, it's both the likelihood and consequence of failure?  So it's acting on both axes of the risk table?

MR. OTAL:  Let me clarify.  Again, if I go back to figure 3-8, I see the probability on the X axis and consequences on the Y axis.

So what we are seeing is that probability is going to be reduced, such that you are no longer exposed to those consequences that I was referencing earlier, and that is how we get to that final reduction in the risk score.

So I was referencing the consequence table to show here it's the different levels of consequences that could occur.  Your probability exposed to those consequences will be reduced, which will result in a reduction in that risk score.

MR. HELLAND:  Okay.  So, is the projected risk mitigation primarily due to the replacement of splices, or the replacement of conductor?

MR. OTAL:  So if I refer to Exhibit B, tab 1, schedule 1, page 128 of 188, line 10, so it's stating that the number 3 115-kV transmission line is currently de-rated due to multiple sleeve failures and aging conductor.

And then if I proceed to page 131 of that same exhibit, we see issues -- so these were the specific portions of splices that were examined as part of the Kinectrics study.  And so it's attributable, in this case, to the splices that were examined in this particular study.  So it’s a combination of the aged conductor, as well as the deteriorating splices.

MR. HELLAND:  Okay, understood.  And so would you be able to provide a proportional attribution of the benefits, if you will, associated with the replacement of the aged conductor versus the splices, so basically attributing it on a proportional basis?  It’s probably an undertaking to do that.

MR. ENGELBERG:  I think we are not going to give that undertaking.  That really gets too far in the weeds over -- it's not really relevant.

MR. HELLAND:  Okay, I -- okay.  Moving then on to OEB Staff Interrogatory 26, continuing with the number 3 line replacement, Hydro One stated that this line is the worst performing circuit on the Hydro One SSM system.  Once again, conductor condition is a primary cause of poor performance in response about this, but that the failure of the aluminium splice assembly was driven largely by moisture and such things, but that the splices were the typical failure mechanism and that re-conductoring would address the primary cause and failure mechanism.

So given that conductor condition is the primary cause of poor performance, but that the splice assemblies are the primary cause and failure mechanism, I just want to confirm that that is in fact correct, that the splice condition is the primary direct cause of poor performance on this circuit.

MR. OTAL:  So as I noted before in the previous question, it was the combination of both the aging conductor as well as the performance of the splicing.

MR. HELLAND:  And I understand that it's both of it, both.  But which one is the primary driver, then?  Are they equal?  Is one more than the other?

MR. OTAL:  I would say that on an overall whole, the drivers of doing the work is a combination of both.  Again, the probability of having a failure based on the aging conductor and the performance of the splices, as well as the potential consequences, a failure as shown in figure 4 on page 129 of 188, Exhibit B1, tab 1, schedule 1.

So it's not just any one driver that's driving the need to do this work.  But it's really looking from a risk standpoint, both the possibility of a failure as well as the potential consequences which are illustrated in figure 4, which really demonstrate the importance of this line across the broader system as a whole.

MR. HELLAND:  Okay.  And so I guess my question then becomes, on the basis of that, if only the splices were -- or the problematic splices were to be replaced rather than performing a complete re-conductoring, what would be the associated benefits with that, and perhaps that's an undertaking --


MR. ENGELBERG:  I think you are asking the witness to speculate.  I think he said it's a combination of both, and I don't think we are really going to get to any benefit by trying to speculate and apportion matters further.

MR. HELLAND:  I guess my question is, was a trade-off done?  Was a business case done to perform exactly that analysis prior to deciding to do a complete reconductoring?

MR. ENGELBERG:  He said they both contributed to it, they are both responsible, and I think we need to move on.

MR. SIDLOFSKY:  He also asked whether there is a primary driver.  That doesn't seem to be irrelevant.

MR. ENGELBERG:  I don't think the witness can say any more that's helpful.  He said they were both drivers.

MR. HELLAND:  Okay.

MR. SIDLOFSKY:  Okay, Mr. Helland.

MR. HELLAND:  Yes.

MR. SIDLOFSKY:  Sorry, if you'd like to move on.

MR. HELLAND:  Roger that.  Moving on then to OEB Staff Interrogatory No. 27, Exhibit I, tab 1, schedule 27, this has to do with support structures replacement.  There's a figure in the IR that's relevant to the IR, Figure 3-17, regarding to structures health index.  In response to questions Hydro One SSM stated that it currently collects only a limited amount of information on the health condition of structures and the result is that the health indices for the line structures basically result -- or that lack of information results in most of the structure conditions showing up as fair, I think they called it stratification.

Could you please confirm whether the lack of available information on asset conditions limits the ability to calculate meaningful health index results for support structures?

MR. OTAL:  That would be not confirmed.  We are able to calculate meaningful health indices leveraging the available data as captured by HOSSM through their available processes, and that was really largely the purpose of the exercise going through the ACA framework, creating the architecture, and producing results that leverage their available data.

MR. HELLAND:  Okay.  On that basis, then, could you please provide the assumptions and details employed in the economic evaluation that supports the proposed replacement of the structures as proposed then?

MR. OTAL:  I am sorry, but which project specifically are you referring to when you are saying replacement of the structures?

MR. HELLAND:  I guess I am referring to the program as opposed to any specific structure.

MR. ENGELBERG:  Could you be more definitive as to exactly what you're looking for?  Depending on what it is we may want to consider that during the break, which is imminent.

MR. HELLAND:  Sure.  Basically cost/benefit trade-off and business case and the underlying assumptions, if you will, to be simple about it.

MR. ENGELBERG:  We will look into that during the break.

MR. HELLAND:  Appreciate it, thank you very much.

MR. SIDLOFSKY:  Mr. Helland, would now be a good time for a break?

MR. HELLAND:  I wouldn't mind doing OEB Staff IR 29 just to finish support structures if possible.

MR. SIDLOFSKY:  That's fine.

MR. HELLAND:  That way we finish support structures.

MR. SIDLOFSKY:  I think that's fine.  Go ahead.

MR. HELLAND:  Okay.  OEB Staff Interrogatory No. 29, Exhibit I, tab 1, schedule 29, once again about support structure replacements.  Basically this IR is about questions about Hydro One SSM program of prolonging the life cycle of installed assets and the strategy around wood versus composite structures.

And questions were asked about whether Hydro One SSM had data from peers in similar climatic zones.  The simple answer was, no, there's no data.  Whether there was business cases to support the economics of transitioning from wood to composite counterparts, the answer was, no business case was done.  But rather, engineering condition assessments were used in lieu -- and I am paraphrasing a bit there -- and that average unit installation costs for wood structures were -- and composite structures were not currently available.

I come to the question, then, is Hydro One SSM aware of any other Ontario utilities in similar climatic zones that have transitioned to composite structures, including Hydro One itself?

MR. LEWIS:  Hydro One Sault Ste. Marie is not aware of other utilities that have transitioned to composite.

MR. HELLAND:  Would you be able to provide a more complete technical and economic justification -- i.e., a business case -- as to why composite structures are required in this instance, specifically justification showing that composite structures will provide better value to ratepayers rather than wood poles?

MR. ENGELBERG:  Are you asking Hydro One Sault Ste. Marie to undertake getting a report that would say that?

MR. HELLAND:  Well, the strategy was chosen.  We would like the business case or economic justification that supports that strategic decision, yes.

MR. ENGELBERG:  If there's something in existence, that's fine.  But we are not going to undertake to create something new at this point.

MR. HELLAND:  Okay.  I guess the question -- so I guess the undertaking is to determine if such a thing exists and, if so, provide it?  Is that a fair -- would that be fair?

MR. ENGELBERG:  You can ask the witness right now if something like that exists.

MR. HELLAND:  Does such a justification exist?

MR. LEWIS:  So referring to response B as part of the interrogatory OEB Staff 29, we have provided a pole care report that was prepared by a third party in 2009 which was the justification to move to replacing wood poles with composite poles at that time.  So it was a strategic management decision at that time to transition to composite poles, given that we are in the progress of integration, and as we have spoken to, the transition or the amalgamation of the asset management policies of Hydro One Networks, Hydro One Sault Ste. Marie will now review as part of that integration with Hydro One Networks in terms of a strategy moving forward for the pole replacement program.

MR. HELLAND:  Okay.  I mean, I understand and appreciate that it's a pole care report, but the thrust of the question is really around the technical and economic justification, which is -- which goes a step further than just the pole care report itself.

MR. ENGELBERG:  It appears to me that the report was used to make the decision, and that would take into account the economics and all the other purposes of conducting such an analysis.

MR. HELLAND:  Okay.  I will take that to mean that the pole care report is your economic justification, then.  It contains that -- you feel that that contains that information?

MR. ENGELBERG:  That's what the utility is relying on.

MR. HELLAND:  Okay.

MR. SIDLOFSKY:  Perhaps I could just jump in with one clarification question about that.  Just to be clear, then, you have no other reports or justifications for the move to composite beyond what's in the pole care report.  Is that right?

MR. LEWIS:  To the best of my knowledge, that's correct.

MR. SIDLOFSKY:  Okay, thank you.

MR. HELLAND:  Thank you, that was a helpful clarification.  When asked to provide the average unit installation costs for wood structures and composite structures, Hydro One SSM replied that the information wasn't readily available.

Is Hydro One SSM able to provide a ballpark estimate of the cost associated with those types of replacements and, for example, 10K per wood pole replacement, let's say 20K per composite pole; would that be a fair representation of approximate costs?

MR. LEWIS:  We can take away to look into whether we can pull ballpark numbers, but I can't make a commitment that we can arrive at a specific figure based on the information at hand.

MR. HELLAND:  Okay, so that's an undertaking, then, I assume?

MR. LEWIS:  Yes.

MR. SIDLOFSKY:  That will be JT1.5.
UNDERTAKING NO. JT1.5:  TO MAKE BEST EFFORTS TO PROVIDE A PALLPARK ESTIMATE OF COSTS ASSOCIATED WITH POLE REPLACEMENTS


MR. HELLAND:  Super.  That's it for questions for now on support structures.  I thank you very much for that and look forward to chatting more after the break.

MR. SIDLOFSKY:  Okay, on the clock in the room here it's just coming up on 11:25.  Let's reconvene at 11:40.  Thank you.
--- Recess taken at 11:25 a.m.
--- On resuming at 11:49 a.m.

MS. O'CONNELL:  We are on air.

MR. SIDLOFSKY:  Okay, we are back, and we are going to continue with Mr. Helland's questions on TSP.

MR. ENGELBERG:  Mr. Sidlofsky, before we start, perhaps Hydro One Sault Ste. Marie can answer some of the matters that were taken away.

MR. SIDLOFSKY:  Certainly, thank you.

MR. SMITH:  I will just go through these quickly, and stop me if you have any questions, but we took away to find out the amount -- the working capital percentage that was included in HOSSM's revenue requirement was given as 4.4.  We said we would check, and we confirm that it is 4.4.

Likewise, we were asked for the amounts included in Hydro One Networks' most recent filing -- that's 2016-0160, I think, Steve?  Yes -- and the answer is for 2017 it's 3.4 percent of OM&A and for 2018 it's 3.7 percent of OM&A.  The --


MS. O'CONNELL:  Sorry, do you mean working capital allowance?

MR. SMITH:  Yes.

MS. O'CONNELL:  Okay.  Thank you.

MR. SMITH:  I think the question was for comparison.

MS. O'CONNELL:  Not OM&A, working capital allowance.

MR. SMITH:  As a percentage of OM&A, the working capital amount.  The calculation of working capital works out to 3.7 percent of OM&A.

MS. O'CONNELL:  Okay.

MR. SMITH:  There was a question, I believe, from Mr. Ritchie about some of the labour percentages, and we are prepared to provide that now.  I would ask Mr. Fenrick to provide those numbers.

MR. FENRICK:  Yes, in SEC 37, we had a table there, and the minimum is 7.4 percent in that table, the maximum is 24.9 percent, and then the median is 13.3 percent.

And Mr. Ritchie also -- I took an undertaking, JT1.2, during that line of questioning, and I was able to calculate that over the break, and I can provide the labour percentage when we do a weighted calculation is 14.8 percent, and then that would make the non-labour portion 85.2 percent.

MR. SIDLOFSKY:  So then that is your response to JT1.2, correct?

MR. FENRICK:  Correct.

MR. SIDLOFSKY:  Mr. Engelberg, was there anything else?

MR. SMITH:  As I understood, that undertaking was just for those numbers, so I think we have satisfied that undertaking.  No need to take it away further.

Subject to check was the amount of deprecation included in the base revenue requirement.  Forgive me, I forget the exact number, but we confirmed that that was correct, the amount that was given.

MS. O'CONNELL:  Sorry, the depreciation of OM&A, you said?

MR. SMITH:  Just the depreciation in the base revenue requirement for HOSSM.  I believe as one of your questions you had stated, and we said subject to check.

MS. O'CONNELL:  Yeah, I think the other...

MR. SMITH:  And so we did check, and it's correct, the --


MS. O'CONNELL:  In OM&A as well, yeah.

MR. SMITH:  -- amount -- yes.  Yes, that's all we had.

MR. SIDLOFSKY:  Thank you.  Mr. Helland.

MR. HELLAND:  Yes, thank you.

Moving on to OEB Staff Interrogatory No.32, Exhibit I, tab 1, schedule 32 regarding Greenfield TS land purchase. Basically, Hydro One SSM has allocated $2 million to the purchase of land even though it hasn't yet been determined that the land purchase is necessary and that use of existing lot -- that some existing property is feasible and permissible.

Hydro One is currently leasing Goulais and Batchewana sites.  The question is in the event that one of these sites is found to be suitable for the planned construction of the Greenfield transmission station, how will Hydro One SSM deal with the 2 million budgeted for land purchase cost?  And if -- and will these funds be reallocated to a lower priority project, so I guess it's a two-part question.

MR. LEWIS:  So at this point in time, given that there hasn't been an extensive amount of work, I can't speculate on whether the -- how the funds would be reallocated if we did not need to spend them on this purchase.

MR. HELLAND:  Okay.  I guess a follow-on question is what factors will be evaluated to determine if one of the existing lots is feasible and permissible.


MR. LEWIS:  Can we just get you to repeat that question, please?

MR. HELLAND:  What factors will be evaluated to determine if using one of the existing lots is feasible and permissible?  So instead of purchasing new land?

MR. OTAL:  So if I refer to Exhibit B1, tab 1, schedule 1, page 166 of 188, where the different alternatives for the new Greenfield TS were already considered, there was an alternative 2 which already considered attempting to leverage the existing locations, and it's noted that one of the key issues is there's a lack of available space surrounding these existing station sites that will prevent the installation of new assets while equipment remains in-service.  So there would be executional issues and site-specific issues constraints to leverage these sites as per this alternative analysis investigated.

MR. HELLAND:  So if I understand your answer correctly, what you are saying is that the factors to be considered are primarily one of space constraints; is that correct?

MR. OTAL:  It would be both in terms of the physical space and operational constraints as noted in the alternative 2 analysis.

MR. HELLAND:  Okay.  So the analysis will be limited to physical space and operational constraints; is that correct?  And I guess the answer will be yes, because that's what you said, so I guess I can move on.  Sorry about that.

OEB Staff Interrogatory No. 36, Exhibit I, tab 1, schedule 36.  When asked to quantify the lifetime cost of ownership for leasing relevant parcels versus buying $2 million worth of new land, Hydro One SSM responded that the lifetime cost of ownership for leasing land parcels has not been quantified; however, a thorough analysis will be performed prior -- a thorough analysis will be performed prior to moving forward with any land acquisition.

Could you describe in detail what a thorough analysis is that Hydro One is planning on conducting?

MR. ENGELBERG:  Perhaps I can answer here.  A thorough analysis means that all aspects of the possibilities and choices will be evaluated.

MR. HELLAND:  And I guess my question is what are those aspects, what are those "all", what falls under all?

MR. ENGELBERG:  I think that's getting too far in the weeds.

MR. HELLAND:  Okay.  I guess, then, I am left to understand that the definition of "all" is physical space and operational constraints then?  It will be limited to that?

MR. ENGELBERG:  I would warn you against making that conclusion.  There may be others that will be looked at at the time; security, cost, all kinds of matters.

MR. HELLAND:  Okay.  So, could you please quantify the annualized cost of leasing versus buying land, and provide some of those details, please?

MR. ENGELBERG:  The response to the IR says that that has not been quantified, and a thorough analysis will be performed prior to moving forward.

MR. HELLAND:  I guess -- could a general sort of an estimate be provided?

MR. ENGELBERG:  I am not going to have the witnesses speculate.

MR. HELLAND:  Okay, understood.  Thank you.  Moving on to OEB Staff Interrogatory No. 23, this is a change in topic to transformer replacement.

In the interrogatory, questions were asked about, you know, age and service life of transformers.  And the summary of the response is that the average age in the fleet is 39.11 years, a typical assumed useful life is 50 years, and that Hydro One SSM is a winter peaking system and operating at higher loads during the winter when there are lower ambient temperatures will provide additional cooling for transformers, meaning there is less thermal and mechanical stress for the transformers, which extends their life, but that the lower temperatures have a negative impact on, for example, load tap changers at extremely low ambient temperatures.  And I believe the implication was that that was what was driving some of the transformer replacement decisions.

So given that Hydro One SSM indicated that transformers operated in northern climatic conditions and were subject to winter peaking loads, and that those transformers are expected to have effectively the same service lives as similar transformers operated in the south or in southern climatic conditions that are subject to summer peaking loads, can Hydro One SSM provide evidence that it has collected and analyzed the condition assessments for data in these two different stress transformer populations to support this position?

MR. OTAL:  We have done no such study to consider summer peaking, because that's not within the HOSSM service area.  That's not what the HOSSM power transformers are subjected to, and so that consideration was not evaluated.

MR. HELLAND:  Given that Hydro One SSM is now part of the larger Hydro One, is that data not available for the larger entity?

MR. ENGELBERG:  I am not going to ask the people from Hydro One Sault Ste. Marie to request that information from Hydro One Networks when that doesn't affect the Sault Ste. Marie system.

MR. HELLAND:  Okay, I guess -- okay, well, I will park that for a second and come back with a bit of clarification later.

What does Hydro One SSM define as extremely low temperatures, specifically as referred to with regards to the load tap changer?

MR. OTAL:  I think if I refer to Exhibit 1, tab 1, schedule 3, page 2 of 2 of OEB Staff Interrogatory No. 23, part D, it is stated that the average ambient temperature within the Sault Ste. Marie area can range between 1 and negative 11 degrees Celsius.  The average low is down to negative 15 degrees Celsius, which provides an understanding of the operating environment that these assets are existing within.

MR. HELLAND:  Yes, thank you.  I appreciate that you've provided me the operating conditions.  But the question was what does -- what are extremely low temperatures that have that negative impact on the load tap changers.

MR. ENGELBERG:  Perhaps you can help me understand the question.  Are you trying to make the case that the temperatures indicated in the answer to the IR aren't extremely low and therefore, it could be inaccurate to rely on the fact that Hydro One Sault Ste. Marie faces extremely low temperatures?  Because --


MR. HELLAND:  Yes, I want to understand what extremely low is.  Is it minus 40?  Is it zero Celsius?  What is extremely low?  Because it's not specified.  We have a specification of the ambient temperatures experienced by the equipment, but not what the equipment -- at what temperature range the equipment suffers.

MR. ENGELBERG:  If the witness is able to answer what temperature that is that affects the equipment, would that answer be helpful to you, or to this proceeding?

MR. HELLAND:  Yes, it would be; it would be extremely helpful.  Do you have a number you can provide as to what temperature you hit that would be extremely low and might affect the equipment?

MR. OTAL:  I don't have a number on me right now.

MR. HELLAND:  Could I ask that as an undertaking, please?

MR. ENGELBERG:  Is going away going to help you?  I am asking the witness, because if not, I am not sure what it is that you would check.

MR. OTAL:  No, I wouldn't have that number available.  It's not within HOSSM's data set, so it's not available.

MR. HELLAND:  Transformer operating specifications are not available?

MR. OTAL:  I think this is in regards to the specific question about the extreme temperature subjected to the load tap changer, and that would not be available.

MR. HELLAND:  Okay.  And I guess then I will move forward. Could you provide the documented quantified evidence demonstrating the claimed operational degradation, then, associated with the operation of load tap changers in what I will say are low ambient temperatures or extremely low ambient temperatures.

Could you provide the documentation you have, the operational documentation you have, then?

MR. OTAL:  The documentation in terms of how the load tap changer is evaluated in terms of both the dissolved gas analysis and the oil quality tests is considered within the METSCO asset condition assessment report.  If I refer to page 39 of 96, in that report we provide the health index breakdown for power transformers, each of the degradation factors, and the weights that are considered, including the associated weights for the two categories for tap changers, the DGA and the oil quality tests, as well as the numerical grades that are considered for those.

MR. HELLAND:  Okay, just thinking here for a few seconds.  Okay.  I guess I will move on then.

Could you provide the business case or economic evaluation supporting transformers as proposed in the TSP?

MR. OTAL:  So for example, I can refer to Exhibit B1, tab 1, schedule 1, which shows an example of an investment summary document for a system service case involving the new Greenfield TS, reasons why we are replacing the equipment at the Goulais and Batchewana TS.

And then if I can just flip over to another reference here.  And then another investment summary document here we have the Third Line TS transformer replacement which, again, presents the justification associated with that transformer replacement.  In each case we do specify the priority that is associated with these transformers.

And then finally -- sorry, that's on Exhibit B1, tab 1, schedule 1, page 135.  And then one last reference I want to point out here.  So this can be found in the METSCO-ACA report on page 24 of 96.  We have a statement here which talks about when assessing the condition of these assets, so these power transformers are in fair condition, but -- so I am going to just read this basically:

"So when assessing the condition of the assets that represent the only means of supplying the customer, utilities may be justified to commence planning for or execution of asset intervention work earlier in that asset's life cycle than they typically would for an asset that's backed up by a redundant path, other considerations being equal."

So when we have a transformer that's found to be in fair condition, while on the surface it may not require near-term follow-up if you have available contingency that same transformer deployed at a station with no available redundancies, that's going to represent a higher risk to the customers it supplies, and that by extension the utility mandated to provide that reliable supply to the customers.

And so ultimately from a risk-based perspective that's going to drive the prioritization of these power transformers, so it's both a combination of looking at the health index result as well as the consequences to the customers, and, you know, in the particular cases that are considered here, we have significant consequences if these transformers were to fail.

And so those are all considered as part of the business case justification that is driving the intervention of these assets.

MR. HELLAND:  Okay.  Well, thank you, I appreciate that.  That's helpful.

In that case then, circling back to the dissolved gas analysis and oil quality for the tap changers, and because you are -- presumably those are health index, which is an indicator of probability of failure, are you able to provide curves or quantified evidence that supports that risk evaluation that's based on those health indices, like, specifically for the tap changers?  So you indicated that dissolved gas and oil quality are indicators of health.

Can you provide that evidence that you have done that analysis?

MR. OTAL:  I mean, I believe that the health index formula itself in Figure 6.1 in the METSCO-ACA report represents the output of that analysis coming to a quantified condition formula that considers the weights.  We have different weights that are associated with the probability of failure of that power transformer, so the degradation factors with the higher weights are going to have the elevated contribution to the overall probability of failure.  So in my view, this health index formula represents the concluding efforts of that analysis.

MR. HELLAND:  Okay.  Now, I appreciate what you are trying to say.  I guess the difficulty for me is that the business -- how that gets tied into the business case isn't clear to me at this point but, okay, I will press on.

Assuming that the transformers operated in northern climatic conditions, let's say had an additional ten years of service life relative to those that aren't in extreme northern conditions with the extremely low ambient temperatures -- i.e., those operated in the southern -- more southern climatic condition -- can you quantify the theoretical savings to the capital program that would be associated with that ten-year increase in life?

MR. OTAL:  I can't speculate on that type of result.  We don't have the data for that type of speculation.

MR. HELLAND:  Okay.  Moving forward to OEB Staff Interrogatory 24, pertaining to Figure 3-12, power transformer health index score versus unit age.  The questions that were asked were about apparent discontinuities in health index and the changes from -- the changes in health index versus age.  And the basic response, as I understood it, was that if there were a larger population of transformers that the -- the larger population would sort of smooth out or deal with some of these abrupt changes in condition versus age.

Given that the sort of the response didn't address the causes but rather the symptoms of these abrupt changes, what are the actual causes of the abrupt changes in condition that we see in this IR?

MR. OTAL:  I mean, I think the interrogatory  already -- the response already answered it.  This is more or less a display issue, right.  When we are -- when we have a small sample size from a display perspective, there is going to be more of an abrupt transition that you are going to see.  And with a larger sample size, that transition becomes smoothed out.  You have more data points in here, right.

So if I look at each of these bars, there is underlying transformers within that data set, and so the less your sample size, the more abrupt display you are going to see in the graph.

MR. HELLAND:  Understood, understood what you said there.  However, maybe I will be a little more direct with my question.

In the response, Hydro One SSM talks about a variety of factors; dissolved gas analysis, maintain corrosion, moisture content, oil quality levels.  These are symptoms and I guess my question is what are the causes of those symptoms?

MR. OTAL:  So, again, if I can, you know, refer to figure 6.1 in the METSCO-ACA report details, each of the degradation factors associated with the power transformers.

First of all, the first thing I want to say is this is a common architecture that is applied to all of the power transformers to come up with that consistent health index grade.  And then there's two things I can take from this.

One is that again, each form of degradation is weighted associated to that overall probability of failure.  And then, you know, if the question is you're asking for what could cause a bad DGA test.  Well, that would be based on the components that are considered within that particular test.

You know, with oil leaks, do we see oil leaks from the visual inspection processes?  Load history; are we seeing evidence of heavy loading on that power transformer?

Each of these degradation factors have specific definitions that are associated with them that provide indication to the symptoms, as you're describing, that would result in either an A to E grade which gets converted into a numerical grade, 4 being the best possible grade, zero being the worst possible grade, and that is what contributes to the consistent normalized health index score for that power transformer set.

MR. HELLAND:  Okay, thank you very much, that was helpful.

Just quickly referring back to response in IR No. 23B, Hydro One SSM stated that the typical service life for Hydro One SSM power transformers is 50 years.  Can you please explain why a service life of 50 years is assumed by Hydro One SSM, if all -- if all power transformers of less than 51 years in age are rated in fair condition or better? 
I was a bit surprised by that result and the apparent contradiction there.

MR. OTAL:  So this TUL, typical useful life value, it's not based on HOSSM's specific power transformer population.  Rather it's based on industry information, essentially.  So in the industry, the typical useful life of a power transformer is going to be 50 years.

And I should add, that this is what HOSSM has adopted as their typical useful life, as many other utilities have done.  They would adopt a typical useful life derived through an industry study, and in fact the OEB themselves conducted a study on typical useful lives some time ago.  There are many other studies that exist like it that provide sources of typical useful lives for major transmission and distribution assets.

MR. HELLAND:  And this typical industry study, does that include southern transformers in those estimates, or is it exclusively northern transformers?

MR. OTAL:  I wouldn't be able to comment on that.  In the industry studies that I have seen, the result is just a typical useful life.  There's no underlying information on the regional differences or the data that is used to create those.  I don't have access to that data that was used to create those industry studies.

MR. HELLAND:  Would you be able to provide the industry study that you specifically used, so that we could view that?

MR. OTAL:  I am not aware of any explicit study that derived this particular value.  But, you know, in general, 50 years would be a value that would have been derived based on, again, a general understanding of how power transformers behave in the system.

There have been many, like I said, studies that have been performed to derive useful lives.  I do not know of the specific study that derived this particular value.

MR. HELLAND:  Okay.  And you know of no northern specific study?

MR. OTAL:  I do not know of such a study at this time, no.

MR. HELLAND:  Okay, no.  Thank you very much.  I appreciate that.

Moving on to OEB Staff Interrogatory No. 25, Exhibit I, tab 1, schedule 25, regarding relay replacements, revolves around Figure 3-14, HOSSM relay population health index.  In the filing Hydro One SSM states that the population protection relays is the only asset class with very poor and poor condition, with approximately 6 percent of the total relay population falling within those categories, but also goes on to state that 35 percent of health index scoring is tied to their degree of obsolescence as determined by ongoing vendor support, and also that no documented outages or operational malfunctions have been associated with malfunctions of those 6 percent of relays with poor and very poor health indices.

So as a result of that, my question becomes, is Hydro One planning on replacing -- or Hydro One SSM, sorry, planning on replacing the 6 percent of relays in very poor and poor condition over the planning period?

MR. OTAL:  So if I can refer to Exhibit B1, tab 1, schedule 1 on page 172 of 188, which has the investment summary document for station protection upgrade program.  And so this program will be replacing and upgrading technologically obsolete protection relays at Watson, Third Line, and Hollywood (sic) TS respectfully, so basically targeting those relays that are functionally obsolete and in the same manner would contribute to their condition-based results.

MR. HELLAND:  And what about relays in the 6 percent category that aren't functionally obsolete?

MR. OTAL:  As obsolescence carries a significant weight when considering the condition of the relay assets, which we see illustrated in Figure 6.34 in the METSCO asset condition assessment report on page 57 of 96, it's really obsolescence that would drive the overall health of the relays into the very poor and poor categories, and therefore those would be the ones that are being prioritized accordingly for intervention within the relay replacement program.

MR. HELLAND:  Okay.  And I guess that comes to the follow-up question then:  Could you -- beyond the METSCO report, which deals with health, could you provide an economic, and technical, but economic justification for the replacement if there are no outages or operational malfunctions associated with the targeted relay replacements?  Could you please provide such a justification?

MR. OTAL:  So again, I believe that Exhibit B1, tab 1, schedule 1, page 172 of 188, it already provides the full technical justification for why these technologically obsolete protection relays have to be intervened upon, and alternatives were considered in this assessment.

MR. HELLAND:  Understood.  I appreciate that.  Does that mean that beyond the technical there was no economic or business case justification performed?

MR. OTAL:  So I believe if I can refer you to OEB Staff Interrogatory 34, so that’s Exhibit 1, tab 1, schedule 34, question B asked in general business cases demonstrating a net benefit to customers prior to undertaking these investments, and we already stated on the record that no business case exists.  So we do not have any net benefit or economic business cases.

MR. HELLAND:  Okay.  I appreciate that, thank you very much.  That concludes my questions regarding -- I guess it's issue number 9.  I guess I just -- do I press on forward to issue number 10, because I think IR 31 is also my question?  What's your direction there, Fiona?

MR. SIDLOFSKY:  I know that Ms. O'Connell has a few questions on the TSP as well, and I know that a number of the intervenors do.  So my thought would be why don't we take a break for lunch now.  It's just coming up to quarter to 1.  We can reconvene at 1:45 and complete questioning on the transmission system plan at that time.

Mr. Engelberg, are there any constraints on your panel for availability tomorrow?

MR. ENGELBERG:  I haven't checked with any of them regarding constraints for tomorrow, but I can get back to you after lunch.  Do you believe that we may not finish today?

MR. SIDLOFSKY:  I am hopeful that we will.  I just want to make sure, thank you.
--- Luncheon recess taken at 12:43 p.m.
--- On resuming at 1:47 p.m.

MS. O'CONNELL:  We are on air.


MR. SIDLOFSKY:  Okay, good afternoon, we are back.  We are going to continue.  I believe Mr. Helland has a few more questions remaining, so if we can start with you, Mr. Helland.


MR. HELLAND:  Yes, with regards to topic -- or issue 10, OEB Staff Interrogatory No. 31, tab I -- Exhibit I, sorry, tab 1, schedule 31.  In the filing Hydro One SSM stated that they have significantly enhanced the rigour applied to their risk-based asset investment planning and that the current approach is grounded in evidence-based assessment of each project's risk mitigation potential on the basis of three core risk dimensions:  reliability, safety, and environment.


In answer to questions about historic reliability, relative to Hydro One's historic reliability, the question, are Hydro One's historic reliability numbers materially better than Hydro One's SSM's historic reliability numbers, table 6 reliability indices regionally of Hydro One and GLPT was provided.


The question is, are there updated reliability indices available for the years 2016 and 2017 associated with table 6, so basically an update of table 6?  And if so, please provide an updated table 6 inclusive of the 2016 and 2017 indices.


MR. VETSIS:  We can attempt to provide the table as requested, although we would --


MR. HELLAND:  Super.  So you will take that as an undertaking?


MR. VETSIS:  Yes.


MR. SIDLOFSKY:  That will be JT1.6.
UNDERTAKING NO. JT1.6:  TO ADVISE WHETHER THERE ARE UPDATED RELIABILITY INDICES AVAILABLE FOR THE YEARS 2016, 2017, and 2018 ASSOCIATED WITH TABLE 6; IF SO, TO PROVIDE AN UPDATED TABLE 6 INCLUSIVE OF THE 2016 AND 2017 AND 2018 INDICES.

Examination by Mr. Garner:


MR. GARNER:  Sorry, it's Mark Garner.  Just so I'm clear about the undertaking, is it possible to have that number updated up to 2000 -- to end of 2018, the end of this year?  I think it was asked for '17, '16 and '17.


MR. VETSIS:  We can look and see if the information is available.


MR. GARNER:  If it is.


MR. VETSIS:  I mean, I don't know if anything has been finalized.  We would have to undertake to see.


MR. GARNER:  I understand the proviso.


MR. HELLAND:  Super.  I appreciate that.  Thank you very much.  If we could get it to 2018 that would be wonderful.


Second question:  Does Hydro One SSM have access to HONI reliability indices showing performance of the overall HONI system exclusive of major weather events, and could you provide a table comparing the reliability indices of GLPT and HONI accordingly?


MR. ENGELBERG:  We are not going to have the witness do that.  That's not going to be relevant.


MR. HELLAND:  And why is this not relevant if the claim is that the, you know, that the change in practices materially will materially improve Hydro One SSM's performance?


MR. ENGELBERG:  There is some response that's already been provided in the table about a comparison, but to look into that further would not be helpful.  There's no reason to believe that the two utilities will become exactly the same.


MR. GARNER:  It's Mark Garner from VECC.  But surely if you are integrating the two of them and they both serve in similar territories and your evidence is that integration is part of the asset renewal of this, wouldn't that actually argue to quite the contrary?  I see the relevance, is all I am saying, Mr. Engelberg.  I am not sure I understand your argument.


MR. ENGELBERG:  Well, for purposes of this application we are not going to provide that information.  We are not going to have to do that comparison.  There's some information in the table, as I pointed out, that's already been provided, but to do more work on that is going a bit too far into the weeds.


MR. HELLAND:  Okay.  I guess you won't be providing that material, then.


MR. ENGELBERG:  That's correct.


MR. HELLAND:  That concludes my questions on issue number 10.

Examination by Mr. Sidlofsky:

MR. SIDLOFSKY:  Could I just follow up on that question for a minute.  The question that Mr. Helland asked had two parts to it.  First of all, does Hydro One SSM have access to Hydro One reliability indices showing performance of the overall HONI system exclusive of major weather events.  That's really a yes or no question.  Is there a yes or no answer to that?  Do you have access to that material or don't you?


MR. ENGELBERG:  In their capacity as representatives of Hydro One Sault Ste. Marie, I don't know the answer to that, but I would be prepared to have them answer that question.


MR. LEWIS:  I am not aware of I, myself, if I would have access to that information as a representative of Hydro One Sault Ste. Marie.


MR. SIDLOFSKY:  And, sorry, how would you find out if you have access to that information?


MR. LEWIS:  I would have to speak with colleagues that I have connections -- like, people that I know at Hydro One.  But it's not -- reliability stats is not my area, so it's not something that I've ever looked into, so it's hard for me to speculate who I would have to get in touch with for those statistics.


MR. SIDLOFSKY:  Is that something that only you would conceivably have access to at Hydro One SSM?


MR. ENGELBERG:  Mr. Sidlofsky, I can undertake to look into whether that information is available to Hydro One Sault Ste. Marie from Hydro One Networks.


MR. SIDLOFSKY:  But you are refusing to provide it if it is available?


MR. ENGELBERG:  That's correct.


MR. GARNER:  For the purpose of the record, just so I am clear, the information we are talking about is, is it the SAIDI, SAIFI statistics?  Is that what we are all referring to?


MR. HELLAND:  Yes.  It's material similar to what's on table 6, which includes SAIDI and SAIFI.


MR. GARNER:  So in your original evidence you do supply HONI SAIDI and SAIFI.  So I am presuming wherever that came from, the similar source is available, but you are saying it's not?


MR. ENGELBERG:  I am not saying it's not available.  I said I can undertake to look into whether that information is available to representatives of Hydro One Sault Ste. Marie.


MR. GARNER:  I see.


MR. SIDLOFSKY:  But then even if the answer is yes, you are refusing to provide it?


MR. ENGELBERG:  That's correct, because our position is that the information that has already been provided is sufficient.


MR. SIDLOFSKY:  Okay.  Well, I am going to give that an undertaking number, JT1.7.  That's a start in any event.
UNDERTAKING NO. JT1.7:  TO ADVISE WHETHER HYDRO ONE SSM HAS ACCESS TO HYDRO ONE RELIABILITY INDICES SHOWING PERFORMANCE OF THE OVERALL HONI SYSTEM EXCLUSIVE OF MAJOR WEATHER EVENTS, IF THAT INFORMATION IS AVAILABLE TO REPRESENTATIVES OF HYDRO ONE SAULT STE. MARIE.


MR. ENGELBERG:  We can provide updates to the table that's already there.


MR. SIDLOFSKY:  Yes, and you have already undertaken to do that.


MR. ENGELBERG:  Yes.


MR. SIDLOFSKY:  Maybe I could ask Mr. Helland to explain his distinction between what's in table 6 and what exactly he is looking for in that follow-up question.


MR. HELLAND:  Yes, what I am looking for is evidence that the significantly enhanced rigour applied in the area of risk-based intervention actually results in improvements that are promised, reliability improvements that are promised.

MR. VETSIS:  So it sounds like you are actually asking for a forecast of reliability performance at the end of the deferred rebasing period.  And I certainly speak for myself not being a psychic.  I am guessing the rest of the panel would fall under the same description.

Ultimately, when the OEB approved the transaction, it determined that there would be no negative impact to HOSSM's customers from a reliability perspective.  That was determined in the hearing for the MAADs.  And then the assessment in any changes in performance I imagine would happen at the time of integration, when a combined application with the two utilities is filed.

MR. HELLAND:  So an additional piece that is valuable as well is that as part of this, you know, the second part of the question -- you know the second question, if you will, normalizing for major weather events is also part of it.

I have a little note here that says I am supposed to look under the footnote under table 6.  Unfortunately, my copy of the footnote's not that clear.

But I guess what we are looking for is that stripping out the major weather events as well.  That is also indicative of what you control, and what you control is your asset management practice and risk evaluation practice as opposed to weather events.

MR. ENGELBERG:  What is the question here?

MR. HELLAND:  Well, the first question was the updated reliability indices; the undertaking's been for that. The second question was related to access to HONI's reliability indices for the overall HONI system, exclusive of major weather events.  And that undertaking was refused.

MR. ENGELBERG:  The information on the chart, as I look at the footnotes, is for the results of two transformer stations, not for the system overall.

MR. HELLAND:  Yes, I mean, the fundamental question is still with regards to the HONI's reliability indices and that was refused.  So I understand, and I accept that.

MR. GARNER:  Mr. Engelberg, I may be confused, but maybe you can just help me.  When we did the undertaking on table 6, though, this is what I am asking, are you going to update also SAIDI-SAIFIs for both HONI and GLP as part of that table?  That's what I am wondering.

MR. ENGELBERG:  Yes.

MR. GARNER:  Thank you very much.

MR. SIDLOFSKY:  If you don't mind, I am just going to ask one question about that table.  The footnote underneath table 6, that's footnote 3, it says Hydro One SAIDI and SAIFI results in table 7.  Could somebody tell me, someone from Hydro One Sault Ste. Marie tell me if that reference to table 7 is a typo, and it should actually be a reference to table 6?

MR. ENGELBERG:  That's a very good question, Mr. Sidlofsky.

MR. SIDLOFSKY:  Thank you.  It’s just I'd like to understand what the footnote's referring to.  So if it should be table 6, that's fine.  If there's another reference to table 7, if someone could let me know that, that would be great.

MR. ENGELBERG:  I don't see a table 7, so I think you can take as an answer that it should be table 6 in footnote 3.

MR. SIDLOFSKY:  Thanks.  Mr. Helland?

MR. HELLAND:  Yes.

MR. SIDLOFSKY:  Back to you.

MR. HELLAND:  My question -- so the results there are for a subset of the system; understood.  And then the question is the whole system, can we get a table 6 for the whole system to answer the confusion.

MR. ENGELBERG:  No.

MR. HELLAND:  Understood, and I had understood that was your answer to that question.  So thank you very much, I appreciate it.  And so that ends my questions with regards to issue number 10.

Just a point of clarification.  Should I continue on to issue 11, or do other intervenors have questions on issue 10?

MR. GARNER:  Are we moving on from the transmission plan --


MS. O'CONNELL:  No.

MR. SIDLOFSKY:  Mr. Helland, why don't you go ahead?

MR. HELLAND:  Understood, thank you.  OEB Staff Interrogatory No. 8 with regard to integration Exhibit I, tab 1, schedule 8.  As of October 1st, the assets of Hydro One SSM have been operationally integrated into Hydro One Networks Inc., specifically duties for capital and maintenance planning, they are done on behalf of Hydro One SSM, and some good control centre activities as well.

In response to questions, Hydro One stated that it's a multi-phase approach that's being taken and that Hydro One has completed phase 1 as of October 1st, and phases 2 and 3 will take place into the future.

The question is:  Do you anticipate that the operational integration with HONI will be complete prior to or following the next rebasing application?

MR. VETSIS:  I think we have already answered to a prior question that we expect the integration to be completed in the next two or three years or so.  And the next rebasing application at the present time would be for about 2027, so I expect that to be the case.

MR. HELLAND:  Understood.  Thank you very much for that clarification.

OEB Staff IR 39 I believe is someone else on OEB Staff.  Should I continue forward through to synergies, or do other OEB Staff want to --


MS. O'CONNELL:  Keep going.  I can come back.

MR. HELLAND:  Okay.  So OEB Staff Interrogatory 34, Exhibit I, tab 1, schedule 34; in that IR -- or, in the application, Hydro One SSM stated that the integration with Hydro One will create opportunities for synergies, but that Hydro One SSM expects that the adoption of Hydro One's asset management policies and practices will result in incremental increases to maintenance expenditures.

You know, for example, there were specifically two additional procedures and maintenance listed by Hydro One SSM basically regarding laboratory testing for PCBs and verification of a DC trip path.

Hydro One -- in answer to questions, Hydro One SSM also stated that it has not quantified the potential for increasing maintenance costs to achieve a reduction in capital costs and that those potential trade-offs between OM&A and capital expenditures can't be quantified at this time and that no initiatives are in place to do those trade-offs at this time.

In terms of questions, are there any incremental performance or productivity improvements associated with incremental costs that have been with the incremental maintenance costs?  If yes, could you quantify the approximate change in performance or productivity?  And then if no, I will have a follow-up question.

MR. LEWIS:  Can you clarify your ask when you state "productivity improvements"?

MR. HELLAND:  So productivity improvements would be, you know, at a very high level delivering value to ratepayers where for similar electricity costs or costs you improve reliability or for a -- for a similar reliability you deliver savings to ratepayers, so productivity would be measured either through savings or improved reliability at similar cost.

MR. LEWIS:  And can I get you just to repeat your question, your follow-up question, on this interrogatory, please?

MR. HELLAND:  Sure.  Are there any incremental performance or productivity improvements associated with the incremental maintenance costs, and if yes, please quantify the approximate change in performance or productivity.

MR. VETSIS:  Just to confirm what you are actually asking for, you're asking in reference the two bullet points under part A of the response to the interrogatory you have highlighted?  You want to know productivity efficiency associated with those two specific bullet points?

MR. HELLAND:  It doesn't have to be associated with those two specific bullet points.  It's -- there are -- you know, Hydro One SSM expects increased maintenance costs from -- to come as a result of integration.  What do ratepayers get for those increased maintenance costs?

MR. OTAL:  So if I can direct you to Exhibit B1, tab 1, schedule 1, page 48 of 188, Figure 3.2, it shows the HOSSM asset management process, so the idea here is that any continuous improvements to maintenance activities will result in a continual improvement to the overall asset management process, which allows for essentially continuous improvements to the decision-making on the assets and the justification.

So you can see from this diagram everything that comes out of the O&M sub-process feeds into the asset needs assessment, which then feeds into investment planning, feeds into capital work execution, and of course what we learn from the execution feeds right back into O&M, so it's a continuous evolving asset management process that allows for incremental improvements, and in tandem with that it's delivering enhanced value to the customer in terms of better decision-making.

MR. HELLAND:  Okay.  I understand you've provided me an outline of the process.  Can you quantify changes in performance productivity and/or -- or benefits and how -- like, that's a process, but what are the results?  Like, the expectation is costs are going to go up.  What do ratepayers get for that increased cost?  And, quite frankly, how are they passed on to ratepayers as well?

MR. LEWIS:  So I can have you reference Exhibit B2, tab 2, schedule 1.  That section is devoted to a capital plan evolution that Hydro One Sault Ste. Marie gone through, and largely the evolution of this plan is a reflection of productivity initiatives through the acquisition of Hydro One of Great Lakes Power.

MR. HELLAND:  Okay, understood.  I'll -- okay.  Moving along then.  So in its response to part A of IR 34, Hydro One SSM provided a list of maintenance practices gaps, the two items mentioned previously.  Do the identified maintenance gaps constitute the entire deficiency in Hydro One SSM maintenance practices relative to HONI practices and, if not, please list any other gaps.

MR. LEWIS:  My understanding is the two examples listed under response A just represent two noteworthy examples of gaps.  We have not established a comprehensive listing, nor do we have one developed at this time.

MR. HELLAND:  Okay.  So there may be more.  Understood.

Is it fair to say that they will be the two largest, that they are the two largest from a cost standpoint, when you say "noteworthy"?

MR. LEWIS:  I can't speculate on how they fall in regards to the entire listing on a quantifiable basis.

MR. HELLAND:  Okay, understood.  I appreciate that.

So since there are -- or since Hydro One SSM expects increased maintenance costs by migrating towards HONI practices, and these practices are expected to offset -- well, and those -- excuse me, sorry.

Since Hydro One states that increased maintenance costs caused by migrating to HONI practices are expected to offset operational cost savings produced by the integration of the two entities, do the maintenance gaps identified in part A -- well, I guess we get back to the same question.  Like are they the majority of the offsetting cost increases and if they aren't, what evidence is there that that statement -- the underlying statement is no longer true if too many offsetting items are discovered.

Like the claim's been made but the evidence isn't being -- it doesn't appear to be forthcoming.  And I am trying to understand how to evaluate those items in context of what capital costs they can offset.

MR. LEWIS:  I have nothing further to add, other than what's provided in response to that interrogatory question.

MR. HELLAND:  Okay, understood.  So, Hydro One SSM has stated that trade-offs between OM&A and capital expenditures may materialize, but they cannot be quantified.

Please explain why Hydro One is unable to identify or quantify the trade-offs between OM&A and capital that are expected to result.  Like, why can't it be done, or why can't it be estimated?

MR. LEWIS:  So as we've mentioned, we are only through phase 1 of the operational integration.  So as we proceed through phases 2 and 3, over that time is when we would likely get more information to put forth.

But at this time, we are still two to three years for that process to be seen through.

MR. HELLAND:  Understood.  I can appreciate that you are in phase 1 of three phases.  I guess I am left a little bit confused, however, because undertaking initiatives to perform trade-offs between OM&A and capital cost is a standard part of asset management practice.  But Hydro One SSM has said that they do not have any initiatives planned at this time.

So how do I reconcile standard asset management practice which would do that trade-off against Hydro One SSM's declaration that they have no initiatives to do that, and your previous statement saying it might be forthcoming in the next two phases?  I am having difficulty reconciling the three.

MR. ENGELBERG:  Mr. Helland, have you had an opportunity to review what was filed in the Hydro One MAADs application to acquire Hydro One Sault Ste. Marie?  Because that might be helpful to you.

MR. HELLAND:  I have not reviewed it.  But I am not sure why a simple answer to that question can't be provided here right now.

MR. ENGELBERG:  Evidently, the answer is not so simple at this point to gaze into the future.  But if the witnesses have anything they can add now, I would be glad to have them do so.

MR. VETSIS:  Hydro One SSM is currently, as stated, just past the first stage of a three-stage process.  This is an iterative process that is not yet complete.

We cannot quantify at this time, because we don't know what the final state of what the practices will be, as all of that is still being evaluated.

That said, my panel member here would be happy to tell you what things are currently being done in the current state, the current non-final state of our asset management practices.

MR. OTAL:  Thank you.  So one thing I do want to state, trade-offs are considered.  The question was asking whether the trade-offs are quantified.  There is a distinction there, you know.  So different evaluations are considered and we do see the evaluation of different alternatives in each one of the investment summaries that have been submitted, and that's all derived through the asset management process in figure 3.2 and in Exhibit B 1, tab 1, schedule 1, a big component of that being the asset needs evaluation which is covered in section 3.1.3.2, Exhibit B1, tab 1, schedule 1, page 51, in which the necessary data, the necessary analytics are captured to support a specific alternative that's decided upon for that investment.

MR. HELLAND:  Okay.  So just so I understand then -- that was very helpful, actually.  What that leads me to understand, if I interpret that correctly, is that when Hydro One SSM says they have no initiatives to perform trade-offs between OM&A and capital expenditures, what they mean is they are already doing it?

That's the part I am struggling with.  If you have no initiatives and you are telling me the process does it, I am a bit confused -- and maybe it's just my misunderstanding of the question -- or the answer, sorry.

MR. OTAL:  Sorry, again my assumption was that the question was asking can we quantify the benefits of the different trade-offs.  And as I said before, the quantification isn't performed, but the trade-offs of different alternatives is certainly examined.

I can point to another example here, Exhibit B 1, tab 1, schedule 1, page 58 of 188, which, you know, illustrates a process for the system renewal project investment planning process, where we see kind of the asset needs evaluation that is performed and we see assets that are eliminated with no concerns from further investment planning process analysis.

Then we move on to the next stage, which is the risk mitigation options analysis.  And once again, we are eliminating assets with viable mitigation options.  And then finally we get into the risk scoring and calibration, and finally again we eliminate projects with lower risk mitigation potential.

So we are considering all of the different alternatives and through each stage of the process, we are deciding are there projects or assets that need to be eliminated, and basically targeting the assets and the projects that we absolutely need to do that flow then into the proposed investment plan.

MR. HELLAND:  Understood and appreciated, and I get your answer with regard to you're not able to quantify; I have received that message.

However, my question is and remains, in the first round IR questions, E, basically, you know, the question --are there any initiatives regarding balancing OM&A versus capital?  The response to that was E -- the Hydro One SSM response E was, no initiatives have been considered to date.  I appreciate that you can't quantify it, but where my question goes is with regards to the no initiatives.  And if you could explain why there are no initiatives to do this.  I respect if you can't quantify it and tell me the results of those initiatives, but there aren't any initiatives, and I would like to understand that.  I am struggling with that, and if you could help me that would be most appreciated.

MR. VETSIS:  I think it just comes down to an understanding of what we mean by initiatives.  Discussing here with my panel members in reading that question, our understanding was you were asking about studies or something of that nature to determine appropriate levels between the two, and we do not have anything along those lines.  We do not have any such studies.  However, as my panel member has mentioned, there is appropriate consideration of these trade-offs when it comes to the investment prioritization through the process itself.

MR. HELLAND:  Understood.  That helps.  Thank you very much.  I appreciate that, and I thank you for your patience with my questions.

Moving on to OEB Staff Interrogatory No. 41, Exhibit I, tab 1, schedule 41, revolving around projected savings, a table was provided, and you can see it in the IR, and in response -- in response to part A of the IR, Hydro One SSM confirmed that the calculated savings are not based on an OEB-approved capital budget.

Could you please explain the basis for considering the cited forecast Deltas as being equivalent to real savings that would accrue in the context that it's being measured against a budget that hasn't been approved by the OEB?

MR. LEWIS:  So in response to OEB Staff 41 it references the capital plan evolution, Exhibit B2, tab 2, schedule 1, so the -- as part of that, on page 1 of that Exhibit B2, tab 2, schedule 1, there is table 1, which presents a forecasted capital expenditures under -- for GLPT without the transaction.

So had the acquisition by Hydro One not gone forward, that was the strategic decision by GLPT's management at the time as it related to a capital plan moving forward.

So then in reference to Staff 41, we refer them to the projected savings through the capital plan evolution, which essentially documents what the savings now are compared to that original case by GLPT subsequent to the acquisition by Hydro One.

MR. HELLAND:  Okay, understood.  And since Hydro One SSM believes that the savings are, I think in their words realistic, when those savings, those projected savings, materialize, how will they be passed on to ratepayers?

MR. VETSIS:  They will be passed on to ratepayers at the time of rebasing.  Rate base will be set on the basis of a lower capital spend than what would have occurred otherwise.

MR. HELLAND: And so in 2027 when you do a rebasing then?

MR. VETSIS:  Yes, consistent with the OEB's policies for mergers and acquisitions.

MR. HELLAND:  Okay.  Have there been any quantified savings to date?

MR. LEWIS:  Can I get you to repeat your question again, please.

MR. HELLAND:  Please quantify any realized savings to date.

MR. LEWIS:  So if I refer you to the table 2 as part of Exhibit B2, tab 2, schedule 1, it quantifies the savings in 2016 and 2017 through the evolution of that table.

MR. HELLAND:  Okay.  But those savings will get passed on to ratepayers during the 2027 rebasing.  Okay, no, understood.

Could you please provide an updated table of projected savings showing anticipated savings over the 2017 to 2026 period?  And, you know, confirm when the 2018 actuals will be available, so they are either estimated or actual.  If we have to wait a week or two we'd be happy to do that, I suspect.  I will let...

MR. LEWIS:  So at this time our best estimate of the forecasted savings are provided in the table in Exhibit 1, tab 1, schedule 41.

MR. HELLAND:  So you aren't able to provide an updated table of savings from 2017 to 2026 then; is that correct?

MR. LEWIS:  That's correct.

MR. RUBENSTEIN:  Sorry, can I jump in?  Can I then ask what you provided in response to SEC 8, which is I, tab 5, schedule 8?  I think I had asked you for this and you provided me something.

MR. LEWIS:  So I stand corrected.  The response in SEC interrogatory 8 is the best, most up-to-date information at this time.

MR. HELLAND:  Understood; thank you very much.  That concludes the questions that I have -- or that concludes all the questions that Midgard has.  I guess I am turning it back over to OEB Staff who are present.
Continued Examination by Ms. O'Connell:


MS. O'CONNELL:  Thank you, Peter.  So I just have, I know we touched -- I am referring to IR number 39, Exhibit I, tab 1 schedule 39.

I know we touched on this a bit earlier.  It's my understanding that financial integration will occur sometime after 2023, when the GLPT debt is retired.

When a financial integration does occur -- so, A, I think you confirmed earlier that financial integration will occur in 2024; is that correct?

MR. LEWIS:  That's not correct.  I said it could not occur any earlier than 2023.

MS. O'CONNELL:  Okay.  But it would be around that time frame.  Like we are not talking, you know, ten years later?

MR. LEWIS:  I can't speculate on when financial integration is going to occur.

MS. O'CONNELL:  Okay.  So you have obviously put some thought to it.  I am just wondering, in the case if it does occur during the terms of this revenue cap plan, would there be any impact on the revenue cap plan in place to 2026?

MR. VETSIS:  From a regulatory perspective, I believe there would be no filing prior to the deferred rebasing period on the basis of Hydro One and Hydro One SSM as a consolidated entity.  It would be at the end of the deferred rebasing period.

MS. O'CONNELL:  What you are saying is if financial integration does take place within the planned period, for regulatory purposes you are going to kind of ignore it and just carry forward?

MR. VETSIS:  For regulatory purposes, my understanding is that rates have to be set separately in the approved deferred rebasing period until the time of rebasing.

MS. O'CONNELL:  So bottom line impact, is what you are saying there will be no impact on the revenue cap plan to 2026?

MR. VETSIS:  Correct.

MS. O'CONNELL:  Thank you.  My next question is relating to IR number 45, Exhibit I, tab 1, schedule 45.  It's IR number 45 -- oh, sorry I am looking at the wrong screen.

Okay.  Basically, what I am asking here is that if you call up -- if you call up in the prefiled evidence table 1-5.  So it's table 1-5 summary of anticipated sources of efficiencies, if you want to call it up on the screen.

So the Staff question was regarding how continuous improvement gains and savings will be realized and the benefits assured for customers.  And hand in hand, basically I asked this table to be mapped to your capital plan evolution section.  You said that -- in the IR response you said that you had provided an updated
table 1-5.  But in the end, it wasn't provided in your IR response.

So I am just wondering could you do an undertaking, a twofold undertaking:  one, file the table 1-5 that you were going to file as part of the IR response; and, two, map it to the capital plan evolution section, the efficiencies there.

MR. SMITH:  Excuse me.  Just for clarity, the reference in the IR I suspect got lost in the formatting of the document.  That was just a copy of what we are looking at now on the screen.  There was no update specifically to it.  For convenience of the IR, we restated the table so people didn't have to flip back.  It wasn't an update.

MS. O'CONNELL:  I see, okay.  So the IR said you were going to leave table 1-5 as is.  That was your --


MR. SMITH:  Yes, it says copy of table 1-5 for convenience.

MS. O'CONNELL:  Meaning you hadn't done any updates, okay.  I am just wondering if you can do a mapping exercise to the capital plan evolution section.

The reason why I am curious in the mapping is because the table of the general plant section in table 1.5 basically talks high level about general plant savings.

But then you told me to look at section 2.23, which talks about savings such as the closer proximity of operating assets, but it doesn't seem like it's kind of conveyed here in table 1.5.

So that's why I was interested in getting a mapping of this done.  Would you be willing to take an undertaking to do this?

MR. SMITH:  When you say mapping, do you mean a mapping of the dollars?

MS. O'CONNELL:  Yes.

MR. SMITH:  That would be difficult.  As our witnesses have said, we are in phase 1 of three phases of integration.  The integration is taking place.  We can make some estimates, I suppose, but we are in the early stages of the operational integration and that's why I guess the hesitancy to say that there's $4 here and $7 there, when you try to helpful in terms of giving high level areas where Hydro One and Hydro One Sault Ste. Marie intend to optimize on the available integration --


MS. O'CONNELL:  Obviously you have put some thought into it regarding the tables that you provide in the capital plan evolution section.

MR. ENGELBERG:  I think what Mr. Smith is saying is that the quality of the estimates would be so poor at this point that there would be no benefit.

MS. O'CONNELL:  Okay.

MR. ENGELBERG:  It's just too early.

MS. O'CONNELL:  So in that respect, are you saying that the numbers in the latter part of the capital plan evolution, the later years, basically they are unreliable and they don't have much meaning?

MR. ENGELBERG:  They have some meaning.  They are just not high quality.

MS. O'CONNELL:  Okay.

MR. SMITH:  And remember -- was it B2.2.1, the evolution table, if I quoted the reference right, those are trying to compare two different capital plans, the latter of which is central of this TSP was from a bottom-up analysis of the various investments compared to an older capital plan from GLPT, Great Lakes, from several years ago.  That was included in the MAADs hearing, and was trying to demonstrate the areas where the capital plan was changed.  That was the purpose of it, to show the areas of change over time.  So it's accurate in terms of demonstrating the change, but in terms of translating that into, you know, we've deliberately thought about all the possible synergies over the next eight years, that would be challenging to make that leap.


MS. O'CONNELL:  Okay.  And then you have already commented about the savings being passed on to ratepayers.  Basically, your viewpoint is that will be passed on when the utility next rebases.  Do you have any further comment with this respect?


MR. VETSIS:  Ratepayers will also benefit from an earnings sharing mechanism in the latter five years of the deferred rebasing period.


MS. O'CONNELL:  Of course, yes.  Okay.


Now, I am going to back to where we were just briefly when we were talking about SEC IR No. 8.  So that's tab 1, schedule -- Exhibit I, tab 5, schedule 1 -- schedule 5.  Sorry, schedule 8.  Yes, thank you.


So if you scroll down, basically what you said, if it's my understanding, that the achieved capital -- that the capital plan evolution savings are basically 76.6 million, as per the table provided in IR No. 41, so if you go back to IR No. 41.  Okay, scroll down.


So my understanding is that you confirmed that the projected savings, capital savings, from 2017-2025 is 76.6 million.


Now, if you go back to SEC Number 8.  Scroll down.  So the table, savings as a result of the transaction, if you add up the capital line, if you add up to 2017 to 2025 I get a savings of 73.4 million and not 76.6 million.


So are you still advocating that the savings as articulated in the preamble to IR Number 41 are more accurate or is this table more accurate?


MR. ENGELBERG:  Can we look at that at the break and check whether one or the other is correct?


MS. O'CONNELL:  Sure.  Okay.  And then...


MR. SIDLOFSKY:  So Mr. Vetsis, is that something you are going to look at the break then?


MR. VETSIS:  Yes, we will look at it at the break.


MS. O'CONNELL:  Okay, that's great.


And then also if you can confirm that the table in SEC No. 8, savings as a result of the transaction, if the OM&A line is also accurate or not?


MR. ENGELBERG:  Yes.


MR. VETSIS:  Actually, I thought we already confirmed that in a prior discussion, that the OM&A line wasn't matching to other numbers, we were expecting the managed towards an inflationary adjusted --


MS. O'CONNELL:  No, that was the table above current actuals and forecast post transaction.  We didn't talk about the savings.  I mean, earlier this morning, right?


MR. VETSIS:  Yeah, but if one -- is one minus the other.  If current actuals is wrong the rest is going to be wrong, so I can confirm that right now for you.


MS. O'CONNELL:  Okay.  So you will look at it at the break and then get back to us.


And then -- and then if we go back to IR No. 45; Exhibit I, tab 1, schedule 45.  Okay.  So in part C you agree that productivity gains and lower OM&A will result over time.  And I guess when you're updating that table 2 that I asked you to do this morning, that shows your revised capital OM&A from historical periods to 2026, if you could consider that you have made a statement that lower OM&A will result over time, so simply putting 11.3 million consistently year after year I don't think makes sense, but I leave that to you when you update your table, and at this time I don't offer any further comment.


Okay.  Now, my next question is about IR No. 48; Exhibit I, tab 1, schedule 48.  So in this IR, basically I said that the -- in the prefiled evidence it appears that you said that the scorecard reflects the longer-term operational synergies and savings as a result of the consolidation.  And then I asked basically how those savings and synergies were reflected in the scorecard and other evidence, because you basically said this is all encompassed by the scorecard.


Your response basically said, look at another IR response, which you refer to Staff IR No. 43D, Exhibit I, tab 1, 43, and you basically said that this response is satisfied by the dashboard from August 2018 and that basically the dashboard is monthly metrics, et cetera.


So I guess I am still not clear how these operational synergies and savings are reflected in your scorecard, like, in particular the dashboard.  So are you saying that the dashboard covers metrics and savings that will be achieved from integration?  Because I haven't been able to make that translation, that loop, but maybe you can for me.


MR. VETSIS:  I believe in discussing synergies in this context it's specifically with respect the scorecard itself, that there's alignment with the metrics in the scorecard and the new dashboard with those of Hydro One Networks and within the long-term that will result in synergies and alignment by the end of the period when the two utilities are fully integrated.


MS. O'CONNELL:  But in terms of the dashboard, how does it tell people reading that dashboard that you are achieving these synergies and savings?  Because if that's your statement, basically, that the dashboard covers it, but I am not sure how to make that connection.


MR. VETSIS:  I think the synergies are in the evaluations of performance and in evaluations of outcomes and ensuring that consistency is being applied between the two businesses.


MS. O'CONNELL:  Okay.  Now -- and I guess this -- this dashboard, in terms of informing ratepayers, are you basically saying that it's kind of implicit in the dashboard or is there anything explicit that could be pointed at ratepayers?


MR. VETSIS:  I think the item that ratepayers will see will be the overall scorecard itself, which though I don't know the OEB's policy on scorecards for non-distributors has been fully ironed out.  Certainly distributors are required to post their scorecard annually.  I think our expectation is that there would probably be some similar expectation with the scorecard for transmission.  So ratepayers would see annual performance through the scorecard.

MS. O'CONNELL:  I guess, bottom line, what you are saying the trend calculation, if it's moving in a positive direction, would implicitly state that you are achieving these synergies and savings.

Is that what you are trying to say?

MR. VETSIS:  No, I am saying that from a ratepayer's perspective, the trends would show them the outcomes that are being achieved from the performance of the utility.  I don't know that the ratepayers would glean synergies from that.

However, between the two utilities, in aligning the metrics and in aligning the way performance is evaluated, you would expect synergies to be achieved as you transition towards one consolidated entity.

MS. O'CONNELL:  Okay, thank you.  Then I have another follow-up regarding continuous improvement.

IR No. 48; Exhibit I, tab 1, schedule 48.  Basically, in the IR I outlined that the requirement for continuous improvement should not be delayed until integration is complete, as per the requirements in the EB-2016-0356 decision.

And then once again in your response, you refer to the August 2018 dashboard.

So I know that in the prefiled evidence, there are some areas of continuous improvement highlighted.  But I am just -- it doesn't seem to me that the requirements of the scorecard report with respect to continuous improvement, it doesn't seem to me that those are clearly outlined in your evidence, in particular how cost efficiencies will be achieved at a level of service that customers value.

So, basically if you could do that, tie in the loop for me, like showing me how the continuous improvements reduce costs and deliver services that are valued by customers.

MR. VETSIS:  Looking at the question, it does talk about other areas of the application which talk to continuous improvement.  I would note that the quote you provided from OEB's decision and order is specifically tied to the findings regarding the stretch factor and the productivity factor.  And at the original time of the application, HOSSM had not included those elements, or at least had not included those elements supported by benchmarking within it RCI.

So in this application, we have in fact included a study, a benchmarking study which shows certain productivity elements and appropriate productivity assumptions to be built into the incentive rate setting mechanism that is provided.  And as such, that would tie to the continuous improvement that should be seen by rate payers in the realm of cost performance.

MS. O'CONNELL:  Okay.  You know it may have been with respect to the stretch factor, but I guess I am just -- I just would benefit from some further information regarding specifically how you are going to reduce costs and deliver those services that customers value.

MR. VETSIS:  I believe in Exhibit B2.2.1, we show how the improved capital planning process has resulted in reduction of capital planning expenditures.  I have already pointed you to the benchmarking evidence with respect to the incentive rate setting mechanism.

The scorecard is the way that we show to customers the outcomes that are being achieved, and that's communicating the actual performance of the utility.

MS. O'CONNELL:  Okay, and then my last part of this question is basically how are you continuing to move forward with respect to continuous improvement, rather than waiting for the integration to be completed two to three years from now?

MR. VETSIS:  If you take a look at the chart which shows the three phases of integration for operational integration, it shows the considerations that are being undertaken.  I would appreciate if one of my panel members would help me out with the reference there.

But we have provided in this application a snapshot of our current progress, the steps we have taken to move from the prior way of operating towards full integration with Hydro One.

This application reflects the current -- the current snapshot, the current status.  And my colleague here will show you the phase 2 chart, which is the process of evaluation which is still to occur.

We cannot fully comment on the outcome of that process because it's not completed yet.  However, at the time of rebasing, the OEB will -- there will be more evidence at that time which can be discussed.

MS. O'CONNELL:  Okay, so bottom line is that --

MR. VETSIS:  For help, the reference I see is B1, tab 1, schedule 1, page 44.

MS. O'CONNELL:  Okay.  So the bottom line is that you are making ongoing efforts, and you are not waiting until the integration is complete?

MR. VETSIS:  Correct.

MS. O'CONNELL:  Okay.  And then I just have one more question relating to the TSP section -- well, with a few parts, but regarding customer engagement.

So if you go to IR No. 38, Exhibit I, tab 1, schedule 38, basically I asked the question about any specific customer engagement and how this may have informed the preparation of the application.

Essentially, what you said is in May 2018, you met with four of your biggest customers.  I'd like to seek further clarification as to how meeting with just select customers would be sufficient enough to address your overall needs and preferences, overall customer needs and preferences.

So how does just meeting with these four customers satisfy all your customer needs and preferences?

MR. VETSIS:  I would note that Hydro One SSM has two utility customers and four directly connected customers.  So based on the statistics, it would appear that Hydro One SSM has met with two-thirds of their customer base.

MS. O'CONNELL:  Okay, thank you.  And then, if you could just elaborate more about how this engagement linked to your operational and capital spending outlined in the TSP?

MR. LEWIS:  So one specific output that came out of the customer engagement session -- so I’ll refer you to table 4.2, system access projects, Exhibit B1, tab 1, schedule 1, page 102 of the TSP.  The Echo River TS spare transformer that is built into the current capital plan was the direct result of our customer meetings with Algoma Power.

MS. O'CONNELL:  Great, okay, thank you.  I just have a couple more questions relating to customer engagement.

You said that no customer satisfaction surveys were performed in the past.  I am just wondering why that was not done, considering the prominence of customer surveys in the scorecard report.

So could you just please explain why, in the context of the scorecard report, that no customer surveys were done?

MR. LEWIS:  I think in regard to the magnitude of the number of customers that Hydro One Sault Ste. Marie has, and as noted in Exhibit B 2, tab 3, schedule 1, page 1 of 6, the second point on that page speaks to the routine communications that Hydro One Sault Ste. Marie engages in on a regular basis with its customers.  Given it's a relatively small city, these informal communications happen on a fairly regular basis.

So I can't fully speculate on why a survey was or wasn't completed, but I could largely deduce that one could feel that these routine communications would meet the purpose for gathering information similar to what a survey would generate.

MS. O'CONNELL:  And then I --


MR. VETSIS:  And I would add as well that on Exhibit C, tab 1, schedule 1, page 19 the applicant does note that going forward Hydro One Sault Ste. Marie's customers will participate in the customer satisfaction surveys that are done by Hydro One Networks.

MS. O'CONNELL:  That was my next question.  So regarding Exhibit I, tab 1, schedule 38, or IR No. 38, basically, you know, you talked about that as integration progresses that you will do customer surveys online, followed by phone interviews, and then -- and then I am just -- I also asked about whether there are any planned future customer engagement activities that are not planned -- pardon me, that are not in the current application, and in your response you didn't really say anything, and I was just surprised because, given the prominence of customer focus in the RWF -- RRF, I thought that -- that your utility would pay more attention to that.

So your lack of response in the IR, does that mean that you don't have any planned future engagement that is not in the application?

MR. LEWIS:  So I don't have a specific reference here in front of me, but it is noted in the application that as of October 1st along with the operational integration of Hydro One Sault Ste. Marie, the Hydro One Networks, all existing Hydro One Sault Ste. Marie customers were assigned a customer support representative out of Hydro One Networks, so the assumption going forward would be that those customers would receive the same service quality that Hydro One Networks currently provides to all of their existing customer base.

MS. O'CONNELL:  Okay, thank you.  Those are my questions for the TSP, thank you.

MR. SIDLOFSKY:  Could I just canvass the intervenors for their sense of time on their questions for the TSP?  Sorry, Mr. Garner?

MR. GARNER:  I have one question.

MR. SIDLOFSKY:  Mr. Rubenstein?

MR. RUBENSTEIN:  Five, 10 minutes.

MR. SIDLOFSKY:  Ms. Grice?

MS. GRICE:  Fifteen minutes.

MR. STEPHENSON:  I don't think I have anything.  It's Mr. Stephenson.

MR. SIDLOFSKY:  And Mr. Ladanyi?

MR. LADANYI:  I was going to have about maybe 10 minutes or 15 minutes, but I want to mention that my associate, Dr. Schwartz, has got some constraints tomorrow morning, and we were wondering when he will have a chance to ask his questions, which will be on the PSE study.

MR. SIDLOFSKY:  I was definitely hoping to be well into the PSE study today.  It sounds like there's only about 20 minutes of outstanding questions on the TSP, so my thought at this point would be why don't we try to complete the questions on the TSP, take a break, and then move into the total factor productivity and benchmarking.

MR. LADANYI:  Thank you.

MR. SIDLOFSKY:  Mr. Engelberg, are you okay going 'til about 3:30?

MR. ENGELBERG:  Yes.

MR. SIDLOFSKY:  Okay, before we break.

MR. ENGELBERG:  Actually, it's more a problem for the witnesses than for me.

MR. SIDLOFSKY:  Just concerned about your comfort.

MR. ENGELBERG:  I took my jacket off, so -- it's really hot in here.

MS. O'CONNELL:  I actually have contacted our facilities, and he came, and I will call him again, okay?

MR. SIDLOFSKY:  Mr. Garner, your questions.
Examination by Mr. Garner:


MR. GARNER:  I just have one question regarding VECC Interrogatory No. 5, and you will have to help me with the name of this transmission station.  Clergue?  C-l-e-r-g-u-e.  So if you find that interrogatory, the question I had was -- and when reading this interrogatory was this, is you originally had a $13 million plan to replace that station, as I understand it, and that was going to be done in 2022, finish in 2025.  You substituted that project for now a $4.8 million project which actually is to be completed in '26 and start in 2025.

Now, where -- what I was trying to find out or understand in this is a couple things.  The first question I had is, just remind me, when do you do your rebasing next for this utility?  When's the rebasing?  Is it 2027?

MR. VETSIS:  It will be for a '27 test year.  So we will be filing, I think, in '26.

MR. GARNER:  '27 is gone.  What year are you saying?

MR. VETSIS:  The actual rebasing year for a rates perspective should be 2027.

MR. GARNER:  2027.  Right.  So the interesting thing I found about this was, you had once identified something that had to be basically in place by 2025.  Now you say it doesn't even need to be in place by 2025, and then you substitute it with a major project with a smaller project which will be only put into place the year before.  It's basically you come in for a rebasing.

What was it?  What information was it that caused this major project to be revamped in this manner?  I don't really -- can you in a nutshell tell me what happened with this project?

MR. OTAL:  So if I can refer you to Exhibit B2, tab 2, schedule 1, page 12 of 20, line 13.  So here it does talk about the specifics underpinning the adjustments that were made to this transmission station upgrade.  In particular, it is stated here that:

"Subsequent analysis is part of the asset risk assessment and IPP procedures identified that the low health index scores were related to a significant degree of oil leakage, the analysis determined that the replacement of the transformer bush and gaskets would prolong the useful life of the transformers and the transformer replacements were subsequently removed from the scope of the investment."

MR. GARNER:  Okay, thank you for that.

But what I am saying is, so when it was originally looked at, was it an oversight vis-à-vis the subsequent review of the station?  I am just trying to get my head around why someone would have come to an analysis saying we need $13 million in replacement, and then a few years later come back and say, no, guess what, we actually only need a basic change of gaskets and do a few things on this.  That's a major change to a project.

What is it that actually caused that to happen?  Was the first assessment just simply faulty?

MR. LEWIS:  So I can't speculate in terms of how the original estimate came to -- that was a completely separate leadership group for GLPT that's no longer with the company.

MR. GARNER:  So your answer is you don't know why they didn't see what you saw.  And when was their analysis done and when was your analysis done?

MR. LEWIS:  So I can only speak to our analysis, so the METSCO asset condition assessment was completed in May through June of 2018.

MR. GARNER:  Thank you.

MR. SIDLOFSKY:  Mr. Rubenstein.
Examination by Mr. Rubenstein:


MR. RUBENSTEIN:  Thank you very much.

Let me first begin by following up with some of the questions I had at the beginning of today regarding the capital planning and the integration.  And my understanding from the evidence and what we heard as well with Board Staff was that the planning integration will also take place within the period between now and your next rebasing application; correct?

MR. LEWIS:  That's correct, yes.

MR. RUBENSTEIN:  All right.  And the plan that is the basis of the transmission system plan and this evidence is based on the current process that you have in place now; correct?  Like, that's the basis of the plan for the
next -- until 2026?

MR. LEWIS:  Yes, the plan currently reflected in the TSP is based on the existing HOSSM process that was in place.

MR. RUBENSTEIN:  So then once you integrate with Hydro One within this revenue cap period, there will be changes to the planning process and with it, the underlying projects within the TSP and the years they are going to be done and the costing may be different?

MR. LEWIS:  That's correct, yes.

MR. RUBENSTEIN:  Can I ask you then to turn to SEC No. 11?  So that's tab 5, schedule 11.

You were asked in this interrogatory part of essentially what I just asked you, whether Hydro One will undergo a separate annual planning process and capital plan for Hydro One SSM, or will it be integrated into Hydro One’s overall transmission process.

If it is integrated, please explain how Hydro One can reasonably forecast the level of spending it will make Hydro One SSM up until 2026.

And the second part says:
"Hydro One SSM and Hydro One fully intend to implement the investment plan submitted as part of the application regardless of how the planning processes are amalgamated."

Can you help me understand how you can say that?

MR. LEWIS:  So as a point of clarification, it is documented in this application.  When you are evaluating a capital plan, you are doing this on an annual basis.  So as part of those annual evaluations, the capital plan can change.

So the intent, obviously as of today, is that the TSP, like that's in the filing would be executed on.  But it's through those annual evaluations and review of the existing plan, and obviously factoring in the potential efficiencies, that's where your changes could occur.

MR. RUBENSTEIN:  Sorry.  So my understanding of the Hydro One Networks capital planning process from their previous transmission application, which I even understand that process is itself changing, but sort of at high level there are different -- there's an asset condition assessment type of analysis, and then there's various budget constraints that are provided on the system as a whole, and then there is some optimization and it allocates sort of a prioritization of projects and it determines which projects and that process does, you know, happens every single year.

So I am just trying to understand.  If ultimately it's going to be integrated, how do you know that what will come out of the integrated Hydro One Networks and Hydro One SSM process at some point in the future will have the level of spending for Hydro One SSM as in the transmission plan, let alone the actual projects that you are proposing?

MR. LEWIS:  So we can't speculate on that.

MR. RUBENSTEIN:  Well, your answer here says that Hydro One SSM and Hydro One fully intend to implement the investment plan submitted as part of the application, regardless of how that planning process are amalgamated.

So I read this as saying -- and maybe I am reading this incorrectly.  But it seems to me you are saying, well, we are going to do this regardless of the Hydro One Networks process.

And then I asked you how do you make that statement, you said you can't speculate.  I don't fully understand it.  Maybe it's just my misunderstanding of what you mean by what you have written here in response to SEC 11.

MR. LEWIS:  So based on the information available at this point in time, like it's our intent to move forward with the investment plan as it's developed in this plan.

MR. RUBENSTEIN:  But that process will change?

MR. LEWIS:  Well, we are going through an integration process right now.  We are only through the first phase of a three-phase process of amalgamating our asset policies with that of Hydro One.

MR. RUBENSTEIN:  All right.  If I could ask Ms. Gibbons to bring up -- I provided her this morning an excerpt from the evidence of the 2016-005.

I am wondering if we could mark this as an exhibit just for identification purposes?

MR. SIDLOFSKY:  Yes, that will be KT1.1.
EXHIBIT NO. KT1.1:  EXCERPT FROM EVIDENCE IN EB-2016-005


MR. RUBENSTEIN:  And there was a lot of discussion with Board Staff about the difference between your capital plan versus the GLPT ten-year capital plan, I think, which the MAADs evidence calls as status quo, and I think they took you to Staff IR 41 where you grouped what the drivers are.  Do you recall those discussions?

MR. LEWIS:  Sorry, can you just repeat the last piece of that?

MR. RUBENSTEIN:  There was a lot of discussions earlier this morning -- or this afternoon actually about the difference between the SSM capital plan that's in the TSP and what was the GLPT ten-year plan and what the differences were.  Do you recall those discussions.

MR. LEWIS:  Yes, I do.

MR. RUBENSTEIN:  I want to ask you about the capital plan, the high-level capital plan that you use -- you talked about in the MAADs application, in which you made a number of assumptions about what type of savings that you could have, that the transaction would provide and what type of benefits on the capital spending side.

And you provide in table 3 here a base case and then a higher -- I guess a stretch case of the types of savings in capital spending that you will have.

Recognizing, I think, that there were some differences between the GLPT plan and your plan, there's very significant differences between the plan you put forward, or the savings you thought you could achieve, and the capital plan that underlies the TSP.  And just based on the numbers here, from the 2017 to 2026 and your TSP, the base case I get about -- you had about 166.2 and 153.1 over those years, and the plan put forward in this application is about 100 million over that period.

So can you help me understand what the drivers are between the MAADs application and the TSP?  You seem to have dramatically understated what type of savings you could achieve.

In fairness, I have only given you an excerpt and I don't know.  There may be some deeper analysis in that proceeding I haven't provided.  So I don’t have a problem if you want to do this by way of undertaking, if that’s more helpful.

MR. LEWIS:  Can you just clarify what specifically what you are looking for?

MR. RUBENSTEIN:  I am trying to understand the drivers of the difference between what you forecasted the capital expenditures would be with the transaction taking place in the MAADs application and the TSP.  Because you forecasted capital savings in the MAADs application that would occur, and it seems to me that you dramatically understated what those savings were based on the forecast in the TSP.

I am trying to understand the Delta there, or why you -- why the savings were so much lower then.

MR. LEWIS:  So I guess the overriding point is a change in strategic or management direction.  So the original GLPT filing was a completely different strategy, where they wanted to grow rate base and invest a lot of money into their capital assets.

The capital plan evolution in B2, tab 2, schedule 1, walks through how we arrived at the capital plan today through source of redundancies with Hydro One and other efficiencies.

MR. RUBENSTEIN:  But that's starting with the former GLPT's management and their ten-year plan.  And I get how we get from there to the TSP.  But I am actually not interested in looking at the ten-year.  I'm looking at Hydro One's evidence in the MAADs application about what it thought the capital plan, because it said we also think we can get savings from the GLPT plan.  I am trying to understand this more narrow, although still significant, Delta, and if it's more helpful to do this by way of undertaking I don't have a problem with that.

MR. ENGELBERG:  We will provide that undertaking.

MR. SMITH:  Just one point of clarity.  You mentioned a 166 number.  Did I hear you properly, sorry?  I just --


MR. RUBENSTEIN:  Yes.

MR. SMITH:  -- want to make sure we are comparing to the right number.

MR. RUBENSTEIN:  I am adding the base case on A-2-1, 2017 to 2026, at least if my math is right.

MR. SMITH:  Sorry, this is in the MAADs, right?

MR. RUBENSTEIN:  Yes.

MR. SMITH:  Looks like -- is that what Linda has up right now?

MR. RUBENSTEIN:  It's the baseline, yeah.  My math says that, so it may be wrong.

MR. SMITH:  So base -- so if I add the base up that's 166 then?  Sorry, I'm just trying to --


MR. RUBENSTEIN:  Yes, and I have 153 for the high-case scenario.

MR. SMITH:  Okay.  So either you are probably, you know, 153 or 166, so that's the simple addition of those numbers we are looking at right now.

MR. RUBENSTEIN:  Yes.

MR. SMITH:  Okay, okay.

MR. SIDLOFSKY:  That will be JT1.8.
UNDERTAKING NO. JT1.8:  TO EXPLAIN THE DIFFERENCE BETWEEN THE FORECASTED CAPITAL EXPENDITURES WITH THE TRANSACTION TAKING PLACE IN THE MAADs APPLICATION AND THE TSP

MR. RUBENSTEIN:  Sorry, one second.

Can I ask you to turn to Energy Probe 8.  And we had asked you a similar question, and you pointed us to Energy Probe 8, and you were asked to provide for each of the investment summary documents -- that's what it's referring to, or -- to provide the capital cost estimates and annual operating estimates for the alternatives considered for each of the different investments.  And in response -- and then go to the last line.  I mean, you provide some explanation, and the last line says:

"Provision of capital and operating financial investments for all alternatives as requested is not available."

And you explain why in many cases you didn't get that far or just those projects weren't feasible, et cetera.  And I understand that.  But I -- did you not provide any capital and financial estimates for the alternatives to any of the projects?

MR. OTAL:  So if I can further elaborate on this response, if I could turn your attention to Exhibit B1, tab 1, schedule 1, Figure 3-3, page 58 of 188.  So I talked about this figure before, and the idea here is, again, we're eliminating either assets or alternatives or entire projects even before we get to the investment planning stage and before we would define those detailed estimates.  So estimates wouldn't have been considered for these alternatives because simply they did not, you know, meet the viability of each of those processes.

When we go through the asset needs evaluation, when we go through the risk mitigation options analysis, and finally, when we go through the risk scoring and calibration sessions, these alternatives simply wouldn't be prudent to execute from an engineering perspective or from a practicality perspective.  So what we are left with is the final option where, then, the cost estimate is generated.

MR. RUBENSTEIN:  So not a single one of the projects that has alternatives got to the stage where you look at what the cost of that alternative is?

MR. OTAL:  No, we would have only considered the estimates of the approved alternatives through that process.


MR. RUBENSTEIN:  Sorry, I didn't catch that.

MR. OTAL:  So we would have only defined estimates at the end of that process for what would be viable from again an engineering and practicality perspective.

MR. RUBENSTEIN:  So to my question then, at no point did any of the alternatives make its way to the cost, costing stage, to determine if the cost is, it's cheaper, better value -- it's cheaper, essentially?

MR. OTAL:  Well, I think we have already stated that we don't have a business case or an economic analysis that's being performed as part of this process.  What is being performed is everything from the engineering assessments, the ACAs, the consideration of all of these alternatives, and the risk assessments, right, the asset risk assessment, the needs assessment.

So everything -- all of those considerations are being made, but we do not have an economic analysis that's been done.

MR. RUBENSTEIN:  So you don't know if the alternatives are more cost-effective?

MR. OTAL:  We know that those alternatives cannot be executed from a practical perspective.

MR. RUBENSTEIN:  No, no --


MR. OTAL:  It wouldn't matter whether it's economically viable, it's not -- we can't execute them.

MR. RUBENSTEIN:  No, that's why I asked you in my earlier question, you didn't even get to that stage, you didn't get to the looking at the cost of the alternatives, you had screened them out before you got to that point; is that correct?  That's what I am understanding what you are saying.

MR. OTAL:  Yes, that is correct.

MR. RUBENSTEIN:  Okay.  Thank you.  And that would be the case for every project that you have alternatives?

MR. OTAL:  Every project would follow the same consistent analysis.

MR. RUBENSTEIN:  And so just to be clear here, then there are no projects that got to the -- you costed out an alternative, because they were screened out at an earlier step, essentially?

MR. OTAL:  Again, we considered the alternatives, taking into consideration all of the other engineering assumptions and practical assumptions.

MR. RUBENSTEIN:  Sure.  And so no alternatives got to the -- you got to the point where you could even look at the costs.

MR. OTAL:  We did not perform a business case on these different alternatives.

MR. RUBENSTEIN:  I don't want to get hung up on business case, economic evaluation.  I am talking sort of in a broader sense, in any sense where you are looking at costs of one versus costs of the other.  It doesn't matter what label, you never got to that point on any of the projects for the alternatives?

MR. ENGELBERG:  In the interests of time, would it be helpful if we gave an undertaking in that regard?

MR. RUBENSTEIN:  Yes.  I have no problem to give an undertaking.  But I just want to be clear on the question, because obviously there's some back and forth here.

MR. OTAL:  Okay.  So I can provide an example here.  So if I am looking at Exhibit B1, tab 1, schedule 1, this is the investment summary document for Sault 3, the 115 kV line re-conductoring, and that's beginning at page 128 of 188.

So if I am going to page 132, now that's where we present the different alternatives, right.  So in this case, we could either do nothing at all and we state that it's not an acceptable alternative as there's going to be public employee safety concerns; the conductor does not perform for its rated condition, meaning that HOSSM can't utilize the line as contemplated until the issue is resolved.  So we are effectively presenting logical engineering justification as to why this can't move forward.

Then we look at the second alternative, which is we proactively replace the conductor with the new equivalent and the wood structures with the composite units, as it's really the only feasible option that can be executed in order to address the reliability issues that are experienced on the circuit in the past five years.

So it's basically looking at these different alternatives.  We do consider them.  We do look at the practical operational and engineering justification for each alternative through the asset management framework which we have discussed.  And we end up with the practical optimal solution that can be executed and for that, we define what the final estimate is going to be.

MR. RUBENSTEIN:  Okay.  You have given me one where there is a do nothing -- let me give you an example and you can -- let's go back a couple pages to 120.  This is the wood structure replacement program and starting on page 125, there are the alternatives.

There are four alternatives listed on the next two pages, and the fourth one is the one you recommend; do I have that right?

MR. OTAL:  That is correct.  That's the recommended alternative, alternative number 4 on page 126 of 188.

MR. RUBENSTEIN:  Okay.  And if you take a look at alternative 3 it says:
"Although such an option may be more cost effective in the areas of higher customer and asset density, the alternative is not recommended for Hydro One SSM in light of the size of the service territory, the length of time to travel to travel to the site, access issues during the winter storms and throughout the year for some structures in particularly difficult areas and the lack of resources and equipment to perform the work on a rapid basis, as Hydro One SSM uses outside contractors for structure replacements."

Do you see that one?

MR. OTAL:  I am looking at that alternative.

MR. RUBENSTEIN:  So Hydro One SSM, in this example, didn't get to costing of -- although you do provide some costs, you say that it’s cheaper, you’ve already struck it out before you got to it.

MR. OTAL:  Because that alternative is effectively saying run it to failure, right, which is just not a prudent option for our customers, right.  It's basically saying let's replace these assets on a reactive basis.  So we are looking, from a practical standpoint, at does this make sense.  And obviously it doesn't, right.

MR. RUBENSTEIN:  Sure.  And it's not about specifying you should do alternative 3.  I just want to understand and the original question I had for you is -- you have screened that one out, correct, before you even got to the cost for the reasons you said.  It's not -- there are some reliability and other reasons why it doesn't make sense to go down that road, correct?

MR. OTAL:  Yes, we screened it out because of the obvious reliability implications.

MR. RUBENSTEIN:  And so the question I had was:  Am I correct that not a single alternative, besides obviously the one that you ended up choosing, got to the cost stage because you had screened it out for an array of different reasons before you got to comparing costs.

MR. OTAL:  It was not necessary to define a cost for these alternatives, because these alternatives simply couldn't be executed when looking at the operational concerns, the engineering concerns, the value that it gave to our customers in terms of does is it going to improve the reliability, is it going to worsen the reliability.

MR. RUBENSTEIN:  I am not making a judgment call of what you are doing.  I just want to understand the facts.  So the answer is you did -- not a single one of the projects listed in the evidence got to a stage where you comparing costs between two projects, because they have been screened out for reasons that may be appropriate.  It never got to that, correct?

MR. OTAL:  We just generated a cost for the final alternative and again, as I mentioned before, you know, we don't have a business case in this process.  What you are describing, the comparison of costs, sounds like a business case and that's not -- we’ve already stated that that's not considered as part of this process.

MR. RUBENSTEIN:  Well, the difference I would make between a strict business case -- I am not saying you are comparing -- alternative 1 is $50 million and alternative 2 is $48 million, so we’re picking the $48 million one.

It may be that the $50 million provides all these other benefits, including practical things like reliability and all the various things you’ve screened out.

I am just trying to understand that at no point did we ever get to determining a cost for any of the alternatives, except the one that you chose.

MR. OTAL:  Maybe I would state it differently that we never had a situation where there were two practical alternatives with different costs that could be considered.  In this case, there really was only one alternative or one option that passed, you know, the various examinations from an engineering perspective, from a practicality perspective, from a needs perspective, so going through again that asset management process.

And it's really drilling down using the data, using the results of the ACA, to one, you know, option that we can really go forward with and then generating that estimate.  So, you know, from that perspective, we are really targeting here's really the best option that you should go with from again an engineering, operational, and a practicality perspective.  And then we generate the cost estimate on that final option.

So there was never any need to consider different costs for different alternatives, because we always had -- this is really the best option, again considering the engineering, the practicality, the operational benefits.

MR. RUBENSTEIN:  How do you determine what the best option is when you don't include, as one of the inputs to that analysis, the costs?

I recognize trade-offs between all these different things.  But it seems to me cost as much, is part of that, has to be part of that analysis?

MR. OTAL:  Again, you know, much of this is explained in the evidence, Exhibit 1, tab 1, schedule 1, page 51 of 188, which talks about that asset needs evaluation process, which is quite detailed.  And if I go to line 21 of that page, page 51, it states:

"The needs assessment process identifies the asset needs based upon the condition, the performance data, customer needs and preferences, system needs, sources of risk that could affect the execution of the work program or achievement of the targeted outcomes, and other external influences."

And then I would also -- I am just going to find the reference here.  I would also turn your attention to page 60 of 188 of the same exhibit, Exhibit B1, tab 1, schedule 1, which then talks about the whole scoring and calibration procedure, in which we are basically driving these risk scores which we talked about in a previous response.  If I go into pages 64 through to 67, it lists the frameworks that are all considered when we are taking into consideration that risk.  And we also consider the residual risk, what is going to be left after you execute that investment.

So is it's a fairly comprehensive process, multi-dimensional process, that is considering probability, environmental, reliability, safety outcomes, as part of that decision-making.

MR. RUBENSTEIN:  But I understand most of that goes towards -- you need to do -- it's identifying an asset needs -- you need to do something to an asset, because of criticality, because of the health of the asset, all of these things identify a certain asset class or a certain specific asset that something needs to be done.  The question is the what to do with that asset.  And I take a look at the alternatives in the investment summary document besides that do nothing alternative, as here are different ways to address it.  I am just trying to understand that it appears to me based on what you said is cost never really gets into the consideration of the -- of what to do, because you have screened out those alternatives for, you know, a bunch of other reasons.

MR. OTAL:  And again, I would restate it back to what I stated before, which is that we really land on one possible solution that can be considered at the end of that assessment.

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

MR. SIDLOFSKY:  Thank you.  Ms. Grice.  -- Sorry, I should ask the witness panel.  By my calculation there's probably about 10 minutes of questions left.  Are you okay with going until four o'clock?

MS. GRICE:  You know what?  I think I have more than 10 minutes.

MR. SIDLOFSKY:  Okay.  Why don't we take a break now, then.

MR. ENGELBERG:  Mr. Sidlofsky --


MR. SIDLOFSKY:  Yes.

MR. ENGELBERG:  -- maybe before we take the break I can ask, we have Mr. Fenrick here, who is here from the States.  If we take the break -- which we need to do, obviously -- and finish with this area with the various intervenors, I would like to ask if Board Staff and the other intervenors believe that we could both begin and finish Mr. Fenrick's questioning today or whether he's going to have to be back tomorrow, in which case that may guide what we do for the rest of the afternoon.  That will depend on how many -- how long Board Staff and the intervenors anticipate questioning him.

MR. SIDLOFSKY:  We expect that the PEG questions will take about half an hour.  Mr. Rubenstein, I think, has -- or Mr. Shepherd has about an hour's worth of questions.  I think Mr. Fenrick will be here tomorrow.

MR. ENGELBERG:  That raises the question should we start him today?

MR. SIDLOFSKY:  Dr. Schwartz has an availability issue tomorrow morning, so I was hoping we could actually start with him today if you're okay with that.  Sorry?  Well, no, if we could start with Dr. Schwartz's questions of Mr. Fenrick today before we break, and then we can resume, but at this point there probably isn't that much point in staying late today because I don't think we will -- I just don't see us finishing this afternoon.

So if we could get started with Mr. Fenrick today that would be great.  Sorry, Dr. Schwartz?

DR. SCHWARTZ:  Thank you.  I think I could accommodate going tomorrow.  I have a doctor's appointment over the lunch hour, that's what it is, so I could start first thing tomorrow or perhaps first thing after lunch tomorrow.

MR. ENGELBERG:  I think the expectation would be that we would be finished by lunch tomorrow.

DR. SCHWARTZ:  Well, I don't know what to say.  I am in your hands.  Let's put it that way.

MR. ENGELBERG:  I didn't hear from what the other intervenors said that there's any reason to believe that it would go past lunch tomorrow.

DR. SCHWARTZ:  I have no idea.

MR. SIDLOFSKY:  Mr. Garner?

MR. GARNER:  If that were to work for my own purposes what would be useful to me is to finish everybody off other than Mr. Fenrick today, because I don't have any questions of Mr. Fenrick, and then I can also be absent tomorrow.

MR. SIDLOFSKY:  Well, why don't we break until 4:10.  We will -- sorry, Dr. Schwartz, did you say you are available at some point in the morning?

DR. SCHWARTZ:  Yup.

MR. SIDLOFSKY:  Okay.  So why don't we leave Mr. Fenrick until tomorrow morning, we can start with him, and finish up the TSP questions this afternoon, and that would be Ms. Grice and Mr. Ladanyi.

MR. GARNER:  And perhaps if we can I would like one accounting question which would then finish me off.

MR. SIDLOFSKY:  Yes, and we also have one accounting question.

MS. O'CONNELL:  I have other areas of the application I would like to cover off.  I don't think we will get to them today.

MR. ENGELBERG:  Is there a possibility of starting tomorrow morning at nine o'clock instead of 9:30?

MR. SIDLOFSKY:  Just looking around the room, no one is violently opposed to that.  I am certainly fine with starting at 9:00 tomorrow.

MR. SMITH:  It would be advantageous if we could get done at lunchtime.  I think some of our external guests, it would probably help them get away and what-have-you, so...

MR. SIDLOFSKY:  Sure.  Let's start at 9:00 tomorrow.  In the meantime we will finish with the TSP this afternoon, and we will come back at 4:10, thanks.
--- Recess taken at 3:56 p.m.

--- On resuming at 4:14 p.m.

MR. SIDLOFSKY:  Okay, we are back.  We are going to continue with Ms. Grice's questions on the TSP.  But just before we do, Mr. Vetsis, I think you were going to be checking on something for Ms. O'Connell?

MR. VETSIS:  Given the deer in the headlights look on my face, I may have forgotten to do so.  Could you remind me what that was?

MS. O'CONNELL:  Basically, it was regarding the table in SEC No. 8.  If you call up SEC No. 8 on the screen, so Exhibit I, tab 5, schedule 1 -- schedule 8.

MR. VETSIS:  I thought we took this as an undertaking.  Am I wrong?

MS. O'CONNELL:  It was my understanding that this was not going to be an undertaking.  But I will take it as an undertaking, basically.

MR. VETSIS:  It was just to confirm the capital and the OM&A numbers?

MS. O'CONNELL:  Basically, the last table on the bottom there -- for example, I summed up the capital line from 2017 to 2025, and I got 73.4 million.

But then in IR No. 41, if you go to IR No. 41, I get 76.6 million.  So there is a difference of a few million.  And this is the table previously in the technical conference that you said that you are comfortable with these numbers.

MR. SMITH:  We can take that away.  I know the single number that it comes down to, but we will have to dig to -- actually, I think it's an actual.  There was an actual number used on one and a forecast on another.

But we will take that away to confirm.

MS. O'CONNELL:  Yes, if you could check the capital line and the OM&A line, basically reconciling to -- so the table called savings as a result of the transaction, reconciling the capital number to the capital number in IR 41, as well as reconciling the OM&A and capital numbers to that earlier undertaking that I asked for earlier in the day regarding the table 2.  That was in -- the table 2 that was in IR 40.  You were going to do a reconstruction of table 2 in IR 40 in a previous undertaking.

MR. SMITH:  Okay.

MR. SIDLOFSKY:  We will make that JT1.9.  Ms. Grice?
UNDERTAKING NO. JT1.9:  TO RECONCILE THE CAPITAL LINE AND THE OM&A LINES IN IR NO. 41, AS WELL AS IN IR 40, TABLE 2 REFERRED TO EARLIER

Examination by Ms. Grice:


MS. GRICE:  Thank you, good afternoon.  My first question is regarding AMPCO Interrogatory No. 8; that's Exhibit I, tab 4, schedule 8.

And in that interrogatory in part B, we asked for Hydro One SSM to provide its most recent asset condition assessment of the power transformers.  And in response to that question, you provided a report by Hatch that provided the asset condition assessment of power transformers, as well as a bunch of other assets.

So I just wanted to talk about the Hatch report compared to the METSCO report.  Based on the evidence that I have reviewed, the Hatch report is dated July 4th, 2016, and my understanding is the vintage of the asset data in that report is October 2015.  Is that correct?

MR. LEWIS:  So with the report in front of us, the date on the front of the report is July 4th, 2016.  And on page 5 of 141 of that report, under the subsection asset health comments, the statement is Hatch undertook a three-day visit October 19th to 21st, 2015.

MS. GRICE:  Okay, thank you.  And then two years later, METSCO finalized an asset condition assessment report and its dated July 6th, 2018.

Could you please confirm the vintage of the data in that -- of the asset data in that report?

MR. OTAL:  Could you just clarify?  Are you referring to the results produced by the report, or the input data that was used within the report?

MS. GRICE:  The input data.

MR. OTAL:  So the data would have been extracted from HOSSM's system as of 2018.  But I see here we have a reference to, for instance, outage statistics that were collected that were entered between 2012 and 2017.

MS. GRICE:  Okay, thank you.  But for the most part then, the data, the asset data is three years later than the Hatch report.  That's sort of the distinction between the two?  The time that's lapsed since these assets have been looked at is three years?

MR. OTAL:  That's right, we would have collected the most up-to-date information that was available at the time of the evaluation.

MS. GRICE:  Okay, thank you.

And can you clarify, what was the purpose of the Hatch report?  In other words, why was Hatch asked to do an independent investigation of the assets?  Was there a purpose for that study?

MR. LEWIS:  I'd be speculating on the purpose for the Hatch report.  The time line did coincide with just prior to the acquisition from Hydro One of Great Lakes Power, but that's just purely speculation.

MS. GRICE:  Okay.  On page 3 of the report it said that Hatch has conducted this investigation in accordance with the methodology set out in the proposal.  Is it possible to get a copy of that initial proposal that was given to Hatch?


MR. LEWIS:  I would have to look to see if I can find it.  Again, this was under prior management, so I am not certain if I could locate the proposal.

MS. GRICE:  Could we have that as an undertaking for best efforts?

MR. ENGELBERG:  Yes.

MR. SIDLOFSKY:  Okay.  That's JT1.10.
UNDERTAKING NO. JT1.10:  TO PROVIDE A COPY OF THE INITIAL PROPOSAL THAT WAS GIVEN TO HATCH.

MS. GRICE:  Thank you.  And then in terms of the findings of the two reports, can you just highlight what the significant differences are in the findings or if there were any?

MR. OTAL:  So while I can't speak to the details of the Hatch report, I can say that within the METSCO asset condition assessment report we were able to do a granular analysis calculating health indices for the individual assets contained within the HOSSM system.

MS. GRICE:  Which in your view was not undertaken as part of the Hatch analysis?

MR. LEWIS:  I can't speak to the Hatch report in that question.

MS. GRICE:  Can we draw a conclusion, is the overall transmission system better or worse between the two reports?

MR. LEWIS:  I don't know, I can't speak to the details within the Hatch report, so I can't make comparisons to the METSCO report.

MS. GRICE:  In preparing the METSCO report was the Hatch report reviewed in any way?

MR. OTAL:  If I refer to -- within the METSCO-ACA report, if I refer to page 85 of 96, that references the two studies that METSCO referenced that were prepared by outside consultants.  This includes a Kinectrics report and a one-line engineering report.

MS. GRICE:  But not the Hatch report?

MR. OTAL:  The Hatch report is not referenced in Appendix A, no.

MS. GRICE:  Okay.  I just want to ask a question then, if we can please turn to page 140 of the Hatch report.

MR. OTAL:  Yeah, we are at 140.

MS. GRICE:  I am sorry, I don't see it on the screen.  Okay.  Page 140 of the Hatch report provides a ten-year capital plan, and there are recommendations for spending for line station, system equipment, land and building, so there's a total capital plan provided over a ten-year period that goes to 2026.  Was any of this capital plan executed by SSM?

MR. LEWIS:  Yes.

MS. GRICE:  So was it executed as per the Hatch report?  So the -- was that the intent of the Hatch report, was to direct the spending for 2016, 2017, and 2018?

MR. LEWIS:  I can't speak to the intent of the Hatch report.

MS. GRICE:  Okay.  When you answered, though, that the plan was executed, you said yes.  So can you tell me what was executed?

MR. LEWIS:  So I would reference two projects on the GLPT ten-year capital plan, the wood structure replacement project on line 1, as well as the Watson transmission station upgrade project, which commenced in 2018.  Those are the two projects that are jumping out that have been at least partially executed by Hydro One Sault Ste. Marie.

MS. GRICE:  So then does this mean then that -- is that a coincidence or -- like, I am just trying to understand how this Hatch report was applied to the capital plan that was executed by SSM, and the timing is coinciding, it seems to be to the MAADs application, and I am just trying to understand how the outcome and the recommendations of the Hatch report were implemented prior to this application?

MR. LEWIS:  So again, I can't speak to any intent of the Hatch report.  The two projects that I referenced to were two projects -- like, the wood structure replacements is an annual project that Hydro One Sault Ste. Marie executed on, so it would have just naturally been -- as you can see, it's an annual occurrence, and it has been for the last couple of years.  So it just is something that's continued on.  I don't think you can -- we can't make any conclusions between the Hatch report and what was executed on, because I don't have the level of visibility into how the Hatch report came to be.

MS. GRICE:  Okay.  Then in terms of wanting to do another asset condition assessment two years later, can you tell me why -- was Hatch considered as a candidate to undertake that work?

MR. LEWIS:  I don't know if they were considered or not.

MS. GRICE:  Okay.  Can we please turn to page 6 of the report.  In the third paragraph, it talks about:
"In summary, close to 85 percent of the GLPT transmission line system has a health index of 73.5, denoting fair to good condition in our assessment."


And then later on in the paragraph, it talks about two of the lines being in good condition, that's K24G and W23K.  And then the other two, P21G and P22G, are in lower fair to fair condition and that with the planned replacements of those lines, their individual health index will improve 80 percent for each, and that's going to increase the overall health index for the transmission line system to 77 percent, which is close to good condition.

Were those planned replacements for P21G and P22G undertaken?  Can you tell me that?

MR. LEWIS:  Investments in P21G have been undertaken.

MS. GRICE:  And what about P22G?

MR. LEWIS:  I am not aware of any detailed investments that were executed on the P22G.

MS. GRICE:  And are there any projects in the capital plan that's been filed in this application that relate to undertaking planned replacement work on P22G?

MR. LEWIS:  I am not aware of any specific capital initiatives in this capital plan to replace poles, wood pole structures on the P22G.

MS. GRICE:  Okay, thank you.  Can we please turn to AMPCO 19?  And what I was specifically asking a question about was page 32 of appendix B of the METSCO report.

So if we can just please turn to that reference, that's where you show the health index score and then what the condition rating is, and then what the implications of those conditions, and the conditions range from very poor to very good.

So I am sorry, I should give you a -- that's B1.1, appendix B -- yeah, that's right, there we go.

So in the Hatch report on page 23 -- and sorry to be jumping all over -- if you look at the health index and the poor rating, it indicates that there's less than five to ten years of life remaining for a health index of poor and that you need to replace it within the next five years.

Would METSCO agree with that same finding, that assets that have a poor health index should be replaced within five years?

MR. OTAL:  I think what is stated on figure 5.1 in the METSCO asset condition assessment report, page 33 of 96, we characterize poor as being those assets where you should start the planning process to replace or rehabilitate, considering the risk and the consequences of failure.

MS. GRICE:  So in terms of planning your capital budget, you don't have sort of like a governing -- you know, something that says, you know, we should look at replacing that asset within the next five years?  There isn't anything like that?

MR. OTAL:  So I would direct you to Exhibit B1, tab 1, schedule 1, page 48 of 188, figure 3.2, the HOSSM asset management process, which shows how we get from the asset needs assessment which includes the ACA, to the investment planning stage.  So we are identifying the investment candidates, we are going into investment planning, we are prioritizing those investment candidates, and then going to capital work execution.  And that's going to be -- at that point, you are going to have a schedule to execute the work.

So going back to the METSCO report, again it's looking at things from a risk perspective and that's what this asset management process in figure 3-2 largely comprises of, is a risk-based approach to eventually determining the timing and the scheduling of investment projects.

MS. GRICE:  Okay, that's helpful, thank you.  Can we please go to AMPCO number 2?  In part A, it says:
"When Hydro One acquired Hydro One SSM, it took over a company that had not had a full asset condition assessment in several years."


I just want to understand that comment.  What does that mean, given that in 2016, there was a Hatch report that provided an asset condition assessment?  Are you thinking of something else that would -- that you would consider to be a full asset condition assessment?  In other words, does the Hatch report not qualify as that?

MR. OTAL:  I think the key word here in the response to this interrogatory is "full".  The METSCO asset condition assessment was a full assessment conducted on all of the major HOSSM assets.

MS. GRICE:  Okay, thank you.  And then if we can please turn to page 77 of the METSCO report, figure 7.1,   what this is showing is asset condition findings by asset class.  Is this the first time that Hydro One SSM has been able to prepare a finding of this nature, where you know the percentage of all of the assets and the various health index condition ratings?

I guess what I am asking is:  Is there one of these from, you know, two years ago that you can put side by side and see over time what's happening with the condition of your assets?  Or is this the first one?

MR. LEWIS:  I can't speculate or confirm in terms of whether this is the first asset condition finding by asset class report that Hydro One Sault Ste. Marie has ever entailed.

I can confirm that this is the most relevant as of 2018, and I am not aware of any comparable.

MS. GRICE:  Okay, thank you.  I have a question on -- actually, I am not going to ask that.  Oh -- no.

AMPCO 19, please.  Okay.  I apologize, I have asked my question on that.

Can we go to AMPCO 22.  In this interrogatory you provide the budget in-service additions and actuals for the years 2013 to 2017.  Is it possible to get 2018 and the forecast for 2019?

MR. LEWIS:  For 2018 it would also represent a forecast until audited financial statements would be available.

MS. GRICE:  Okay.  So your forecast and actuals would be the same?

MR. LEWIS:  Well, I hesitate to say the actuals would be the same until the audited financial statement process is complete.  So at this time for 2018 we are dealing with unaudited figures.

MS. GRICE:  But could we get them knowing that they are unaudited for 2018 and then the forecast for 2019?

MS. O'CONNELL:  I think you already agreed in an earlier undertaking to update.

MR. VETSIS:  For capital.

MS. O'CONNELL:  Capital OM&A for unaudited numbers.

MR. VETSIS:  Right.  This is in-service additions, and I am just curious, like, to what end, given that we are not actually requesting approval for rate base in this proceeding, what benefit is there to actually getting a forecast of in-service additions for '19.

MS. GRICE:  Because I believe '19 is built off of '18 in terms of your capital planning and there's a lot of things that flow through from knowing that number.

MR. VETSIS:  From a rates perspective if we were rebasing I would agree with you, but we are not.  We are in an incentive rate-setting period here, so for the actual relief sought in the application it's a formulaic adjustment to the existing revenue requirement.  We are not building up a new rate base, so I understand why we would want to look at capital expenditures, because that's what's relevant within the scope of the TSP, but in-service additions only really matter from the perspective of setting rate base.

MS. GRICE:  But I believe you have it on your scorecard as in in-service additions as a percentage of capital, that that's one of the metrics that you are tracking, so that was another reason why it occurred to me that getting an update for 2019 would be helpful.

MR. VETSIS:  I don't quite see the relevance, but we can provide that information.

MS. GRICE:  Thank you.

MR. SIDLOFSKY:  JT1.11.
UNDERTAKING NO. JT1.11:  TO PROVIDE A FORECAST OF IN-SERVICE ADDITIONS FOR 2019.

MS. GRICE:  AMPCO 24, please.  In this interrogatory we are looking at table 6 of page 16 of B2, tab 2, schedule 1.  That's on page 16.  So what this table is showing is adjustments that were made to the capital plan, and there's a line, transmission line station emergency work.  And that's the third line down.  And that work was removed from the capital investment plan.  And over the period to 2025 it totals 1.4 million.

If emergency work is not a line item in the plan, would that be then something that you could come in for an ICM for?

MR. VETSIS:  I think that would mean, yes.  However, the caveat to that is that it would have to be a pretty material emergency event for us to come in, because we still would have to attempt first to manage within the existing budget.

MS. GRICE:  And similarly with the last line item where it says "remove transformer contingency plan" and it says in the interrogatory response that that was removed because there are two new transformer replacements that are already in the plan, so Hydro One SSM did not feel the need to retain a broadly defined contingency fund, and that's 8.7 million over the term.

So again, if there was the need to replace a transformer that potentially could be an ICM candidate because the funding is no longer there for contingency?

MR. LEWIS:  So the line of thinking behind removing the transformer contingency plan from the capital budget is, as you mentioned, we do have, I believe, two projects for transformer replacement in the existing capital plan and through those two projects the two existing transformers coming out of service would be able to act as spares and thus be able to be used as contingency.

MS. GRICE:  Okay, thank you.

If we can please go to AMPCO 29.  This is related to Figure 5, which is the scorecard, the proposed scorecard.  And I want to look at that as well with AMPCO 31, which shows which metrics are on the Hydro One scorecard that are not on the Hydro One SSM scorecard.  And I am mostly interested in the reliability metrics.

So for T-SAIFI and T-SAIDI it says in response to part C that momentaries are included in those numbers.  And then in AMPCO No. 31, my understanding is that Hydro One on their scorecard that they pull momentaries out and have a separate metric for T-SAIFI momentary, and I just wondered what the thinking is behind putting it together in Hydro One SSM?

MR. VETSIS:  Ms. Grice, I think if you turn to C1-1, page 22, at the bottom of the page it states that:

"As integration progresses the metric will be divided into momentary and sustained outages to align with Hydro One's tracking of these metrics."

I think it's just a matter of the current state of the integration, but the intent will be to eventually have them separate.

MS. GRICE:  Okay, great, thank you.

And then in terms of what's included in the numbers that are in the proposed scorecard for T-SAIFI and T-SAIDI, my understanding that they include major event days but that planned outages are not included in those numbers; is that correct?

MR. VETSIS:  Ms. Grice, if you take a look at Exhibit C2-1, on page 8 there is line that says:  "In order to compare the HOSSM stats with the CEA Canada composite, the following CEA criterion have been applied, interruptions excluded,” et cetera.  There's a whole bullet point list there.  Does that help with your question?

MS. GRICE:  Okay.  So that's -- so the metric in your scorecard is following CEA.  In terms of the Hydro One scorecard, is it reported on the same basis in their scorecard, in that scorecard?

MR. VETSIS:  My understanding was there was an attempt to align them, but I can't say with a hundred percent certainty.

MS. GRICE:  Is the Hydro One scorecard filed as part of the evidence in this proceeding?

MR. VETSIS:  I don't believe so.

MS. GRICE:  Could we get it filed?

MR. ENGELBERG:  We have the one from 2016.  That's the one you want?

MS. GRICE:  Yes, just to be filed in this proceeding, it would just be helpful.

MR. ENGELBERG:  We will undertake that.

MR. SIDLOFSKY:  JT1.12.
UNDERTAKING NO. JT1.12:  TO FILE THE HYDRO ONE SCORECARD FROM 2016


MS. GRICE:  And then I just have one last question and then I'm done.  In looking at the scorecard, there's data that's not available under system unavailability for lines and stations and unsupplied energy for two years only, 2011 and 2012.  Can you just explain why that is?

MR. VETSIS:  I believe that if you take a look at Exhibit C1, tab 1, schedule 1, page 22 regarding system availability, it says that this was not a metric HOSSM had specifically tracked in the past and that information collected in the control room was reviewed and gathered to provide the historical results from the metric.

MS. GRICE:  Okay, okay.  That's fine.  And then lastly, the target for 2023 for sustainment capital per gross fixed asset value, which is your cost control metric, is the calculation of the 4.4 percent -- is that straightforward, or are there a lot of inputs into that, into that calculation of that target?  And I guess if there are, my question would be could we see the calculation of the 4.4 percent?

MR. LEWIS:  So I'd just like to point out that the scorecard you referenced, Exhibit C, tab 1, schedule 1, page 13, was ultimately replaced through SEC interrogatory 14, Exhibit 1, tab 5, schedule 14.

So the metric you refer to, the sustainment capital per gross fixed asset value, the target in 2023 is 2.27 percent.

MS. GRICE:  Okay, thank you.  Those are my questions, thank you.

MR. SIDLOFSKY:  Thanks, Ms. Grice.  Mr. Ladanyi would be the last person for today, the last person with questions for TSP.  But you have a hard stop at five o'clock.

MR. LADANYI:  Yes, I have to pick up my grandsons from school.  [microphone not activated]  So I will be happy to be here at 7:30 if you want, or 8:30, but I can't stay.

MR. SIDLOFSKY:  Mr. Ladanyi, how long do you think you have?

MR. LADANYI:  It depends on the length of the answers. My questions will take very few minutes, maybe five to ten. The answers may take half an hour or longer; I really don't know.

MR. SIDLOFSKY:  Panel, if we could start with will Ladanyi at nine o'clock tomorrow, and then we will move on to TFP and benchmarking.

MR. GARNER:  I have two questions which I would like to do, and then be gone from your day.  I wonder if I -- it's five o'clock.  But they are relatively quick and I wonder if I could finish those, and then I am done for all of this.

MR. ENGELBERG:  Two questions we’re okay with.

MR. GARNER:  They are pretty straightforward.  If I can, then.
Examination by Mr. Garner:


Moving on to Board Staff 53 -- and, Ms. Gibbons, the PDF page is 550, to get there very quickly.  This is just on the standards, the CDPP standards, and I was just wondering.  I may be confused here, and I just want you to help me here.

The way I read the standards as used by Hydro One was the delivery points were being measured each delivery points was being measured -- each delivery point was being measured against an average that they had developed with some data over a number of years.

When I looked at your table, and in this IR was showing it, you have multiplied the standard by the number of delivery points.  I just want to understand this.

Is it your proposal -- and maybe Hydro One does it this way, and I have just got this wrong.  But is your proposal that the standards you are using, for instance in the interruption duration -- let's say in table 2 of 5,040 -- your standard is that that's what you're trying to meet on fourteen delivery points?  So you are not using a standard per point delivery point; you are using an aggregate standard?

Can you clarify that for me, how that is being utilized by the utility?

I don't know.  Is that clear -- as a question, I mean?  I am feeling bad.  I thought these were easy questions.

MR. VETSIS:  Unfortunately we don't know the intimate details of why.  I don't know to the extent that you've read attachment 1 to Exhibit C2-1.  There's a lot of details there.

MR. GARNER:  My question is very simple.  You can do it by undertaking, if you want to do it.

It's simply this:  I am trying to understand are the delivery point standards being adopted by HOSSM -- whatever we are using; SSM, as I call them, your company, your utility.  Are they a standard of the aggregate for all delivery points, or are you using a standard per delivery point?

So is your standard measuring each -- are you measuring a standard for each delivery point, or are you saying what we have figured is there's so much outage duration via the standard of 14 points and in aggregate as long as we stay within that aggregation of all the points, so one point can have an outage of 5,040 and all the others ones could have zero, and then you would have met your standard.  Do you what I mean?  As opposed to, you are really actually measuring each point on something, and that's really the only question I have with that.  I am just not understanding the way you are applying your standard of the CDPP.

And you could look into that and answer that by way of undertaking.

MR. VETSIS:  That would probably be the better approach.

MR. GARNER:  Thank you.  If I could have an undertaking for that.

MR. SIDLOFSKY:  JT1.13.
UNDERTAKING NO. JT1.13:  TO EXPLAIN THE DELIVERY POINT STANDARDS BEING ADOPTED BY HOSSM, TO EXPLAIN THE APPLICATION OF THE STANDARD OF THE CDPP

MR. GARNER:  And now my final question is actually an accounting question, and it goes -- there's an IR in here, but we might as well go right to the evidence is at Exhibit E, tab 1.  This is about the Batchewana payment for land lease, the 3-million-odd dollars that you have put in there.  And in your evidence you have put that your capital budget was a bit over and one of the reasons being that you've capitalized this amount of $3 million in this capital lease; do you know what I am referring to?

MR. LEWIS:  Yes, I do.

MR. GARNER:  So where I am having a mis -- I am not understanding is, when I went to the evidence, I thought what the evidence was saying is the Board had set up a variance or an account for you to book that amount and that you were to book it and I guess dispose of it at some point.  Have I got that right?  Is that what the Board did for you for that issue in a prior proceeding?

MR. SMITH:  [microphone not activated]


MR. GARNER:  Yes, I can give you the reference where it's discussed in the evidence.  It's Exhibit E, tab 1, schedule 2, and Linda, it's on page 729, I think, of the PDF -- of the evidence.

And really where I was getting lost was I thought the Board -- what it was saying is the Board established an account for you and in your evidence you're saying, but we have capitalized this amount, which means you have moved it from the account into your continuity schedule, so to speak, and capitalized it; is that what you have done?

MR. LEWIS:  So when the costs were originally incurred for this expense they were capitalized into expense.  Where the regulatory account comes in -- so the property tax in use and occupation permit fee variances, so the intent -- and it's mentioned in this application -- is once the costs are finalized for that land acquisition piece, at that point in time they will be put forth into this variance account to seek recovery of those costs since they were unforeseen and not built into rates previously for Hydro One Sault Ste. Marie.

MR. GARNER:  Okay.  I am having a little bit of trouble with that.  Let me ask you two clarification questions.

Is there an amount you are going to be paying to
the -- to Batchewana every year now as part of this agreement that you have come up to as a lease cost?

MR. LEWIS:  So the permit agreement has not been signed yet, but there will be an annual cost ongoing as part of that ultimate agreement, yes.

MR. GARNER:  Okay.  And 3-point-whatever-it-is million -- 3.7 million has been incurred to date as part of -- that's already been agreed to; is that correct?

MR. LEWIS:  So that was a lump sum, a one-time cost, it was not an annual cost.

MR. GARNER:  Right, thank you.

Now, right now is -- and going forward has that amount been capitalized and included as part of your current rate base, so to speak, even though you are not looking at rate base in this application?  Is it now being capitalized as part of your 2018 or '17 rate base?

MR. LEWIS:  Subject to check, it's either sitting in CWIP or it has been capitalized into rate base.

MR. GARNER:  Okay, and where I am getting a bit lost was, I thought what the Board had said was to simply leave it in the deferral account until such time as it's ready to deal with this, or what you are saying is this is how you are dealing with it?  That's where I am getting lost, you see.

MR. LEWIS:  So I guess just as a matter of clarification, so under IFRS we do not maintain regulatory accounts on the balance sheet, so the cost once incurred needs to flow through the financial statements, it can't sit as a regulatory item on the balance sheet for future treatment.

MR. GARNER:  Okay.  I thank you.  I may follow that up at another time, but thank you.  I think that's enough for me to understand it, thank you.  Those are my questions.  Thank you, Mr. Sidlofsky.
Preliminary Matters:


MR. SIDLOFSKY:  Thank you.  We are going to adjourn for the day, but just before we do, I will mention that Dr. Schwartz for Energy Probe is going to be asking some questions tomorrow related to total factor productivity, and he is going to be referring to a document that includes confidential material, it includes information from the PSE working papers.  I think he has provided a copy to -- okay.  Sorry, he is going to be providing a copy to Mr. Fenrick.  Not everyone has signed the Board's form of declaration and undertaking with respect to confidential material.  We will have copies of that undertaking available tomorrow morning, but we will be closing the session when Dr. Schwartz asks those questions tomorrow.

MR. ENGELBERG:  I would like to ask if one of our witnesses, Mr. Otal, can be released now.  It doesn't appear that there will be any questions for his area tomorrow.

MS. O'CONNELL:  I will have questions on the scorecard, but I think Kevin or Stephen might be able to answer them.

MR. ENGELBERG:  Is that correct, Kevin and Stephen?

MR. SIDLOFSKY:  And Mr. Ladanyi will still have his questions tomorrow related to the TSP, so I'll leave it to you to decide if those questions can be answered without Mr. Otal.

MR. ENGELBERG:  All right.  We will have a discussion about that offline, thank you.

MR. SIDLOFSKY:  Okay.  And we are adjourned.
--- Whereupon the conference adjourned at 5:11 p.m.
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