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Monday, July 8, 2019
--- On commencing at 9:36 a.m.
TORONTO HYDRO-ELECTRIC SYSTEM LIMITED - PANEL 2, resumed

Sheikh Nahyaan,
Shirley Powell,
Frederico Zeni,
Andrew Sasso,
Humie Woo,
Evelyn Page; Previously Affirmed

MS. ANDERSON:  Please be seated.

Good morning.  We're here today for Day 6 of an oral hearing with Toronto Hydro, OEB number EB-2018-0165, for a rate application for the period 2020 to '24, and we left off on Friday with panel 2, and we were going to continue, unless there are any preliminary matters we need to deal with.

MS. COBAN:  Good morning, Madam Chair.  I understand that Ms. Page has a clarification that she would like to offer with respect to a matter that was raised on Friday.
Preliminary Matters:


MS. PAGE:  Good morning.  During my testimony with respect to PowerLens and the number of electric vehicles that we had in our system, my response was that we had less than five.

We've gone back to the vendor to verify that number.  That number was derived at the time that we were working on the undertaking.  However, upon further investigation with the vendor, who has the platform and control of the data, it looks like the number of electric vehicles is probably somewhere between 75 and 150.  We don't have the exact number yet, but it looks like it will be somewhere in that range.

MS. ANDERSON:  Thank you.  Anything further?

MS. COBAN:  No.  That's all.

MS. ANDERSON:  Okay.  We left off, Ms. Grice was about to start.
Cross-Examination by Ms. Grice:

MS. GRICE:  Yes, thank you, good morning panel.  I have a compendium, if we can please get that marked.

MR. MILLAR:  K6.1.
EXHIBIT NO. K6.1:  AMPCO COMPENDIUM FOR PANEL 2.

MS. GRICE:  Thank you.

Okay.  If we can please start by turning to page 24 of the compendium.  Under part C, this is an AMPCO interrogatory, 101, where we asked for Toronto Hydro to provide a chart that shows its resource mix for each of the years 2015 to 2024.

Then if you can please turn the page, you will see in part C, Table 1, which shows the internal versus external resource mix.

I just wanted to clarify at the outset that that includes both operating and capital work.  Is that the correct understanding?

[Witness panel confers]

MR. ZENI:  Subject to check, I believe it is both capital and OM&A.

MS. GRICE:  Okay, thank you.

There were a lot of questions asked by others regarding external costs.  And it seemed to me that we talked a lot in terms of percentages of operating costs or capital costs.

So I went through the evidence, and I was looking to find a table that showed all of your external costs related to operating.  And if we can please turn to page 23, the best presentation of external costs I found in Toronto Hydro's financial statements.

So on page 23, this is the latest financial statement for December 31st, 2018 and 2017.  And if you look down under "operating expenses", there is a line there, "external services" for 2018, 143.5 million compared to 2017, 131.9 million.

So my first question is, is this purely Toronto Hydro's operating costs or does it also include non-rate-based activities?

MR. ZENI:  The table you describe is a table that we have in the financial statements.  So what that table includes is cost related to the entity THESL and includes both distribution and non-distribution-related activities.

In addition to that, what I want to add is that, when looking at these costs, these costs also are operating expenses, is not OM&A.  So there are some differences between OM&A and operating expenses.  And I can walk you through those differences, but it is not a one-to-one or apples-to-apples type of comparison when you look at the costs in this table compared to the OM&A that we find as part of the application.

MS. GRICE:  Okay.  Well, I guess what I was looking for was one table that showed all of the external costs related to operating for the years 2015 to '28, and then your forecast for 2019 to 2020, and I couldn't find that particular table in evidence.  So is it possible to work with the financial statements and derive such a table with the explanation that you described, that you need to make a distinction between OM&A costs and operating expenses?

MR. ZENI:  There are a number of differences.  One of them as well would be when you look at the costs as part of the financial statements for financial-statement purposes and for operating-expenses purposes, there is no distinction between OM&A and the amount billable or the cost associated with revenue offset.

So the costs that you have here for external services might include costs that are not only OM&A.  So again, it is not an apples-to-apples comparison.  These costs are probably higher to what you would see in an OM&A table.

MS. GRICE:  Okay.  So I -- just in order to understand the split between internal versus external, OM&A costs, is there anywhere in evidence that shows external costs for OM&A?  And if not, could we -- could you undertake to derive one?

MR. ZENI:  Let me double-check if we filed something as part of any of our interrogatory responses, please.

[Witness panel confers]

MR. ZENI:  I cannot find that in evidence, but we can take that as an undertaking.

MS. GRICE:  Okay, thank you.  So we need an undertaking for --


MR. MILLAR:  It's J6.1.
UNDERTAKING NO. J6.1:  TO PROVIDE THE EXTERNAL COSTS FOR OM&A.

MS. GRICE:  Thank you.

Okay.  If we can please turn the page to 24.  And in part H AMPCO asked if Toronto Hydro could provide its resource utilization data for the years 2015-2018 and discuss any trends.

So if you turn the payment, if you turn over to page 27, there is the response, and I will just quickly read it.
"The resource utilization rate is tracked for operational staff only.  These are internal resources which directly support the execution of capital and operation of  work programs.  As shown in table 4 below, the resource utilization rate is relatively flat over the 2015-2018 period."


You can see in 2015, it is 82.9 percent.  In 2018, it is 83.4 percent.
"Slight changes over the period are due it factors such as operational resources working on the ERP project and fluctuations in emergency response efforts."

If we can just turn the page to page 28, we asked what makes up the remaining percentages to a hundred, in terms of resources, and your response there -- I won't read it all, but essentially it is activities such as training, human resource management tasks, organizational meetings; those types of activities are excluded from your resource utilization rate.

Could you tell me how then you derived the resource utilization rate?  What is in, what were the inputs to deriving those percentages?

[Witness panel confers]

MR. ZENI:  The percentages are derived by taking the cost allocated to operating or capital projects, divided by the total gross compensation.

And as we explained in that interrogatory response, the costs allocated to the project is a fully buried cost, however excludes these components because those different items such as training, meetings, and the complete list in the same undertaking, they're not capitalizable.

So we don't factor those in as part of the cost.

MS. GRICE:  Okay.  So to derive the cost, are you using total hours billed to a job?  Is that how you derive the cost?

MR. ZENI:  Yes.  So the calculation -- so like I said, it is the costs allocated to the project, divided by the gross cost.

And the costs allocated to the project is based on a fully burdened rate times the hours charged to the specific projects.

MS. GRICE:  Does this resource utilization rate include overtime?

MR. ZENI:  It includes overtime.

MS. GRICE:  Would you be able to provide the resource utilization rate excluding overtime?

MR. KEIZER:  I guess, just to clarify, the exclusion of overtime -- I am just trying to clarify as to why that would be relevant to exclude overtime, if you are looking at the full cost.  I just wanted to clarify.

MS. GRICE:  Well, my next question is going to be regarding vehicle utilization rate.

And my understanding of the way that rate is derived is that excludes hours beyond standard working hours in a day.  So I just wanted to look at them based on an apples-to-apples comparison.

MR. KEIZER:  Yes.  I was trying to rectify the issue of the people resource, since that is the direct consequence of the -- but anyway, maybe I will allow you to continue with the questions.

MR. ZENI:  Ms. Grice, I will need to check.  Subject to check, this might be excluding overtime.  If not, we can break the two.

MS. GRICE:  Okay, that would be great.

MR. MILLAR:  So it is ?J6.2.
UNDERTAKING NO. J6.2:  TO CONFIRM WHETHER THE RESOURCE UTILIZATION FIGURE EXCLUDES OVERTIME; IF NOT, TO PROVIDE THE BREAKDOWN; TO PROVIDE A FORECAST FIGURE FOR 2019 AND 2020


MS. GRICE:  Thank you.  My last question on this is -- sorry, just to finish off that undertaking.  If it doesn't -- or if it doesn't include overtime, I wondered if you had a forecast as well for 2019 and 2020 for these numbers.

MR. ZENI:  Yes, we can provide that.

MS. GRICE:  Would that be part of the same undertaking then?

MR. ZENI:  Yes.

MS. GRICE:  Okay, thank you.  Then my last question on this is:  Have you ever looked at the resource utilization rate for other utilities, or have you ever benchmarked your resource utilization rate?

[Witness panel confers]

MR. ZENI:  I am not aware of such a benchmark.

MS. GRICE:  Okay, thank you.  If we can now please turn to page 29?  In this question, part (b), we asked for Toronto Hydro to provide the vehicle utilization rate for each of the years 2015-2020.

If we can please turn the page to page 30, part B there, so my understanding is you are able to develop a fleet vehicle utilization rate because your data is derived from GPS that you have installed on all of your vehicles, correct?

MR. NAHYAAN:  That is correct.

MS. GRICE:  Okay.  And in this response, it says that fleet vehicle utilization is tracked in terms of standard working hours, defined as the total hours the vehicle is outside its home zone during standard hours, divided by the total number of standard hours per work day.  And standard hours are between 7:30 to 3:30 during weekdays, excluding statutory holidays.

If you look, there is a little note 1, and it shows what is being excluded.  And this is what I referred to earlier, where vehicle usage out of standard hours, such as overtime, 24-7 system response teams, et cetera, training, meetings, safety meetings, all of those things are excluded from this rate, correct?

MR. NAHYAAN:  That is correct, within the standard hours definition.

MS. GRICE:  Okay.  Then if we just look at the vehicle utilization rates from 2015-2017, it goes from 52 percent down to 45 percent.

And then from 2018-2020, it is going from 44 percent back up to 50 percent.  So I just had a couple of questions around that.

My first one is:  Does Toronto Hydro consider this vehicle utilization rate to be reasonable, given your line of business?

MR. NAHYAAN:  Based on the information that we have, our vehicles are used, and the number of vehicles that we have are based on the number of employees we have.  And we have an ongoing analysis of one, the utilization, as well as the overall condition of the vehicle.

So the work that we complete and support are done by utilizing the vehicles we have.  So I would say yes, they are reasonable.

MS. GRICE:  Okay.  Does this vehicle utilization rate include only Toronto Hydro vehicles?  It doesn't include your contractor vehicles, does it?

MR. NAHYAAN:  It does not include contractor vehicles.

MS. GRICE:  Have you ever compared your fleet vehicle utilization rates to your contractor's?

MR. NAHYAAN:  We have not.

MS. GRICE:  Have you ever compared them to Hydro One or Alectra?

MR. NAHYAAN:  We have not.

MS. GRICE:  And are you aware of an industry benchmark for vehicle utilization rates?

MR. NAHYAAN:  Our understanding is -- or at least our knowledge is that there is no industry standard or benchmark parameter for vehicle utilization in our industry.

And in terms of the standards, our definition, it does and could differ between utilities or companies who manage different sizes or different functionality of fleet.

MS. GRICE:  Okay.  And in your evidence you mentioned that if you have a low utilization rate you will pool your vehicles and not have them assigned, say, to a particular unit.

And I wondered how Toronto Hydro defines low utilization.  Is there a percentage range where you would say, that vehicle is in such a range that it needs to be treated differently?

MR. NAHYAAN:  It is done through the ongoing analysis of the vehicle utilization, based on the GPS data.  And we have data around the clock for vehicles which are used around the clock as well.  It is just for the purposes of this definition that our on-the-clock utilization rate is not represented.

So based on this ongoing analysis, the assessment is done on a per vehicle basis.  I am not aware of any specific thresholds that we are using.

MS. GRICE:  Okay, thank you.

And then just in terms of increasing your rate from 44 percent in 2018 to 50 percent in 2020, is there an internal strategy behind that increase?

MR. NAHYAAN:  Based on our pre-filed evidence, you will see that we have gone through a systemic productivity improvement of reducing the number of vehicles between 2013 to 2017, and that projection is -- that projection continues in part (c) of that response.  And you see decreasing trend in the number of vehicles as well.  So that naturally builds the forecast for us that is presented in part (b).

MS. GRICE:  Okay, thank you.

And just one last question.  Does Toronto Hydro consider resource utilization and vehicle utilization to be a key part of its workforce analytics?

[Witness panel confers]

MR. NAHYAAN:  Sorry, Ms. Grice, can I ask you to just repeat the question?

MS. GRICE:  Yes.  I just wanted to understand if Toronto Hydro considers resource utilization and vehicle utilization to be a key part of workforce analytics?

MR. NAHYAAN:  As I said, these are key parameters that we monitor on an ongoing basis year over year and forms an underlying basis for the forecast we are presenting as part of our plan.

MS. GRICE:  Are there any, for lack of a better word, superior workforce analytics that you are monitoring to be reviewed as part of developing your forecasts?

[Witness panel confers]

MR. NAHYAAN:  Sorry, can I ask you to repeat the question once more?

MS. GRICE:  Yes.  I wondered if there are any additional key metrics that you are using, beyond these two, that allow you to forecast your future costs?

I am not asking for an exhaustive list, but are there two or three additional metrics that you are watching as part of your workforce analytics to inform future spending?

MR. SASSO:  I apologize, Ms. Grice.  I think we keep getting tripped up a little bit when you are talking about the workforce analytics.

So Mr. Nahyaan's been speaking to our fleet strategy.  Ms. Powell has to do with the workforce strategy, which we see more of a human-resources activity.  That is just why we've been huddling a bit here to try to piece through.

I guess if you are talking about the fleet analytics, you know, Mr. Nahyaan's happy to keep going.  But I think we just keep stumbling over the terminology, and we are trying not to do that.

MS. GRICE:  Okay.  My apologies.  I will rephrase it then as human-resource metrics.

MS. POWELL:  We do have a number of human-resource metrics, but I don't think that we necessarily look at -- the capital cost mix is not one of them.

MS. GRICE:  But in terms of your operating costs?

[Witness panel confers]

MS. POWELL:  In terms of compensation benchmarking, we do have metrics for that, where we do analyze and ensure that we are paying at a fair and competitive rate and that our wages are in line with the market.

So -- and that, again, feeds into our business plan and drives the costs.

MS. GRICE:  Okay.  I guess I was just more thinking, how do you know your resources are working in the best way for you, in terms of getting projects done, completing work on time?

Are there any workforce -- or I shouldn't use that word, okay, human-resource metrics like along those lines?  Perhaps more efficiency-driven, productivity-driven?  Is there anything else besides these two?  That is all I wanted to know, if there is something else.

[Witness panel confers]

MR. KEIZER:  Maybe, Madam Chair, just in terms of -- because we have multiple disciplines maybe on the panel, it would be something that we could undertake to provide.  Maybe that would help to move things along, that we investigate as to whether there are other measures that we would consider, in terms of utilization of human resources, which I think is what you are seeking?

MS. GRICE:  Yes, yes.

MR. MILLAR:  The undertaking is J6.3.
UNDERTAKING NO. J6.3:  TO ADVISE IF THERE ARE ANY FURTHER HUMAN-RESOURCE METRICS THESL WOULD CONSIDER.

MS. GRICE:  Thank you.

Okay.  Can we please turn to page 34 of the compendium.  So this is a chart that shows your deficiency capturing process, and this is what I understand is a key part of your asset management.  And so the top row you see the various ways that deficiencies are identified, and the first one is preventative and predictive maintenance, and my understanding is that relates to overhead, underground, and station activities.  Is that correct?

MS. COBAN:  Ms. Grice, this particular area of the evidence was addressed by panel 1.

MS. GRICE:  Okay.

MS. COBAN:  Panel 1 was meant to cover both distribution capital and maintenance programs.

MS. GRICE:  Okay.  I more just wanted to get a sense of where the deficiencies are coming from and then how they're repaired, because it is leading into my questions that are for this panel that have to do with an audit that was undertaken on those deficiencies.

So I will move on, but I was just trying to establish that when you have deficiencies, they're either repaired through the reactive capital program or through your corrective maintenance program.

Is anyone on the panel able to confirm that?

MR. NAHYAAN:  Based on the evidence that I see in this section, and if you refer to page 35 of that -- of your compendium, which is page 9 of 48 of Exhibit 2B, section D3, in terms of the findings from those P1, P2, P3 priority criteria, one side of the equation as per evidence is capital work, the other side is non-capital work.

So subject to check and based on the expertise of panel 1, the reactive capital deals with items which would be reactively -- sorry, which would be replaced, would be capital replacement.  And corrective maintenance would be maintenance work that would fix the issue.

MS. GRICE:  Thank you.  If we can turn to page 36 -- and I won't ask you to confirm this, because I understand it is not your evidence.

MR. KEIZER:  Sorry, Madam Chair, just to clarify.  I just note from Ms. Grice that in the second bullet –- sorry, the first bullet on page 24, that with respect to, I guess, repair of deficiencies, that there is -- and I think panel 1 made reference to this, which was the find-it-fix-it practice, which is that if you are doing your -- based on the evidence at least here, it seems to be that those deficiencies may also be identified as part of preventive and predictive maintenance.

MS. GRICE:  Under find-it-fix-it.

MR. KEIZER:  Yes.  That is what it seems to say starting at line nine.  I just point it out to make sure we're clear.

MS. GRICE:  Thank you for that.  Okay, if we turn to page 36, this just defines what the three types of deficiencies are.  P1 requires a resolution within 15 days, P2 requires a resolution within 60 days, and P3 requires a resolution within 180 days.

I am not going to ask you to confirm that, but can we please turn to page 40 of the compendium.  Now, what this is, this is an internal audit report that looks at when those deficiencies have been -- those high priority P1 deficiencies have been undertaken.

So this maintenance and stations capital audit is dated October 31st, 2018, and the assessment period is January 2016 to December 2017.

If we can turn to page 42, I just have some questions on this audit.  It says, under background:
"The audit of maintenance all RCs and stations capital processes, the audit, was identified as a higher risk area and was included in the 2018 internal audit plan (the plan).  Maintenance processes are critical components to fulfil the vision of Toronto Hydro to continuously maximize customer and stakeholder satisfaction by being safe, reliable and environmentally responsible at optimal costs.  Capital projects at stations allow Toronto Hydro to optimize the useful life of the assets in operation."


Just to clarify, when it says the audit of maintenance, is that all maintenance activities?  What I am referring to is overhead, underground stations, or is it just stations?   What was this audit looking at?

MS. COBAN:  Again, this would have been a question best addressed to panel 1.  As you can see on page 1 of this audit report, Mr. Lyberogiannis and Mr. Trgachef were some of the internal people that were responsible for this audit.

So perhaps we can assist you maybe by way of an undertaking to confirm that.

MS. GRICE:  My apologies.  If you turn to page 38 -- which is where this audit report was requested -- the panel is general plant, operations and administration.

So I am sorry, that's why I took it to this panel.

MS. COBAN:  I understand and we apologize for that.  It was because the undertaking was provided as part of panel 2 at the technical conference.

MS. GRICE:  Right.  My apologies.  I guess I will get to the chase then in terms of what I am looking for.

So on page 46 of the audit, it says, internal audit analyzed -- well, first of all, the risk defined here is medium.  And then the overall rating for the audit was "needs improvement".

So under maintenance, it says:
"Internal audit analyzed the data for the corrective/reactive work requests and work orders created and completed during the years 2016 and 2017.  The analysis highlighted delays in attainment of work orders with assigned priority level of P1.  As per current practice, all work orders with assigned priority level of P1 are suggested to be attained within 15 days.  Only 27 percent of the work orders with assigned priority level of P1 were attained within the suggested timeline of 15 days.  The average attainment time of the remaining 73 percent of P1 work orders was 100 days."

So the question, what I was looking for was is it possible to get a percentage of the work orders assigned priority level P1 that have been attained within the targeted timeline of 15 days for 2018 and to the end of June 2019?

MS. COBAN:  So again, not having those witnesses here, I think the best that we can do is take that undertaking, investigate, and if we can provide an answer, we will.

If not, we can explain why the data doesn't allow us to provide the answer.

MR. MILLAR:  That is J6.4.
UNDERTAKING NO. J6.4:  TO PROVIDE THE PERCENTAGE OF WORK ORDERS ASSIGNED PRIORITY LEVEL P1 THAT HAVE BEEN ATTAINED WITHIN THE TARGETED TIMELINE OF 15 DAYS FOR 2018 AND TO THE END OF 2019


MS. GRICE:  Just the last part of that undertaking would just be essentially to finish the sentence that starts with "only 27 percent".

Then to also provide the average attainment time of the remaining percentage of work orders, if the first part is not 100 percent.

MS. COBAN:  That's fine.  We can do that as part of the same undertaking.

MS. GRICE:  Okay, thank you.  If we can go back to page 38, please.  It says there was mention in an earlier -- or an interrogatory about the SAP Implementation Review.

This was a follow up to that, and it says here in the third paragraph:
"The SAP Implementation Review is an internal monitoring activity for the ongoing enterprise resource planning system upgrade project.  This work is ongoing as part of the post-implementation phase of the ERP project and, as such, a final audit report has not been completed."

Now this was dated March 29th.  Has that audit report been completed at this point in time?

MS. COBAN:   Yes, it has been completed.

MS. GRICE:  Would it be possible for Toronto Hydro to file a copy?

MS. COBAN:  Yes we can do that.

MR. MILLAR:  J6.5.
UNDERTAKING NO. J6.5:  TO FILE THE SAP IMPLEMENTATION REVIEW


MS. GRICE:  Thank you.  Then I just have a question regarding the ERP budget.  I don't know that we need to turn it up, but Mr. Rubenstein took you through the costs of the ERP project.

My question was:  Can you provide how much contingency was built into the original budget?

My understanding is that was an undertaking that was filed on a confidential basis, J6.6, in the last proceeding.  So essentially, we would be looking for an update or -- yes, an update to J6.6, but essentially we want the actual contingency that was built into the original budget, if that is something you could Provide, or just file J6.6.

MR. KEIZER:  Sorry, I have lost the thread there, sorry.  Can you just describe to us what undertaking J6.6 in the last -- you are talking about the last proceeding?

MS. GRICE:  In the last proceeding, correct.  J6.6 provided the contingency amount that was built into the original budget, but it was filed on a confidential basis.

MR. KEIZER:  That's the contingency amount built into the budget for the ERP?

MS. GRICE:  For the ERP project, the original budget.

MR. KEIZER:  Sorry, you wanted that undertaking refiled, is that the request?

MS. GRICE:  Yes, yes.

MR. KEIZER:  I think that is fine.  I am not sure whether the confidentiality continues to extend or not.  I don't know the basis on which the confidentiality was granted.

MR. MILLAR:  So that is a yes?

MR. KEIZER:  Yes.

MR. MILLAR:  By an amazing coincidence, that is undertaking J6.6.

[Laughter]
UNDERTAKING NO. J6.6:  TO REFILE UNDERTAKING J6.6 FROM THE PREVIOUS PROCEEDING


MS. ANDERSON:  You will confirm whether you're requesting confidential treatment on an ongoing basis?

MR. KEIZER:  Yes, Madam Chair.

MS. GRICE:  Okay, thank you.  I just have one last question, and I'm sorry, this is not my compendium.  Can you please turn to 1B-CCC-8.

So Consumers Council of Canada asked for Toronto Hydro to provide a complete list of all of the reports related to work that's being undertaken by contractors.  And those reports are filed, Appendix A to Appendix K.

My question is, are you able to tell us which of the studies listed are included in one-time regulatory costs to be recovered over the IR term, versus just being part of your regular budget?

[Witness panel confers]

MR. SASSO:  So Ms. Grice, if I go through the list here, I can confirm that the following would be in the one-time regulatory costs associated with this application:  Both studies pertaining to the UMS group.  The power system engineering amounts.  The Gartner Canada, London Economics.  Navigant Consulting, there are a couple of those, I think.  And Innovative Research Group.

To the best of my knowledge, Willis Towers Watson would not be, Mercer Canada would not be, because those are regular operating reports that are done.

And the AECOM, you will see, was an inclined, and those would not be tracked to regulatory in any way.

So the Willis Towers Watson and Mercer Canada would arise as part of, for example, the human-resources budget.  They wouldn't be in regulatory at all.

MS. GRICE:  Okay.  That's great.  Thank you very much, and those are the end of my questions.

MS. ANDERSON:  Thank you, Ms. Grice.

Mr. Hann.
Cross-Examination by Mr. Hann:

MR. HANN:  Good morning, Madam Chair.  Good morning, panel.  I would like to start with just a background question that's not included in my compendium.

If you could turn to Exhibit 4A, tab 2, Schedule 9, please, page 21.  Is my understanding correct that this panel is responsible for lines 14 and 15 of this exhibit, where it states:

"The development of the utilities' design and construction standards, managing the utility's quality program."

And then down to line 18:

"And the development and maintenance of design construction and equipment standards and specifications for the electrical and civil construction work executed by Toronto Hydro."

And then line 26:

"Changes to these standards that are driven by reliability improvements, new technologies, regulatory changes, and industry standards, such as CSA standards."

Is part of this panel's area of responsibility?

MS. COBAN:  No, it is not, Mr. Hann.  This particular program was mapped to panel 1, when we provided our overview of the evidence that each panel would be responsible for.

MR. HANN:  Okay.  In my IR 4A, Hann 98, your answer to question (b) was:

"Yes, Toronto Hydro's pole sizes and associated attachments, cables, conductor, et cetera, are consistent with design and construction standards."

Is that correct?

MR. KEIZER:  I believe this may have been also for panel 1, Mr. Hann.

MR. HANN:  It was on the list for panel 2 that was provided by your staff.

MR. KEIZER:  Sorry, that is in Exhibit K1.1.  Is that what it is?  Well, maybe if the panel could -- maybe the panel could address the question the best way they can.  Otherwise, if they can't, they can indicate that.

MR. NAHYAAN:  Can you repeat the question again, if you don't mind.

MR. HANN:  Question B, your answer to my question was:

"Yes, Toronto Hydro's pole sizes, associated attachments, cables, conductors are consistent with design and construction standards."

Is that correct?

MR. NAHYAAN:  Correct.

MR. HANN:  So is it correct to say that you would be aware of what's involved in creating that standard to measure the fact that the pole sizes, et cetera, meet the design and construction standards?

MR. NAHYAAN:  The panel 1 was responsible for standards development.  So, no, I would not be involved.

MR. HANN:  Panel 1 writes the standards?  Or your panel writes the standards?

MR. NAHYAAN:  Panel 1 was responsible -- the responsible party in this proceeding who was responsible for the standards sections.

MR. HANN:  I am not asking you which is responsible. Which panel writes the -- like, do staff under you write the standards?  Or does staff under panel 1 write the standards?

MR. KEIZER:  Maybe there seems to be some confusion about where this interrogatory was to lie, whether it is with this panel or with panel 1, based upon the information granted.

So to be fair, Mr. Hann, maybe the best way to do it is, to the extent that we can undertake to provide clarity, we will.  And that is probably the most efficient way to deal with it.

MR. HANN:  Okay.  Well, I have some questions based on this that is important.  So you have stated that the poles meet the -- meet the standards.

To panel 1, I used the wrong term, which was not answered.  And it was in Exhibit K4.2.  I used the term "overload factor" and "safety factor."  And it was stated that those factors weren't used.

If you look to page 4 of K4.2, what the current definition is, is load factor.  And for wood, the load factor or COV, coefficient of variance, for vertical grade-one construction is 2.  And transverse is 1.9.  And for grade 2 construction for wood is 1.5 and 1.3.  Do you see that.

MR. KEIZER:  Sorry, is --


MR. HANN:  Table A3-1.

MR. KEIZER:  Are you asking this panel to clarify an aspect that was put to panel 1 through your Exhibit K4.2?

MR. HANN:  No.  I am asking them to clarify that they've answered question (b), that they were aware of the standards that are in place, the CSA standards and the Toronto Hydro standards, and the basis that that is to ensure that everything was done according to standard.

MR. KEIZER:  I'm sorry, Madam Chair.  K 4.2, that was an exhibit -- I don't have the exhibit list in front of me.  But is that an exhibit that was tendered as part of the examination of panel 1?

MR. HANN:  Yes.

MR. KEIZER:  And I guess my problem is, if the exhibit was tendered as part of panel 1 and the questions were asked of panel 1, I think it is now unfair to start re-asking them or seeking clarification of them through panel 2, which was not responsible for considering this exhibit or part of that examination.

MR. HANN:  Panel 2 has answered the question (b):  Yes, Toronto Hydro's pole sizes and associated cables are consistent with design and construction standards.

To answer that question, you would have to be aware of the design and construction standards, which, as you have mentioned in your evidence, go back to CSA C-22.3, number 10.

MR. KEIZER:  Well, I think they answered that they understood it to be correct.  Now, how they -- the source of that information, whether or not it was as a result of scrupulous review of the standards or whether it was just an understanding internally, you know, that is something you can clarify with the witness.

But I don't think that this is an opportunity to redo examination that was already done.

MS. ANDERSON:  These do appear to be questions that are capital related, more to what panel 1 was here for.  Are there questions specific for this particular panel that don't, I guess, go over that area again?

MR. HANN:  I will try it this way.  Is this panel responsible for safety?

MR. SASSO:  Well, all employees at Toronto Hydro are responsible for safety in different ways.  So if it pertains to a general plant or operations administration program, or the safety program that we run through our human resources group, we all have -- play different leadership roles in relation to safety in the utility.

MR. HANN:  So how does -- do the power line -- sorry, do power line technicians climb poles to perform work?

[Witness panel confers]

MS. POWELL:  We actually currently do not have any power line technicians.  We have overhead and underground roles.

MR. HANN:  Overhead?

MS. POWELL:  Overhead and underground roles.

MR. HANN:  What would be the overhead person's name, or title?

MS. POWELL:  Certified power line person.

MR. HANN:  Okay.  Do the certified power line persons climb the poles?

MR. NAHYAAN:  Yes.  In cases they would.

MR. HANN:  And how do the certified power line persons know the pole is safe to climb?  Would they climb it in a 90 kilometre an hour wind?

MR. NAHYAAN:  It's a two part question.  So in terms of field crew safety, as part of the internal responsibility system, the crews and crew leaders or leadership in the field assess the specific conditions for safety.  And they would assess their own safety, based on their assessment of the conditions.

In a storm situation, again, for that specific situation, 90 kilometre winds, typically they will assess the situation and in that situation, climbing a pole would be considered likely to be unsafe.

And in terms of storm direction from management and response direction, we also provide direction to assess the situation on its merits and especially in that condition, it would be unsafe to do.

MR. HANN:  So is it considered unsafe based on the opinion of the crew chief or foreman, rather than on the CSA standards, including the tables that I just referenced, table A 1-2 and also table A-3 -- or table A.3.1 of K 4.2?

MR. KEIZER:  I am not sure that -- and given what the witness has indicated earlier, whether they can speak to the CSA standards, or not.

MR. HANN:  So the answer is that it is their opinion that they decide whether to climb or not is a safe activity in a high wind situation?

MR. KEIZER:  No, I didn't say that.  I said I am not sure whether the witness could actually speak to the CSA standard, or not.  If the witness can't, then clarify as such.  But...


MR. NAHYAAN:  The only clarification I could provide is that in-field condition of the specific asset is one aspect of the assessment.

The standards are really used when a brand new construction of a pole is undertaken, because over time, the real conditions of the pole change or varies from the original standard, based on field conditions.

MR. HANN:  Okay.  So I would like to introduce how to calculate wind loads from wind speeds as an exhibit, please.

MS. ANDERSON:  Mr. Hann, we're having a really difficult time, first of all, hearing you.  And second, it would help us if you are getting into very specific technical details, help us understand why that is relevant to us.  You know, we as the panel are not designing a system.  We need to understand where you are going with this, to help us understand why we -- why we need answers.

MR. HANN:  Yes, Madam Chair.  The basis for these questions are that I believe that all work is performed based on standards.  And these standards are set based on wind and ice loading and also clearances phased to ground.

They can lead to poles that have larger circumferences and they're taller, which means that there is more hardware, there is a larger conductor.  There should be less poles in the system because of increased spans, that the larger poles also leads to larger vehicles to handle and possibly longer to install and maintain.

And all of this leads to increased costs to the consumer.

MS. ANDERSON:  Okay.  But that sounds to me the same line of questioning you were having for panel 1.  That seems to be more construction-capital related.  So I am trying to see the relevance to this particular panel.

MR. HANN:  Well, these folks are actually in charge of carrying it out, right?

MS. ANDERSON:  I am not sure I understand the "carrying it out".

MR. HANN:  Carrying out the work.

MS. ANDERSON:  Do they have the construction crews under them?

MR. KEIZER:  I don't believe they do.  I think it's -- the panel that were responsible for that were on panel 1.

MS. ANDERSON:  Given this panel, this was general plant and operating costs is my understanding.  If that is correct, then construction of a pole line would appear to be capital related, and that was part of panel 1.

So we just want to make sure the questions we're asking here are relevant to the people that we have on this panel.

MR. HANN:  Okay.  Is maintaining clearances relevant?

MS. ANDERSON:  Again, I don't know how they've structured, but perhaps they can answer.

MR. HANN:  I provided an illustration from the City of Sault Ste. Marie.  I couldn't find an equivalent one on the web page for Toronto Hydro.

MR. KEIZER:  My understanding is -- well, I will let my friend ask his questions.  But the panel was configured as you have described, Madam Chair, which is that this is relating to the general plant programs and operating expense.  But the actual physical construction and configuration of the system was something that was on the basis of those programs assigned to panel 1.

MR. HANN:  When Toronto Hydro replaces a large vehicle such as a bucket truck -- is that the correct term?  And also a Derrick truck -- does Toronto Hydro replace like for like?

MR. NAHYAAN:  When the decision to proceed with purchasing a vehicle based on the capital forecast is undertaken, specifically for large heavy-duty vehicles, a specification is created based on the internal requirements and a competitively bid process, a procurement process, is undertaken to procure vehicles which meet those specifications.

MR. HANN:  Has the lift capacity and the height that they're required to carry, men and materials or people and materials, been part of the justification?

MR. NAHYAAN:  Sorry, I heard several considerations there.  Can you just repeat yourself?  Thank you.

MR. HANN:  The lift capacity of the Derrick trucks and the height capacity of the bucket and the Derrick trucks, is that part of the criteria?

MR. NAHYAAN:  Those would be part of the specifications for the vehicles, correct.

MR. HANN:  And have they stayed the same since 2008?  Same capacities?

MR. NAHYAAN:  I don't have that information as it relates to the specifics of those specifications today.  Sorry.

MR. HANN:  Is it possible to take an undertaking to see the years that the requirements have changed, in terms of lift capacity of the Derrick trucks and the height capacity of the Derrick and the bucket trucks?

MS. COBAN:  Yes, we can clarify that in an undertaking.
MR. MILLAR:  J6.7.
UNDERTAKING NO. J6.7:  TO ADVISE OF THE YEARS THAT THE REQUIREMENTS HAVE CHANGED, IN TERMS OF LIFT CAPACITY OF THE DERRICK TRUCKS AND THE HEIGHT CAPACITY OF THE DERRICK AND THE BUCKET TRUCKS.  ALSO TO ADVISE IF THE CAPACITIES HAVE INCREASED, WOULD THAT BE BECAUSE THE SIZE OF THE POLES HAS INCREASED.

MR. HANN:  In your understanding, if the capacities have increased, would that be because the size of the poles has increased?

MR. KEIZER:  I don't know if he can necessarily answer that, from the stance he doesn't know whether the specifications have changed, is the reason why we have given the undertaking.

MR. HANN:  So that would be part of the undertaking as well?  Or do we need a new undertaking?

MR. KEIZER:  We can include it within the existing undertaking.

MR. HANN:  On page 46 of my compendium it states that 63 percent more -- Toronto Hydro requires 63 percent more heavy-duty vehicles.  What type of vehicles does the 63 percent represent?  Is it more Derrick trucks?  More bucket trucks?  Larger Derrick trucks?  Larger bucket trucks?

MR. MILLAR:  Madam Chair, just while we're here, I don't believe we've have marked the compendium yet.  So I propose to do that.  It is Mr. Hann's compendium for panel 2 is K6.2.
EXHIBIT NO. K6.2:  HANN COMPENDIUM FOR PANEL 2.

MS. ANDERSON:  And did that include Appendix D?  Or was that already part of a previous one?

MR. KEIZER:  Was that the exhibit that was referenced on the screen?  That was part of the original Exhibit K4.2.

MS. ANDERSON:  Thank you.

MR. NAHYAAN:  If I can refer you to Exhibit 2B, section E8.3, page 12 of 20.  Toronto Hydro has provided a breakdown of replacement costs and types, in terms of heavy-duty and light-duty vehicles for the forecasted period of 2020 to 2024.

MR. HANN:  It has a breakdown.  It doesn't have the -- does a single bucket truck only come in one man-lift size capacity, like, does it only do 20 feet?  40 feet?  60 feet?  How is a single bucket truck identified?

MR. NAHYAAN:  Similar to my previous answer, I don't have the specifications available at this point.

MR. HANN:  So could this Table 6 be expanded for the
-- just add in the two criteria, lift capacity and height capacity, for the different types of vehicles, the single bucket, double bucket, small crane truck, large crane truck, small Derrick and large Derrick trucks, please.

MS. COBAN:  Mr. Hann, that seems like a lot of detail to provide within the context of this undertaking.  I am not sure if all of that detail is available.

And perhaps in terms of where you were going with this area of questioning, our previous undertaking in providing some clarification on how our lift capacity and height capacity has changed over the years relative to our construction efforts, I believe that within the context of that undertaking we can provide the clarity that you are looking for without having to go into this level of detail as part of the hearing.

MR. HANN:  Thank you.  Is it reasonable to assume that if Toronto Hydro was increasing the size of its vehicles to carry out the work program, is it also reasonable to assume that contractors have to do the same thing with their fleet, in particular the bucket trucks and the Derrick trucks?

MR. NAHYAAN:  I am not able to comment on contractors' vehicles and their specifications.

MR. HANN:  Do larger conductor sizes require different polar tensioners that you have within your fleet?

MR. NAHYAAN:  Typically our fleet specifications are based on all our work programs and the specific needs of the specific tools and equipment provided for the work to be completed in a safe and reliable manner.  So they would be based on the work that we complete, yes.

MR. HANN:  On page 2 of the compendium you use the term "reports outages, interruptions".  I am confused, and I have had trouble with the language here at the hearing.

At Toronto Hydro, is there a difference between the definition of an outage, an interruption, a report?  Do you use those terms interchangeably or how does your language work?

MR. NAHYAAN:  Mr. Hann, can I ask for you to take me to the reference, because I am on page 2 of the compendium and I don't see Toronto Hydro's responses utilizing those terminologies.

MR. HANN:  Let's go to page 9 of the compendium.  See, you have number of interruptions there in the table.  Then if you go to page 4, I believe -- no, sorry, page 38, you have number of outages.

And the earlier page that I referred to, I had quoted you 20 or more reports.  So there’s three different words that are used, and I am just not sure what those mean.

MR. NAHYAAN:  Thank you.  I will clarify those.  So on page 38, number of outages refers to the number of logged primary outages in our recording system, which is interruptions, tracking system events.

In terms of your compendium, page 9, table 1, number of interruptions, we have responded N/A and there is a note associated to that response, note 3.  Number of interruptions is not a quantifiable figure since various system events can have nested outages interruptions associated with restoring power.

MR. HANN:  So we will use the term interruptions, but what does it mean?  What is your understanding of what it means?

MR. NAHYAAN:  Our response is that in a simplistic term, interruptions/outages in our definition means where a customer or more customers have seen a power disruption.

MR. HANN:  Sorry, could you repeat that answer for me?

MR. NAHYAAN:  In our definition, an outage or interruption means an event where a customer has seen a power disruption.

Now, as it relates to table 1, your question number of interruptions, the number is definable in many ways because during restoration steps, there could be some subsections of an overall large outage area that are restored in several stages, and we were not aware of your definition of whether those would count as one interruption, multiple interruptions, multiple stages of interruption restoration.

We just could not define what your definition of number of interruptions is.

MR. HANN:  And what does 20 or more reports refer to from Exhibit 2B?  The number was page 7, 69 in the PDF.  I'm sorry, it wasn't numbered in the file.

MR. NAHYAAN:  Sorry, can you please refer me to that section again?

MR. HANN:  In my compendium, it is page 2 and it is in response to Exhibit 2B of the PDF.  It was page 769 that I took it from, but there was no reference of a page number that I could refer it to.

MR. NAHYAAN:  Sorry, Mr. Hann, page 2, I don't see 20 reports.  Are you talking about the original reference in line 4?

MR. HANN:  Line 6 was part of my question.

MR. NAHYAAN:  Oh, okay.

MR. HANN:  And it referred to the exhibit number 2B.  But there was no other additional information, other than page 769 of the PDF, where you referred to "20 or more reports," which is a quote.  I will go on.  So suffice to say --


MR. KEIZER:  Sorry, Mr. Hann, we have it actually on the screen now.

MR. HANN:  Oh, okay.  I'm sorry, it is hard to reference something when there is no page numbers.  Thanks for getting that.  No, you had it up there.  I saw it.

MS. COBAN:  We are trying to figure out -- sorry to interrupt.  But we are just trying to figure out if perhaps Mr. Lenartowicz can help us with the reference within Exhibit 2B.  Is there a specific report that we can pull up, just so the witnesses can have that material in front of them.

MR. KEIZER:  I think it seems to be from the AECOM report that was related to the weather analysis.

MR. HANN:  So is it fair to say that reports, interruptions and outages all mean the same thing at different times, and also mean different things at different times?

MR. NAHYAAN:  I'm not able to comment on AECOM's analysis of reports.

I have already stated in my responses that the number of outages referenced in the earlier question was related to the number of entries or primary outages that we saw as tracked in our recording system of interruptions.

MR. HANN:  When you tracked the primary outages, if you look at page 38 again -- well, let's just look at the first line.  It says 56 is the number of outages on July 8th, 2013.

MR. NAHYAAN:  Sorry, which specific date reference were you mentioning?

MR. HANN:  July 8th.

MR. NAHYAAN:  Okay.

MR. HANN:  56 outages, right?  And underneath those outages, would there have been 1,000 interruptions, because of the nested nature and the segmenting, and the other things that you mentioned in note 3?

MR. NAHYAAN:  I don't have that information available at this point.  For those details, you would actually have to review all 56.

MR. HANN:  Hypothetically, would there be a number greater than 1 of interruptions underneath an outage?

MR. NAHYAAN:  It's possible, subject to check, I am not -- it could be exactly 56 as to 56, or 56 as to a greater number.  I just can't confirm.

MR. HANN:  When you calculate the restoration time for calculating SAIDI and SAIFI, do you use the restoration time of the number of outages in column -- on page 38, table 4?

MR. NAHYAAN:  When SAIDI and SAIFI are calculated, they are based on number of customers impacted and the duration of each customer interruption are impacted.

MR. HANN:  Number of customers impacted and the duration of which?

MR. NAHYAAN:  Duration of that impact to the customers.  So a combination of those are utilized to derive SAIFI and SAIDI.

MR. HANN:  So it includes everything that is nested, et cetera, in the calculation for SAIDI and SAIFI?

MR. NAHYAAN:  That is correct.

MR. HANN:  Can we look at the compendium, please, 33, 34 and 35?  Just to clarify, this panel is responsible for the work activity of restoring power, is that correct?

MR. NAHYAAN:  That is correct.

MR. HANN:  Okay.  So on Friday, there was much talk with my friend from the Power Workers' Union about new staff coming online.

I'm sorry that I didn't use the correct term.  There's many ways of describing somebody who works on the lines, and I apologize if I have not used it correctly.

So they're talking in the range of 100 to 250 new staff coming on.  Not all of them would have been people who work on the overhead or underground line, correct?

MS. POWELL:  I did talk about an additional 50 people that were being hired.

MR. HANN:  Thank you.  So the table on page 33 shows various root causes for power interruptions, correct?

MR. NAHYAAN:  Based on the title of table 1, failure causes by equipment type, yes, these would be different types of failure causes.

MR. HANN:  And there is also a category called root cause.  Let's just look at one of them.  Let's look at transformer pole mount.  There is end of life, process, supplier quality, known issues, shipping and handling, compliance.

If you turn over to Table 2, there is a definition of all of those failure cause definitions; is that correct?

MR. NAHYAAN:  Again, yes, that is the title of Table 2, failure cause definitions.

MR. HANN:  Okay.  So how would these 50 brand-new employees know how to code an interruption or an outage or a report based on these definitions?

MS. COBAN:  Mr. Hann, I believe you had an exchange with Mr. Taki on panel 1 about this specific area, and he was talking to you about our program that we have for analyzing the failure causes, and I believe you were trying to get some clarification on specifically this question.

So is there a different question that you could ask for this panel?  Or are you just looking to ask the same question again?

MR. HANN:  I believe it is a different question.  The staff here are the ones that look after the actual training of the new staff.

And I didn't refer to the specific things like process, supplier quality, end of life, known issue, shipping and handling, compliance.

How would a new staff know the answers to those questions when they're working on the line restoring the power?

[Witness panel confers]

MS. POWELL:  Our new staff would be put through a very comprehensive apprenticeship training program, which can take up to four-and-a-half years.  And through that process they would be guided and they would have job shadowing so that they would be shown how to properly carry out and execute the work.

MR. HANN:  So what would be an example for this transformer of a process that the new staff would be told by the job shadowing of how that worked?  Is there a manual that describes these things?

[Witness panel confers]

MS. POWELL:  We do have process documents and guidelines, procedures that they would follow.

MR. HANN:  And would you be able to provide the process document that would describe for them to follow so that when they look at the transformer they would know that it was a process problem, a supplier quality problem, end of life, a known issue, a shipping and handling or a compliance problem?  Is there a piece of paper or process or whatever?

MR. KEIZER:  Sorry, Madam Chair.  I guess I am just trying to understand why the granularity of a new trainee being instructed with respect to a particular transformer and how to identify that failure of a new trainee as opposed to all of the many employees that Toronto Hydro has is relevant to the consideration of the rate process that we have today.

MR. HANN:  It doesn't need to be just a new trainee, it could be everyone.  But the premise of the data, the source of the data, is coming from the staff that is involved with this panel.  So if they just put down the process is the root cause because that's what they think that it is, but they're maybe not following the actual procedures, then the whole analysis that was done for the capital replacement program is all based on equipment failure and process when, in fact, it may have been voltage overload, and that would lead to a whole different response.

MS. ANDERSON:  Do you have any guidance documents that go to how these things get categorized; in other words, a further explanation rather than just these definitions?  Is there such a document?

MS. COBAN:  I don't think that anybody on this panel would have firsthand knowledge of that.  Perhaps what we can do to be helpful is just take it away and see what we can provide, in terms of further clarification around how we ensure that we have a process around following these definitions and making sure that things are consistently applied as laid out in these tables.

MS. ANDERSON:  I think an undertaking to look at that would be helpful.

MS. COBAN:  We can do that.

MR. MILLAR:  J6.8.
UNDERTAKING NO. J6.8:  TO PROVIDE ANY GUIDANCE DOCUMENTS THAT GO TO HOW THINGS GET CATEGORIZED.

MS. ANDERSON:  Mr. Hann, I am doing a time check.  You are over your 35 minutes.  How much more time do you have?

MR. HANN:  Madam Chair, may I use some of Shelley Grice's time?

MS. ANDERSON:  That is not how this works, no.

MR. HANN:  I expect probably about 15 more minutes, if that is okay.

MS. ANDERSON:  I think that is a bit longer than we would like.  I would ask you to try to focus on key questions that you have.

MR. HANN:  Okay.  In the restoration, major storms, what is the biggest challenge that Toronto Hydro faces to restore the power?  Is it finding the damaged area or driving to the damaged area going around trees, et cetera?

MR. NAHYAAN:  It would really depend on the type of damage in the city and the type of storms.  So, I mean, it is hard to generalize in that specific question.

MR. HANN:  Okay.  I provided an update to the charts that I created.  I made a mistake on the SAIDI and SAIFI years.  And I have re-provided that.  It was -- I didn't write down the exhibit number, I'm sorry.  Do you have the -- it was K4.4 -- 4-4.

Can this new exhibit that I provided be a replacement for that, please?

MR. GLUCK:  Should I mark this?

MR. KEIZER:  Sorry, I missed the comment.

MR. GLUCK:  K6.3.
EXHIBIT NO. K6.3:  UPDATE TO MR. HANN'S CHARTS

MR. KEIZER:  Sorry, I was looking at --


MS. ANDERSON:  Yes, I am trying to understand.  So there was something in your original compendium, and you are asking for --


MR. HANN:  In my original exhibit, Madam Chair, I used the wrong labels for SAIDI and SAIFI.  It was 2008 to 2013 instead of 2013 to '17.  So I have corrected that in this exhibit.  It was K4-4.

MR. KEIZER:  And was that included -- is the new pages included in the compendium you sent out yesterday, Mr. Hann?

MR. HANN:  No.

MR. KEIZER:  So this is something that you provided this morning?

MR. HANN:  No.  I provided it yesterday.  It wasn't inside the compendium.  It was with the e-mail.  And I provided it on Saturday.

MS. ANDERSON:  Okay.  I am still confused.  So there was something that was provided before?  And you are correcting --


MR. HANN:  Yes.

MS. ANDERSON:  Where is the corrected version?

MR. HANN:  The corrected version was provided on Saturday on an e-mail.

MS. ANDERSON:  Sorry, it is here on my desk, thank you.

MR. HANN:  May I proceed?  When you considered the total durations of all interruptions, which is included in the evidence that was provided by Toronto Hydro -- and I have just drawn these graphs to make it easier to see -- if you refer to 2B-52, the tables there, the chart that shows hours of all outages, and also please note that Toronto refers to former Toronto in these tables.

Is the total time that the power is off for all interruptions or outages no matter what, no matter how many customers affected.

So if you take the values in the sum of durations of table 3 in 2B-52, it is represented in this graph.

If you look at the graph from 2010-2017, would you agree for the horseshoe area that the time that every outage takes to be restored has decreased from a total of 400,000 hours down to about 250,000 hours?  Would you agree, subject to check?

MR. NAHYAAN:  Sorry, Mr. Hann.  Can I ask you to refer to the original source of the information?

MR. HANN:  Table 3 of 2B-52.  We are looking at the value in 2010, which is around 400,000 down to 2017, which is around 225,000.  Is that correct?

MR. NAHYAAN:  For the horseshoe, that is the number that is presented on that table, yes.

MR. HANN:  Okay.  What that is showing is that for the horseshoe area, there has been a tremendous reduction in the time that it's been taking to restore any customer that's been interrupted -- to restore the outage, sorry, independent of the number of customers that were interrupted.

It's a good news story.  I am surprised you don't want to agree with it.

MR. NAHYAAN:  The data shows an improvement, yes.

MR. HANN:  For the former Toronto, which I showed as Toronto, it shows it’s relatively consistent.  Would you agree with that as well?

MR. NAHYAAN:  I see a variability year over year between 2010 to 2017, so there are some years which are much higher and much lower than the original 2010 baseline.

MR. HANN:  2013 was much higher, but the rest of it is pretty close, wouldn't you agree?

MR. NAHYAAN:  2012 is 22,000, which is quite a bit lower than 32,000.  So it is all relative, really.

MR. HANN:  It is not the same magnitude as for the horseshoe, correct?

MR. NAHYAAN:  The baselines are significantly different.  One is 400,000 versus a 30,000 reference point of 2010.  So, yes, the variability magnitudes are different.  I don't have the percentages available to comment on the significance of the evidence.

MR. HANN:  Let's go to SAIFI on page 3.  Now, I have created these based on the data you provided for a number of customers.

Subject to check, this would show that there's a much larger contribution to your corporate SAIDI of the horseshoe area compared to the Toronto area, is that correct?

MR. NAHYAAN:  Sorry, you started your reference with SAIFI and then moved on to SAIDI.  Can you...


MR. HANN:  That is on page 4, sorry.  But the question also applies to page 3, SAIFI.

MR. NAHYAAN:  Sorry, Mr. Hann, can you refer me to exactly whether you are asking about SAIFI or SAIDI?

MR. HANN:  It is SAIDI; the contribution to the corporate total is much larger for the horseshoe area than for the Toronto area, subject to check -- the former Toronto area, for both SAIDI and SAIFI.

MR. NAHYAAN:  Yes, subject to check.

MR. HANN:  Okay.  One more section, page 4 and 5 of the compendium, please.  Has Toronto Hydro adjusted its processes so that if Toronto Hydro knows that a storm is coming, it can request a mutual assistance before the storm affects the Toronto Hydro assets?

MR. NAHYAAN:  Toronto Hydro's assessment of mutual aid really differs from a case-by-case, in terms of the knowledge of the storm coming, as well as our knowledge of the associated areas around us, or the utilities around us that are affected and are mutual aid partners.

So it really differs from case to case.  Our process entails provisions for both calling for mutual aid before the storm hits, as well as after the storm hits.  It really depends on a decision based on a case-by-case basis.

MR. HANN:  Is that part of a written document someplace, what the process is for requesting mutual assistance?

MR. NAHYAAN:  Toronto Hydro is signed on to a mutual aid agreement between multiple parties as part of the NAMAG group, so those processes are outlined in that agreement, correct.

MR. HANN:  So there is a document that shows when you would -- what criterias you would use to -- if you weren't there, if you were on vacation, what your subordinate would use to declare mutual assistance, or whoever it is that does that?

MR. NAHYAAN:  We have several emergency response plans and procedures that are in place that drive some of the decision-making, in terms of both internal resource acquisition as well as contractor community and mutual aid.  So part of those processes, these would be documented.

MR. HANN:  Is it possible to provide that criteria for declaring mutual assistance?

MR. KEIZER:  I guess so.  Ultimately, I am not sure how voluminous the documents are, or how detailed they are, and whether or not that maybe better to be summarized as opposed to providing all of the documents that are associated with it.

MR. HANN:  Summarized would be fine, thank you.

MR. KEIZER:  That's fine.

MR. MILLAR:  J6.9.
UNDERTAKING NO. J6.9:  TO PROVIDE THE CRITERIA FOR INVOKING MUTUAL ASSISTANCE


MR. HANN:  Madam Chair, that concludes my questions, thank you.

MS. ANDERSON:  Thank you.  Ideally, I think we might be able to get through Panel questions.  So I think we are going to try.  So we will continue and maybe go hopefully not past 11:30.
Questions by the Board:


MS. ANDERSON:  Mr. Janigan, do you have anything?

MR. JANIGAN: I have no questions.

MS. ANDERSON:  Ms. Frank?

MS. FRANK:  I have two questions.  One deals with the updating of information.  I think we heard that on July 3rd, you updated for the higher regulatory costs, a million dollars higher.  That's correct?

MR. SASSO:  Yes.

MS. FRANK:  And then we had some conversation, I think it was U-Staff-166.9, and we were talking about pole attachments, and we were talking about other areas where the 2018 information suggested that there would be revenues higher than what was forecast for 2020.

And that information wasn't updated and I think the idea was, oh, well there are other offsets.  Is that correct?

MR. SASSO:  Yes, that's right.

MS. FRANK:  So I am struggling with, when do you decide to update and when do you decide, no, there’s offsets?

MR. SASSO:  So that's a great question.  We've looked at the regulatory costs specifically in relation to this application as being of a different nature than the rest of our plan.  Those costs are entirely contingent on this process, and not just Toronto Hydro's costs, but the costs of intervenors and the Board.

Our mindset was that it would be most helpful to the Board and really, I guess, most fair to the utility that as part of this process if those actual costs vary over the course of the proceeding that those ought to be updated.

As for the rest of our costs, or revenues, really the rest of the plan, our view has been that they were prepared on a forecast basis.  We updated that information to the best of our ability on April 30th, and subject to any corrections that needed to be made as a part of the subsequent interrogatories or other corrections, that those should not be updated forecasts.

MS. FRANK:  Thank you for that.  And I do think we asked you to provide a listing of all of those updates that would help us.  So that is already there as a requirement.

MS. COBAN:  It is.  That is Undertaking J1.2.

MS. FRANK:  Right, thank you.  But I still struggle with this being $1 million, which is not a really large number in the case of Toronto Hydro, right?  Your numbers are typically much larger than that.  But you felt it was necessary to update this one.  It is not based on 2018.

Is there going to be something else that you figure is really necessary?  My preference would be it go the other way to the customer's benefit.  Have you got anything?

MR. SASSO:  Our view is that those costs related to the application are just of a different nature than the rest of our plan.  In the event that our costs related to the application were to turn out to be less than that, leading up to the DRO process, or if we got input from the intervenors that their costs were forecasted to be greater or to the customer benefit less, if the costs we forecasted for the OEB were forecast to be greater or less, our view is that that's the one package of costs that really make sense to be updated on a different basis and in the course of the proceeding leading up to the DRO.

MS. FRANK:  So it would be reasonable that we asked you to update it again when you file your arguments?

MR. SASSO:  Yes.  We would be happy to do that.

MS. COBAN:  Yes, we could do that.  Perhaps we can roll it into Undertaking J1.1, which is --

UNDERTAKING NO. J1.1 (ADDENDUM):  TO PROVIDE UPDATED INFORMATION TO UNDERTAKING J1.1

MS. FRANK:  Yes, do that, please.

MS. COBAN:  And just by way of clarification, in 1.2 there are items that are both increasing the revenue requirement and also reducing the revenue requirement.

MS. FRANK:  Yes.  And that is why that one was more palatable than this one.

Okay.  Other area of questioning.  So we talked previously about the OEB Appendix 2L, and there were -- there was a table.  I don't know if you can just pull that up with that limited reference?  We had a conversation about it.  It had costs per different elements, and we didn't talk about costs per customer.

So I want to talk about costs per customer.  Maybe I can just tell you generally what is happening, and I am certain your expert person at finding the documents will find it in a minute.

Costs per customer...  The costs per FTE.  Yes, this is the one.  Okay.  So when you look at total costs per customer, you see a bit of an increase over the period.

My question is, what's the primary driver of increasing costs on a per customer basis?  Why does it cost more to serve the customers?

MR. ZENI:  The per customer ratio is influenced by two things, the number of customers, as well as a cost, a total OM&A cost.  As you can see, Ms. Frank, in our evidence, 2020 OM&A has increased when compared to historical years.  However, when you look at 2020 OM&A and you account for specific changes in how we treat certain elements of that OM&A, these are things, such as monthly billing, the difference in the treatment between accrual basis and cash basis for the recognition of future employee benefits, as well as changes in the treatment for contact voltage is carrying costs.

If you want I can take you to the reference where those numbers are.  Once you remove those costs to make an apples-to-apples comparison to 2015 OM&A, you notice that our OM&A increase its on average to 1.9 percent increase.

So that is an increase that is below our 2 percent assumption and the historical inflation rate for the City of Toronto.

MS. FRANK:  When I look at the number of customers, that is certainly increasing through this period as well.  So I would have thought with that level of increase in customers, recognizing indeed there is some increase to OM&A, the costs per customer would have been, at best, going down.  That would be ideal.  You're more efficient.  But there may be a few things, and I will agree that the monthly billing might be one of those few things that would prevent you from being more efficient.

So I don't need to have it right now, but if you want to tell me what undertaking would show me the cost per customer changes, the drivers that are associated with costs per customer.  Anything that is overall OM&A costs, I don't want to look at that.  I just want to look at the cost per customer.

[Witness panel confers]

MR. SASSO:  Would it be helpful, Ms. Frank, if we provided the adjusted OM&A that Mr. Zeni was speaking about, and then apply that per customer formula to it in order to see the updated ratio, if you will?

MS. FRANK:  As long as what he's taking out are items that relate to the service to the customer, and the change in the service to the customer, rather than an OM&A activity that was there in the past and is there in the future.

I am trying to focus on, it costs you more to serve a customer.  Why?  So if this breakdown would do that, that would be very helpful, and, yes, I would appreciate it.

MR. KEIZER:  We can undertake to do that.

MR. MILLAR:  J6.10.
UNDERTAKING NO. J6.10:  TO ADVISE WHAT UNDERTAKING WOULD SHOW THE COST PER CUSTOMER CHANGES, THE DRIVERS THAT ARE ASSOCIATED WITH COSTS PER CUSTOMER.

MS. FRANK:  Okay.  Those are my questions, thank you.

MS. ANDERSON:  Thank you.  I have three questions.  The first one hopefully is quick.  I think it follows a little bit along the lines of what Ms. Grice was asking.  She was asking about utilization of fleet.

Do we have the number on record of how much your fleet costs are capitalized?

MR. NAHYAAN:  So just for clarification, you are looking for how much of the fleet overall costs are charged to projects?

MS. ANDERSON:  To capital projects, yes.

[Witness panel confers]

MR. ZENI:  Madam Chair, if I can refer you, please, to Exhibit U, tab 2, Schedule 3, Appendix A.  The second table shows the amount of costs being capitalized broken down by labour, vehicle, and materials.

MS. ANDERSON:  Perfect.  That is what I wanted.  Thank you.

The other question goes to the vault inspections and the conditions of service.  I thought I understood, and then I read -- and let's call it up -- interrogatory response 4A, GTAA-1.  So this was the one that went through the different versions, I guess, of your conditions of service.

So am I correct that -- revision, I guess, rather than version -- revision 17 is currently in effect?  Is that correct?

MR. SASSO:  Yes, that's correct.

MS. ANDERSON:  And then you had proposed a version 18, which never went into effect and you have essentially withdrawn.

MR. SASSO:  That's correct.

MS. ANDERSON:  Okay.  So then we move to version 18.1, which went out for public comment and was going to come in effect on February 1st.

So obviously it did not come into effect.  Is that correct?

MR. SASSO:  Yes.

MS. ANDERSON:  Have you withdrawn that revision?

MR. SASSO:  Yes.

MS. ANDERSON:  And where is it that I find that wording about withdrawing that revision?  So this interrogatory really is not of particular use, because this revision is no longer being proposed.  Is that correct?

MR. SASSO:  The timing of when we filed the interrogatory response was before that date, and so you are correct.  I suppose you have my testimony now that it did not come into effect.

If we need something further, I suppose we could file a link to the conditions of service as they are now.  We did have a website update, which I know has caused some frustration to finding correct links.  But maybe that would be a way to put that forward, or the specific sections that are in force in the current conditions of service.

MS. ANDERSON:  I believe we have the link.  I guess where I was going is -- Mr. Quinn seemed to understand that this newest revision wasn't going into effect, and I wasn't sure how he reached that understanding.  Was there a communication to that effect that I could see?

I didn't see anything on the record, but maybe I missed it.

MS. COBAN:  It was discussed at the technical conference.  There was an exchange and that is when we confirmed.

MS. ANDERSON:  Could you get me the transcript reference to that?

MS. COBAN:  Of course.

MS. ANDERSON:  That is all I need.  That would be perfect.

So then my other question about it is we had an undertaking which was about vault maintenance and the number of inspections.  Do we know on, more on a unit basis, what these cost?  Is there any analysis on, you know, the range.  You had originally proposed -- were proposing two hours, and now you are not, you know, how long these vault inspections typically take, so we have a sense of the costs on a per-unit basis?

MR. SASSO:  I know that we do have further in that list of interrogatory responses -- I don't know.  Mr. Nahyaan, do you have it?

[Witness panel confers]

MS. ANDERSON:  Just while they're looking, I guess I do need an undertaking.  You will provide me the transcript reference from the technical conference.  Let's document that, Mr. Millar.

MR. MILLAR:  J6.11.
UNDERTAKING NO. J6.11:  TO PROVIDE THE TECHNICAL CONFERENCE TRANSCRIPT REFERENCE ABOUT VAULT MAINTENANCE AND THE NUMBER OF INSPECTIONS

MS. ANDERSON:  Thank you.

MS. COBAN:  There is an IR that we have that was looking at the median duration that inspectors attend vault appointments.  It is 4A-GTAA-7, part (a).

MR. SASSO:  Further to that, part C of the same response speaks a little bit to the distribution.

MS. ANDERSON:  Thank you.  That is helpful.

So my last question, I believe, is for you, Mr. Sasso.  At the oral hearing, you were making mention that you have done a number of benchmarking, and that it was in response to the previous OEB decision, as well as reflecting on the Rate Handbook, and those have been filed.

Do you do benchmarking for purposes other than for rate applications, just for your general good management of the utility?  Or, you know, is there benchmarking focussed at us?

MR. SASSO:  It's both.  And I think we'll hear from panel 3 soon about customer engagement.  And similar to that, we have application-specific efforts that we engage in.

But we do lots of other analysis into the costs, our cost structure and, you know, that's absolutely a part of our continuous improvement focus in many different parts of the business.

What we do find is that sometimes that benchmarking lends itself to the kinds of analysis that goes on in a rate application and in other cases, it is much more granular.

MS. ANDERSON:  Okay, thank you.  Those were my questions -- sorry, Ms. Coban?

MS. COBAN:  Madam Chair, if I can assist?  All of the benchmarking reports that we do in the normal course have been filed in our response to 1B-SEC-3.

MS. ANDERSON:  Perfect.  Thank you.  Those were my questions.  So our morning break is basically relying on redirect.  So, Mr. Keizer, do you have anything?

MR. KEIZER:  We have no redirect.

MS. ANDERSON:  Well, that works.  So I think with that we can excuse panel 2 with our thanks, and we will take a 20-minute break and have panel 3 up after the break.

MR. KEIZER:  Yes, Madam Chair.  There will be a counsel change.  Mr. Arlen Sternberg is taking panel 3 and the experts.  So I will be taking my leave at this point.

MS. ANDERSON:  Thank you, Mr. Keizer.

MR. KEIZER:  Thank you.

MS. ANDERSON:  Let's take 20 minutes.
--- Recess taken at 11:30 a.m.
--- On resuming at 11:59 a.m.

MS. ANDERSON:  Please be seated.  So we are back on the air, ready to introduce panel 3.

MR. STERNBERG:  Thank you, Panel members, and just before I begin I will introduce myself.  Mr. Keizer mentioned me at the outset.  It is Arlen Sternberg.

And I will introduce the -- or indicate the names of the people on panel 3 and then have very brief examination in-chief really just by way of introducing them to you.

Starting closest with me we have Cynthia Chan.  Next to her Darryl Seal.  Next to him Amanda Klein, then Matthew Higgins, and finally, Greg Lyle, closest to you.

Once they're affirmed I will proceed with a couple of brief questions for each of them if I may.

MR. JANIGAN: Thank you very much.  I'm going to do this for all of you at the same time.
TORONTO HYDRO-ELECTRIC SYSTEM LIMITED - PANEL 3
Cynthia Chan,
Darryl Seal,
Amanda Klein,
Matthew Higgins,
Greg Lyle, Affirmed.

MR. JANIGAN: Thank you.
Examination-In-Chief by Mr. Sternberg:

MR. STERNBERG:  Beginning with Ms. Chan, I understand you are director, corporate accounting and external reporting?

MS. CHAN:  Yes, that is correct.

MR. STERNBERG:  Please briefly describe your areas of responsibility.

MS. CHAN:  My area of responsibility, external financial reporting, and the deferral and variance accounts.

MR. STERNBERG:  Mr. Seal, you are manager, revenue assurance and compliance?

MR. SEAL:  That's right.

MR. STERNBERG:  Please briefly describe for us your areas of responsibility.

MR. SEAL:  I am responsible primarily for the load forecast for cost allocation and rate design evidence.

MR. STERNBERG:  Next, Ms. Klein.  You are executive vice-president, public and regulatory affairs, and chief legal officer?

MS. KLEIN:  Yes.

MR. STERNBERG:  Please briefly describe for us your areas of responsibility.

MS. KLEIN:  My areas of responsibility are corporate performance and governance.

MR. STERNBERG:  Next, Mr. Higgins.  You are manager, regulatory applications?

MR. HIGGINS:  That's correct.

MR. STERNBERG:  Please briefly describe for us your areas of responsibility.

MR. HIGGINS:  I am responsible for the development and administration of this application.

MR. STERNBERG:  And finally, Mr. Lyle.  You are president, Innovative Research Group Inc.?

MR. LYLE:  Yes.

MR. STERNBERG:  What was Innovative's role in connection with this application?

MR. LYLE:  Our role was to design and implement the customer engagement strategy.

MR. STERNBERG:  If I may, I would now ask each of you to respond in turn to this question.

In respect of the various evidence that's been filed for this panel, do you adopt the evidence relating to your respective areas as your evidence in this matter?

MS. CHAN:  Yes.

MR. SEAL:  Yes.

MS. KLEIN:  Yes.

MR. HIGGINS:  Yes.

MR. LYLE:  Yes, I do.

MR. STERNBERG:  Those are my questions.  Thank you.

MS. ANDERSON:  Thank you, Mr. Sternberg.

Mr. Millar.

MR. MILLAR:  Yes, thank you Madam Chair.
Cross-Examination by Mr. Millar:

MR. MILLAR:  Good morning, panel.  I think I have met many of you before.  My name is Michael Millar.  I am counsel for Board Staff.

Madam Chair, perhaps we could start by marking Staff's compendium for panel 3.  That will be K6.4.
EXHIBIT NO. K6.4:  BOARD STAFF COMPENDIUM FOR PANEL 3.

MR. MILLAR:  I should note at the outset that Mr. Gluck and I have worked hard to streamline our cross a bit, so I am hopeful that we will be less time than we had anticipated, but we will see where we are at the lunch break, and I will see if I can give a further update at that time.

Okay.  Good morning, panel.  I would like to start off with a few questions that are really just kind of setting the context for this application and what you seek to recover through your custom IR.

So in that light I am going to take you through a little bit of the history of some of your spending and what is being proposed in this application.  I do recognize that some of the questions are at a high level, capital-related questions, but I am not getting into any discussion of how they were derived or anything, it is really just to set the table for this and to go over some of the high-level numbers.

So if you could start by turning to page 15 of the compendium.  This is just a chart we prepared taking numbers directly from the application.  And I just -- it reviews the capital expenditures, both historic and what you are proposing for the test period.

Can you confirm for me, subject to check if you like, that Toronto Hydro spent on an actual basis except for 2019, which is a forecast, $4.54 billion on capital between 2010 and 2019?

MR. HIGGINS:  Subject to check, we will take that math, yes.

MR. MILLAR:  And then just by simple average, that works out to $454 million per year, between 2010 and 2019?  That is just a simple average.

MR. HIGGINS:  Again, subject to check.

MR. MILLAR:  If we could flip to the next page, again we have taken some information from this in previous applications.  We understand that your rate base in 2009 was $2.03 billion.  Would you take that or take it subject to check?

MR. HIGGINS:  Take that subject to check, yes.

MR. MILLAR:  Okay.  So putting this into some context, Toronto Hydro will have invested over a 10-year period an amount that is more than twice the size of what Toronto Hydro's actual 2009 rate base was?

MR. HIGGINS:  You are comparing the 2020 rate base to the --


MR. MILLAR:  That's right.  Just comparing it to your spend over the 2010 to 2019 period.  I just compared those two numbers.

MR. HIGGINS:  Yes.  The math -- that's what the math would show if you compare those two numbers, yes.

MR. MILLAR:  Okay.  Thank you.

If we can turn back to page 15.  Now looking at what you are proposing for the test period, the proposed cap ex for 2020 to 2024 totals $2.83 billion.  Is that correct?

MR. HIGGINS:  That's correct.

MR. MILLAR:  And that's an average of $566 million per year over that period?

MR. HIGGINS:  That's correct.

MR. MILLAR:  And if we were to look at the historical actuals and your proposed spending reflected in the current application we come up to a total of $7.4 billion in capital investments over a 15-year period.  Does that sound about right?

MR. HIGGINS:  I haven't done that math myself, but subject to check.

MR. MILLAR:  Okay, thank you.

All right.  So just based on that you would agree with me that Toronto Hydro has made significant capital investments from at least 2010 and through the proposed rate period?

MR. HIGGINS:  Yes.

MR. MILLAR:  Okay.  I would like to move on to your custom price cap index proposal, which is sometimes called the CPCI, but I usually refer to it as the custom IR plan, but I think we are referring to the same thing when we discuss those things.

All right.  Maybe we can turn to page 28.  I am just hoping we can review what it is that is incorporated into your plan.  So page 28.  This is just taken directly from your application, and you set it out nicely here, I think.

As I understand it, your custom price cap index uses five terms to calculate a percentage rate increase for each year of the custom IR rate period?

MR. SEAL:  And by the five terms --


MR. MILLAR:  We will go through them.  I, X, C, which has two components, and then G.

MR. SEAL:  I will take your number subject to check, yes.

MR. MILLAR:  Is your mic on, Mr. Seal?  I'm having a little difficulty hearing you.

MR. SEAL:  It is.

MR. MILLAR:  Okay, we've got you.  Okay.  So let's walk through those very quickly.  The first one is I, and that is just the standard inflation factor, and that is what will increase rates in line with the Board's inflation number?

MR. SEAL:  Yes.

MR. MILLAR:  And then there's the X factor, which includes a productivity factor and a stretch factor, and your proposal is that the productivity factor would be zero and the stretch would be 0.3?

MR. SEAL:  That's correct.  We use the Board's productivity value and our proposed stretch factor.

MR. MILLAR:  Which is 0.3.

MR. SEAL:  0.3.

MR. MILLAR:  And then if we were to take those -- those would be the standard components of a standard IRM, an I minus X formula.  Those would be the same numbers we would being talking about in a standard IRM application, is that correct?

MR. SEAL:  I think generally with an I minus X, yes.

MR. MILLAR:  Then the next element is the C factor, and it is comprised of two components.  There is the Cn, which is a reflection of Toronto Hydro's capital investment need, and then there is the Scap -- we will call it the Scap, which is an offsetting adjustment required to ensure that the C factor provides funding only in excess of what is already provided for capital through the inflation factor I.  Is that right?

MR. SEAL:  That's correct.  It is the Scap times the I.

MR. MILLAR:  Right.  And the point of the Scap is to avoid double counting, right?

MR. SEAL:  Since the I is already part of the main formula, correct.

MR. MILLAR:  Exactly.  We will get back to the C factor in a moment, because I have some questions about that.  First let's finish offer the other element to your proposal, and that is the G factor, or growth factor.

As I understand that, it is designed to reduce rates during the period, the test period to reflect the additional revenues that are available each year due to customer growth?

MR. SEAL:  That's correct.

MR. MILLAR:  So that is designed to be revenue neutral?

MR. SEAL:  Revenue neutral in the sense again that it is intended to capture the growth in revenues that would naturally occur with customer and load growth over the CIR term.

MR. MILLAR:  Right, thank you.  Let's talk a little bit more about the C factor.  As we have already discussed, the C factor increases rates to reflect the growth in your capital-related revenue requirement over the test period.  Is that right?

MR. SEAL:  That's correct, and as calculated in table 2 on page 25 of your compendium.

MR. MILLAR:  Right.  We will get back to that table in a moment.

But in other words, essentially what it does is it gives you money above and beyond what you would receive in a straight IRM application to reflect your increased stated capital needs?

MR. SEAL:  Correct.  It is the custom part of our custom price cap index to reflect the extra capital needs.

MR. MILLAR:  Okay, yes.  I think we agree.  If we could turn to page 36, please, just so we are in agreement on exactly what we're talking about.

Your capital related revenue requirement, as you define it -- and I don't think anyone disputes this -- you will see that on table 4, that includes your cost of capital which is your ROE and deemed interest, depreciation and PILs.  Is that right?  That's how you calculate your capital-related revenue requirement?

MR. SEAL:  For the purposes of the calculation of the CPCI, yes.

MR. MILLAR:  Would you agree with me -- we don't dispute the PILs should be included there.  But PILs is essentially -- the way you recover PILs, it's a pass-through, right?  You are supposed to be recovering the amount of money you are actually responsible for in taxes, or payment in lieu of taxes?

MR. SEAL:  That's my understanding, yes.

MR. MILLAR:  Yes.  So it is whatever is passed on dollar for dollar to ratepayers, whatever your tax bill or your PILs bill is, that is passed on to ratepayers?

MR. SEAL:  The PILs calculation in the revenue requirement is based on the forecasted capital, and revenue and net income of the company.

MR. MILLAR:  Right.

MR. SEAL:  And that is the PILs that is reflected to be recovered through rates.

MR. MILLAR:  Sure.  But the purpose of those PILs is not for funding capital investment or anything like that.  It is to pay your tax bill, correct?

MR. SEAL:  It is a payment in lieu of taxes, yes.

MR. MILLAR:  Okay, thank you.  Could we flip back to page 25.  I think you took us to it before, Mr. Seal.

You have a table here and a calculation below, helpfully setting out how you calculate the Cn, which is part of the C factor.  I just want to walk through that just to make sure I've got it exact had I right.

What you do is the Cn is calculated by taking the year over year change in capital-related revenue requirement, and dividing that amount by the total revenue requirement in the prior year.  Is that right?

MR. SEAL:  That's correct, as described in the for the formula at the bottom of that table.

MR. MILLAR:  And it's expressed as a percentage, and that is exactly what see in the middle of the page there.

MR. SEAL:  Yes.

MR. MILLAR:  So in order to have the information necessary to do this calculation, how I understand it is you do the following.  First, you forecast a rate base amount for each year during the 2020-2024 test period?

MR. SEAL:  Not a -- the rate base amount is determined by the forecasted capital and in-service.

MR. MILLAR:  The in-service additions?

MR. SEAL:  That determines the rate base.

MR. MILLAR:  Right.  So you've done a forecast of what your rate base is from 2020-2024.

MR. SEAL:  Correct, based object the forecasted capital needs.

MR. MILLAR:  Exactly.  In order to do that, you have to -- it's not really your cap ex.  It is the in-service additions that are relevant for that calculation?

MR. SEAL:  For rate base.

MR. MILLAR:  Right.  And then what you do after that is you calculate the capital-related revenue requirement associated with these annual rate base amounts for each year, and that is the calculation we see in the table?

MR. SEAL:  So that is the sum of the capital components of revenue requirement, yes.

MR. MILLAR:  Okay.  I apologize, Mr. Seal, if we're just kind of going over stuff already there.  But I just want to make sure we have it all straight.

What the C factor provides you is the revenues necessary to cover essentially your cost of service based revenue requirement for your capital needs, minus a stretch factor.  Is that a fair way to describe the C factor?

MR. SEAL:  Generally, yes.

MR. MILLAR:  Okay.  So it is presented essentially as a formula, and that appears in a number of places.  But really what it is is it's your cost of service for capital, minus the 0.3 stretch factor?

MR. SEAL:  Again, being part of the custom price cap index, it is not a cost of service for the ultimate rates that we're proposing.

MR. MILLAR:  How is it not cost of service?

MR. SEAL:  Again, our rate application, our custom price cap index, has a C component, and an I component and an X component.  So it is not a cost of service rate application.

MR. MILLAR:  But -- okay, go ahead.

MR. SEAL:  The particular C factor component is the way you have described it, based on the revenue requirement associated with the capital; that is true.  But overall, I would not characterize it as a cost of service application, a cost of service ratemaking treatment.

MR. MILLAR:  How is this -- looking only at capital, how is this different from cost of service?  It's just X, right?

MR. SEAL:  But again, our rate framework is not just the capital component.

MR. MILLAR:  You are seeking to recover your capital-related revenue requirement, and that revenue requirement is based on a cost of service basis?

MR. SEAL:  As it informs the CPCI, which has the other components that we have discussed -- the I, the X, the stretch and G factor -- are all part of the custom price cap index which go into the ratemaking treatment.

MR. MILLAR:  Right.  But the only -- when we're just talking about capital, the only meaningful way this is different from cost of service you subtract the stretch factor from 0.3.  Is that right?

MR. SEAL:  Well, again, I guess maybe from -- I am speaking of the rate framework that we proposed.  You are speaking specifically to the calculation of the C factor, and I have agreed with you that the C factor calculation is a calculation that is done on the revenue requirement associated with the capital, plus the stretch factor.

MR. MILLAR:  Okay, thank you.  And then of course on O&M, it is different.  O&M you do a straight I minus X, is that right?

MR. SEAL:  That is how the formula works.

MR. MILLAR:  Right.  You're not doing any true-up for actual revenue requirement related to O&M.  You just take the base year amount and it is inflated by I minus X for each year?

MR. SEAL:  Sorry, in the -- maybe you can help me understand.

MR. MILLAR:  I only meant there is a distinction in how you treat capital where we go through the C factor analysis.  That doesn't apply on the O&M side, right?

On the O&M side, you're doing a rebasing for 2020 then it will be inflated by I minus X essentially for the term of the plan.

MR. SEAL:  Well, again, I take it back to our custom price cap index.  The price cab index has those components; an I, an X, a custom capital factor.  That is the ratemaking treatment that we are proposing.

So the rate framework itself, or the ratemaking doesn't -- it doesn't have an I minus X for O&M as part of the overall rate mechanism.

MR. MILLAR:  I think we're saying the same thing here.  The distinction I am just trying to make is you're not doing any -- I don't know if true-up is the right word.  But you are not doing any actual O&M revenue requirement analysis for the term of the plan.  It runs through the formula in the ordinary course, and there is no adjustments like a C factor being made on the O&M side.

MR. SEAL:  Perhaps we are saying the same thing, but I keep bringing us back to our ratemaking framework, being a custom price cap index that has the components that we have discussed. We don't have an OM&A as part of that ratemaking framework.

MR. MILLAR:  Okay.  I will leave it at that.  I actually do think we may be passing each other slightly, but I think somewhere in the pages we're on the same one.

Could we -- let's flip to page 24 of the compendium.  You will see Table 1 there.  As we discussed, the Cn factor, it is expressed as a percentage, correct?

MR. SEAL:  That's correct.  These are percentages in the Table 1.

MR. MILLAR:  That's right.  We already went over how that calculation is done.  And just looking -- these are the historic numbers from the last term, 4.07 percent.  7.6.  5.99.  4.43 percent.  Correct?

MR. SEAL:  That's correct.  Based on the approved.

MR. MILLAR:  And the average I get from that is 5.52 percent.  Would you take that subject to check?

MR. SEAL:  I will take that subject to check.

MR. MILLAR:  Okay.  And if we flip to the next page, 25, we have the numbers for the test period, but unfortunately they -- the numbers here are not accurate any more, right?  There's been an update since this?  So the percentages we see under Cn at the bottom of Table 2, those have been updated, correct?

MR. SEAL:  Yes, they will be different.

MR. MILLAR:  And we have actually -- we have reproduced them at page 53 if that assists.  You will see Cn there, and then we have the percentages across, 5.03, 2 percent, 6.33, and 4.66 percent.  Do those look correct?

MR. SEAL:  I think we saw an earlier version of this before the changes were made, and I think we did check the math of those calculations at the time and determined that they were okay.

MR. MILLAR:  Okay.  So again, take it subject to check then or subject to those comments, but the average we take from that is 4.51 percent, just a simple average of those numbers?

MR. SEAL:  Take that subject to check.

MR. MILLAR:  Okay.  So the percentage figures on average are lower in this application than the last application?

MR. SEAL:  Slightly lower, yes, and purely a function of the approved capital or approved factors in the previous application and the proposed factors in this application.

MR. MILLAR:  That's right.  Just the math as to how this would work out.

Okay.  So the average percentage is lower.  Can we flip to page 54, please.  Your proposed actual in-service additions are actually higher for the 2020 to 2024 test period than they were for 2015 to 2019.  Is that fair?  We have just taken -- these are numbers taken straight from the application.  We have the average approved --


MR. SEAL:  Yes, on average, yes.

MR. MILLAR:  Sorry?

MR. HIGGINS:  Yes, on average they're higher.

MR. MILLAR:  Sorry, Mr. Higgins.  Okay.  And just the average capital in-service additions for 2015 to 2019 was 494 million, and over the current test period it is 555 million.  Is that correct?

MR. HIGGINS:  Yes, that's correct.

MR. MILLAR:  Okay.  So the increase is about $61 million or something like 12.5 percent?

MR. HIGGINS:  Subject to check.

MR. MILLAR:  Okay.  So the reason the C factor percentage is expressed as a lower number in this case, it is not because you are bringing less assets into service or spending less on capital during the test period, but it is because your starting point is a higher rate base and a higher revenue requirement to begin with, right?  That is why the percentages -- although the percentages look lower, the actual in-service additions are higher.  You are starting at a higher starting point.

MR. SEAL:  I think that is a fair characterization.  All of the components that are going into the calculation of the C factor are higher -- higher starting point, yes.

MR. MILLAR:  All right.  We had a discussion, Mr. Seal, a moment ago about the stretch factor as it is applied to the CPCI.  Can we turn to page 55, please.

This chart will be almost impossible to read on the page as we have handed out, but we have actually provided stand-alone copies of just this chart to assist the Panel's eyes and my own eyes.

But I want to talk -- we will go over this chart a bit more later, but I want to talk first about how the stretch factor works when it is applied to your capital spend.

So first, I am looking at cell I-6, but the total capital-related revenue requirement you recovered through the CPCI from 2015 to 2019 was 2.5 billion.  Is that correct?

MR. SEAL:  Correct.

MR. MILLAR:  And for 2020 to 2024, you propose to recover 3.04 billion.  And that is from cell P-6?

MR. SEAL:  Correct, yes.

MR. MILLAR:  All right.  So we did our best to calculate what the stretch factor would amount to with respect to these amounts over the 2020 to 2024 term of the application.  So you can see on cell P-5 what we've calculated is that this stretch will amount to a total reduction over the term of the plan of $17.22 million.

Do you see that?

MR. SEAL:  Yes, I do, yes.

MR. MILLAR:  And have we got the math right there?  We...

MR. SEAL:  Again, our earlier review of this spreadsheet and the underlying calculations we didn't see any errors at the time.  I can't confirm if that number is exactly --


MR. MILLAR:  Okay.  Subject to check?  Okay.  So the total capital revenue -- capital-related revenue requirement for that period is 3.05 billion.  I see that from cell P-4.  Is that correct?

MR. SEAL:  Correct, yes.

MR. MILLAR:  Or 3.0 -- yes, the number is shown in the cell.

So you need 3.05 billion to recover your entire forecast cost-of-service capital-related revenue requirement, and under your proposal what you are actually getting is 3.04 billion.  Is that right?

MR. SEAL:  Sorry, can you say that again?

MR. MILLAR:  So absent the stretch factor your total cost-of-service capital-related revenue requirement is 3.05 billion.  And after you apply the stretch factor, what you actually propose to recover is 3.04 billion.  Is that right?  In other words, you are getting your entire cost-of-service revenue requirement for capital, minus $17 million?

MR. SEAL:  Again, at the risk of repeating the ground we were going over earlier, rate framework is about the rates.  You're talking about the capital-related revenue requirement that goes into that calculation and calculations of capital-related revenue requirement around that.

So again, I draw that distinction again.  I understand the values that are in this table and the calculations that are done in this table.

MR. MILLAR:  Okay.  But, I mean, $3.04 billion, that is your capital-related revenue requirement.  You are proposing to flow that through rates.

MR. SEAL:  Through the custom price cap index.

MR. MILLAR:  Right.  Okay.  But it will be flowed through rates.  You're asking ratepayers to pay that amount of money.

MR. SEAL:  The 3.035 is our proposal.

MR. MILLAR:  Right.  And that's only $17 million less than what your actual full cost-of-service revenue requirement would be for capital?

MR. SEAL:  Again, subject to check of the calculation, if that calculation is the stretch calculation, our proposed stretch factor on the capital, then, yes.

MR. MILLAR:  So I see that as a haircut of about 0.6 percent.  $17 million on 3.05 billion?

MR. SEAL:  Well, mathematically, if that is what you are saying, yes.

MR. MILLAR:  Okay.  And so does that $17.22 million reduction reflect the entirety of your capital-related productivity that's included in your custom IR plan?

MR. HIGGINS:  So the capital-related productivity that is included in the custom IR plan, I think there is two parts -- I guess there is two parts to this answer.

The starting point for the cost forecasts that are in the plan is the actuals from the current period.  So on the capital side, we've shown through some various benchmarking studies -- I won't go through it in detail, but essentially that there's a certain level of productivity through external benchmarks as well as just through the actual program-level variance analysis, within our capital costs.

Those actual costs were the foundation of the costs for the future period.  So to the extent that productivity has been achieved over the current period, that's reflected in the base forecasting for the next period.

With respect to the future period, we have identified some types of initiatives throughout the evidence that we could look to, to continue to achieve productivity in the future.

But we on the capital side, those -- the results of those initiatives have not been quantified from the forecast perspective at this time.

MR. MILLAR:  2020 is done as completely as a cost of service year, correct?  That is the base for this term?

MR. HIGGINS:  It is a rebasing year, so it would be the one year that looks more like a cost of service year.

MR. MILLAR:  You're saying in -- in developing your forecast -- yes, I guess it's forecast, because it is 2020. In developing the rebasing and cost of service for that year for capital, and presumably some other areas, you tried to incorporate some productivity.  And therefore, that number, that starting point is lower than it otherwise would have been?

MR. HIGGINS:  Yes.  The productivity achieved through the historical period would be embedded in those forecast costs for that year.

MR. MILLAR:  Is that quantified anywhere?

MR. HIGGINS:  In different ways, in different places. So I think on the OM&A side, if you -- there's some summaries of this in the evidence.  But also if you go into the specific programs, there are examples throughout the variance analysis of where productivity achievements have actually influenced the numbers, either going down or being lower than they otherwise would be in lights of the cost pressures we're facing, depending on the program.

On the capital side, I think we have shown, through the UMS benchmarking study and other aspects of the evidence, where our costs are right now.

With respect to how we compare volumetrically with certain unit cost categories, we have also -- there's some evidence, I think in JTC or J 4.30 -- sorry, JTC4.30.2, where we have shown, for example in the contractor costs, how we've performed well with respect to price escalations on capital.

So there's a number of different points throughout the evidence where we described our successes in terms of cost performance.

So those costs are obviously realized in the actuals, and the actuals form the basis on which we developed the budget forecast for the forecast period for all five years.

MR. MILLAR:  Okay, thank you.  I may return to that in a moment, but that is helpful.

Okay.  I would like to keep moving here.  I want to discuss some of the broader, I guess, policy issues I might describe them, with respect to both your plan and kind of how the Board treats not just these types of applications, but all rates applications under the RRFE.

So let me again just set the table a bit for some of these questions.  We have already discussed Toronto Hydro has been investing significantly in capital for quite a while.  We went over that before.

Just to take you on a trip down memory lane to the last couple of applications, you will recall that the 2012 -0064 case, which I think is two applications ago, and you filed a price cap IRM.  But it also included a large multi-year incremental capital module.  Do you recall that?

MR. HIGGINS:  Yes.

MR. MILLAR:  And that was because the funding provided under standard price cap IRM wasn't sufficient to meet your stated capital needs.  Is that a fair statement?

MR. HIGGINS:  Yes, that's a fair statement.

MR. MILLAR:  And the Board allowed this application, at least in part.  I don't think you got everything you asked for, but it did give you some additional relief with respect to your capital spending.

MR. HIGGINS:  Correct.

MR. MILLAR:  Okay.  And then we've largely already been over this, but the last case was the 2015-2019 case.  You filed a custom IR plan which introduced the C factor, is that right?

MR. HIGGINS:  That's right.

MR. MILLAR:  And there were some disallowances on the capital side.  But by and large, the application was approved, including the C factor?

MR. HIGGINS:  That's correct.

MR. MILLAR:  And that did give you significant additional funds to fund your capital investment?

MR. HIGGINS:  That's correct.

MR. MILLAR:  And in terms of the -- the numbers of course are different because the starting point is different and the years are different.  But the custom IR plan you have in this application is essentially identical to that application?

Like, if we were -- Mr. Seal and I went through -- I forget where it was, but we -- it was back on page 28.  We went through the elements of the CPI.  Those are the same in this application as compared to the last application?

MR. HIGGINS:  Yes.  In broad strokes, the framework is -- it's built off the framework of the previous application.

The historical and forecast information is of the same Nature, and we continue to use the C factor to reconcile those multi-year capital needs.

MR. MILLAR:  Right.  I appreciate the numbers of course are different.  But by and large, we're talking about the same framework you had last time and that was approved by the Board?

MR. HIGGINS:  Yes.

MR. MILLAR:  And I believe -- you can correct me if I'm wrong -- but Toronto Hydro was the first utility to receive approval for a C factor like this as part of a custom IR framework?

MR. HIGGINS:  I believe that's correct, yes.

MR. MILLAR:  And although I think there have been some other utilities have found this idea attractive as well, this is the first application, this current application is the first time that a utility has returned and we can see the results of the last C factor application.  Is that right?

I didn't express that very elegantly.  What I'm saying is you're the first one to come back a second time seeking more or less the same treatment, and now the Board has the results of your last plan before it as well.

MR. HIGGINS:  With respect to applications that have the C factor mechanism in them, I believe that's correct, yes.

MR. MILLAR:  So as we just discussed, and as we went over a little bit earlier in the cross-examination, dating back to at least 2012, you've been seeking and receiving approval from the Board for fairly significant capital expenditures that are in excess of what would be funded through a typical IRM.

Indeed, the 2015, at least to the proposed 2024 period, would be supported by the C factor.  Is that right?

MR. HIGGINS:  You mean the funding would be supported by the C factor?

MR. MILLAR:  Yes, correct.

MR. HIGGINS:  Yes.  The C factor continues to be necessary.

MR. MILLAR:  So when can we expect that to not be the case?  When -- if I were to look into my crystal ball, when we come back in five years' time, will the need for the C factor be gone?  When is this increase in capital spending expected to level off?

MS. KLEIN:  Mr. Millar, it is of course hard for us to speculate about the future.  Of course, we would like to be able to get to a place where we can fund a capital program on a more steady state from a ratemaking perspective.

The challenges that we've had historically is that the more that we learn about our grid and the more we peel the onion, the more that we find.

And the actual need profile has also shown itself to be both significant, but also sort of somewhat lumpy.

We can't tell what the future is going to be.  But one thing that we are seeing is of course that the rate of the price increase itself has slowed for us.

MR. MILLAR:  The rate has slowed.  The total amounts are increasing.

MS. KLEIN:  Correct.

MR. MILLAR:  You didn't start looking at your system in the last ten years.  You talked about peeling back the onion and finding new things.  Surely Toronto Hydro has been interested in its system since Toronto Hydro existed, either as its amalgamated form, or even if you went back to the predecessor utilities, I assume.

MS. KLEIN:  Certainly we have, and you might remember from -- I believe it is about a decade and a half ago now, that we did start our concerted effort to ramp up our capital investment to address some specific urgent needs at the time.

And over that time, we of course have developed additional tools and analytics that has given us increasingly better insight into the system.

And panel 1 of course spoke specifically about what are the continuing needs that we have identified, as well as some of the emerging needs that we have been identifying.

MR. MILLAR:  Well, I think you are right.  Unfortunately, I am -- my tenure here is just long enough to sort of remember the fifteen year ago period, and I think you are correct that that's when this ramp up to address some of your capital needs started.

But we will be through fifteen years now, and I guess what I am -- I shouldn't put it this way.  Are you expecting you won't need a C factor next time, or do you not know, or do you think we will have a C factor application next time?

MS. KLEIN:  We don't know what we will need in the future.  I think we do believe that the C factor has demonstrated to be effective and to be working from a ratemaking perspective.

But the primary driver of what we will need from a ratemaking perspective will be the needs of the system and the grid, and that is what we look to, in terms of assessing and requesting ratemaking mechanisms.

MR. MILLAR:  When you say the C factor is working, I mean, it gives your -- more or less your cost of service needs for capital.  Is that right?

MS. KLEIN:  I don't agree with you, the characterization of cost of service.  I know you've mentioned it a couple of times.  That is not how we see it.  We do not see the C factor as a cost of service aspect of the rate methodology.

We see it as reconciling our significant multi-year capital needs with a price cap framework and being true to that price cap framework.

MR. MILLAR:  To giving you your capital-related revenue requirement?

MS. KLEIN:  It certainly comes out of having a capital-related revenue requirement, as Mr. Seal testified to.

MR. MILLAR:  Okay.  Maybe this is -- we have probably gone over this -- for me revenue requirement and cost of service are very similar concepts, but I have heard your answer, and I don't know if we can get much further with that.

Okay.  Where am I?  Madam Chair, when are you looking to break for lunch?  Around -- sometime closer to 1:00, I assume?

MS. ANDERSON:  Yes.

MR. MILLAR:  Okay.  I will try and find a spot around there.

Let's talk about the RRFE.  Certainly there would be at least a couple of members of this panel who are familiar with that document?

MR. HIGGINS:  Yes.

MR. MILLAR:  I see nodding.  And just at the very highest level it provides broad policy objectives for the Board's rate regulation, both generally, and then it also has sections specifically on custom incentive regulation.  Is that correct?

MR. HIGGINS:  Yes.

MR. MILLAR:  And we've provided some extracts from the RRFE in our compendium.  Maybe we could turn to page 57.  Again, these are extracts that you will probably be well familiar with.

I am just going to read a couple of passages here.  There is a paragraph in the middle of the page in the second sentence there says, "The Board believes..."

It is actually closer to the bottom.  Yes.  That is the paragraph at the top now, the second sentence.

"The Board believes that emphasizing results rather than activities will better respond to customer preferences, enhance distributor productivity, and promote innovation.  The Board has concluded that the following outcomes are appropriate for the distributors."

And then if you look under "operational effectiveness":

"Continuous improvement in productivity and cost performance is achieved."

And then if we could flip to the next page, you will see -- this is a different extract from the RRFE.  At the top it says "performance measurement and continuous improvement".

If we look at the second paragraph there, the second sentence:
"Distributor performance will be compared year over year, both to prior performance and to the performance of other distributors."

And in the next paragraph states:

"Under the renewed regulatory framework a distributor will be expected to continuously improve its understanding of the needs and expectations of its customers and its delivery of services, which in turn can lead to reduced costs for customers."

So you will all have seen that, and not just when we gave you the compendium in reviewing the RRFE, you will have read that before?

MR. HIGGINS:  Yes.

MR. MILLAR:  And certainly you are familiar with the Board's requirement that there be a commitment to continuous improvement?

MR. HIGGINS:  Yes.

MR. MILLAR:  So the current CIR -- the custom IR plan, and in particular the C factor, which is what I am focusing on, these are identical to the last case.  So we have already went over it, at least at the highest level?

MR. HIGGINS:  If we're focusing just on the formula, those components are largely the same as the last case, yes.

MR. MILLAR:  Okay.  And so if we look beyond the actual components in the formula, you're actually receiving more incremental funding for capital in this case than you did in the last case.  Is that right?

MR. HIGGINS:  Sorry, can you repeat that?

MR. MILLAR:  Well, the formula is the same, but you're actually getting more money for incremental capital in this case than you were in the last case.  Your in-service additions are going up, and the amount of funding I think you're getting for -- both your cap ex and your in-service additions are higher in this term than they were in the last term.  And those are the numbers we reviewed previously?

MR. HIGGINS:  Yes, that's fair.

MR. MILLAR:  So in your view, how does this merge or reflect the Board's direction that you will be striving for continuous improvement?

MR. HIGGINS:  So there are a number of other key aspects to the RRFE beyond just the rate index, and even just backing up for a second on the rate index itself, I do note that in our proposal in the last application the proposal was slightly different.  I am trying to recollect exactly how.  I know one of the things was, you know, we had not proposed to include the stretch factor on the capital side.  There was not a growth factor.

So there has been some improvement and some better alignment, I think, on the formula, and through the approval of the last application, which we have now proposed again in this application, that same formula.

I think there's a long answer I could give in terms of continuous improvement on a number of different outcomes. You actually took me to the first page of the RRF, where it talks about customer focus, public policy response, and its operational effectiveness and financial performance.

And we have put together an application that includes in a number of areas elements that are increasingly responsive and increasingly sort of, I think, leading the sector in some cases in demonstrating continuous improvement with respect to the framework.

So for example, we did develop an outcomes framework at the beginning of the business planning process which was informed itself by an enhanced customer engagement process that plugged one of the gaps we had in the last application, which was the need to engage customers upfront on outcomes and preferences.

And through that we got a more genuine understanding earlier in the process of what our customer's preferences were, and we used that to develop a plan.  You have heard the witnesses on the previous panels talk about how we developed a plan that is aligned with those priorities and preferences, including keeping prices as low as possible while maintaining current average service levels and reliability and making targeted improvements across a number of measures, again, while taking that balanced approach with respect to price.

So on the whole, there are other elements as well where we sort of -- we have elevated the quality of the benchmarking.  We have furthered the total cost benchmarking methodology in response to the Board's guidance.

So there are a number of areas in the application that I would point to, in terms of continuous improvement within our proposals.

MR. MILLAR:  Yes.  And you just spoke of customer focus.  I think that is a fair point.  I know you did a lot more work there.

But continuous improvement applies not just generally, but if you look on page 57, it is specifically under "operational effectiveness":

"Continuous improvement in productivity and cost performance is achieved."

As I see it, you have the same formula going forward to fund your capital-related revenue requirement and, indeed, your costs of funding that capital-related revenue requirement continue to go up in the current term.

I don't know if I actually asked a question there.  So if you have any comment on that, that's fine.  If not, I can move to my next question.

MR. HIGGINS:  I am just contemplating your summary there.

MR. MILLAR:  Take your time.

MR. HIGGINS:  So, I mean, viewed in isolation, the capital-related revenue requirement that we're asking for is higher than the previous application.

I think in -- particularly on panel 1 there were a number of discussions about what the drivers of that need are.  We continue to have many of the same drivers that propelled our proposal in the previous application, including aging assets and deteriorating assets, obsolete equipment, a number of other drivers that are not directly related to reliability that relate to legislative compliance, renewing our general plant assets, staying up-to-date on our IT/OT infrastructure.

So in terms of the proposals that are put in the plan that lead to that capital-related revenue requirement, I think we have put quite a bit on the record with respect to those, while at the same time through the outcomes framework and through the benchmarking we have provided, including the UMS benchmarking, the total cost benchmarking, and the 44 measures that I believe are mapped to the OEB's categories in 1B-BOMA-8, you can see the areas in which we are demonstrating continuous improvement and expect to continue to demonstrate continuous improvement while managing those cost pressures we spoke about -- that this witness has spoke about in panel 1.

MR. MILLAR:  Okay, thank you.

I have some questions about some other cases that have dealt with custom IR applications.  Are you familiar with the Hydro One application EB-2013-0416?  Was that something you would have reviewed, maybe not even so much this application, but in the context of the previous application?  You are familiar with it?

MR. HIGGINS:  I reviewed it some time ago, yes.

MR. MILLAR:  It is getting on in years, but I do have a couple of questions about it for you.  So this was a case in which Hydro One made a custom IR application and the Board ultimately denied that application.  Is that fair?

MR. HIGGINS:  Yes.  I believe they approved it for year cost of service --


MR. MILLAR:  Yes, that's right.  They gave them a three-year cost of service in place of what they had proposed for, which I think was a 5-year custom IR.

If we could turn to page 62 of that -- pardon me, of the compendium, which is an extract from that decision in which the Board discussed custom IR, the RRFE and the Board's expectations in that regard.

So you will see under section 3.1 at the bottom of that page:
"Hydro One chose to interpret the OEB's custom IR option, referred to in the RRFE as a custom index, to include custom cost of service.  The Board does not accept this interpretation.  All three rate-setting methods as described in the report," and I think the report there is RRFE, "as incentive rate-setting, not cost of service."


Then if we flip to the next page:
"Cost of service rate-setting has an important role in performance-based regulation regimes to periodically examine in detail the costs and activities underpinning rates.  However, the OEB continues to believe that multi-year incentive rate-setting, with its emphasis on results, is the most effective way to incent behaviour similar to that seen in commercially-oriented, consumer market HR driven companies.  Incentive rate-setting differs from cost of service rate-setting in that it relies less on a utility's internal costs, output and service quality to establish rates, and more on benchmarks of cost, output, and service quality that are external to the utility revealing superior performance and encouraging best practice.  The decoupling of rates from the utility's own costs simulates a competitive market environment and is more compatible with an outcomes-based approach to regulation."

Do you see that?

MR. HIGGINS:  Yes.

MR. MILLAR:  With respect to capital in the current application, I guess in the last application, you are not meaningfully decoupling your rates from your capital related costs, are you?  For capital, you're seeking to flow through almost all of your costs to rates?

MR. HIGGINS:  No, I would disagree with that.

MR. MILLAR:  Why do you disagree with that?

MR. HIGGINS:  Well, the first thing I will note is we filed our application, I think, after this decision or shortly thereafter --


MR. MILLAR:  That's correct.

MR. HIGGINS:  -- and received approval for essentially the same rate framework that we have proposed in this application.

MR. MILLAR:  You did.

MR. HIGGINS:  So that is the first point.  The second point is I know it seems like semantics a little bit, but I think it is important just our view with respect to why this is not a cost of service application.

And I know particularly in the handbook, the Board expects of custom IR filers that we will include a custom index for annual rate adjustment, and that that custom index be supported by empirical evidence that can be tested.  And we have done that through several benchmarking studies, including some additional benchmarking studies on the capital side.

Then the index must be informed by an analysis of the trade-offs between capital and operating costs, which ours is as well, and those costs may be presented through a 5-year forecast of operating and capital costs and volumes.

So on the OM&A side, we have, the same as last time, presented our costs as part of the first year rebasing and escalated those on an I minus X basis.

On the capital side, because it is about -- largely about a 5-year distribution system plan that requires incremental funding, those five years of forecasts ultimately form, you know, not the direct basis of that capital revenue requirement, but they are used to inform the derivation of the custom index in a way that -- I think our position would be that it is not a 5-year cost of service basis.

Those cap ex amounts and the in-service amounts that flow from them ultimately result in a 5-year revenue requirement, to which the productivity and stretch factor are applied.

And that results in a 5-year rate, that then funds the program over that period.

MR. MILLAR:  Okay.  I take that answer and thank you for that, and that is in keeping with what we've heard before.

I maintain I am not seeing how your capital related revenue requirement is essentially different than your cost of service costs.  But we have been over that, so I will leave that point.

Can we turn to page 64, please?  There is a paragraph at the top that states:
"As already noted, traditional cost of service review will continue to entail detailed input cost assessments.  However, custom IR proceedings are intended to be framed more like performance enquiries resulting in multi-year outcome commitments and measures that facilitate year over year performance assessment.  The productivity and efficiency elements allow the OEB to move away from detailed input cost assessments, and focus more on utility performance.  These factors provide utilities with strong incentives to continually seek efficiencies and share expected savings with ratepayers up front in avoiding after the fact regulatory scrutiny."

I have questions about this, but I think I have kind of already heard the answers to that in terms of multi-year outcome commitments, things like that.  Are those reflected in your plan?

MR. HIGGINS:  Yes, absolutely.  I think our main guidance in this application was both our past decision and the updated OEB handbook.  And I won't go through that exhaustively, as I think I have already mentioned and touched on a number of those different areas.

But you did mention outcomes; you mentioned the incentives in the formula.  Those are obviously key aspects which have returned and have been both enhanced through benchmarking and other means.

MR. MILLAR:  Okay.  I think I have your answer on that, so that is helpful.  Thank you.

Just one more quick area and then maybe time for lunch.

This is something that -- I have some questions about the Pacific Economics Group report, and I simply want to seek your opinion on it.  It may well be something that you cross-examine Dr. Lowry about when he is called to the stand, I think next week.

But if you look at page 66 of the compendium, this is an extract from the PEG report.  You will see the third paragraph in:
"Despite the proposed claw-back of cap ex underspends, Toronto Hydro would still have some incentive to exaggerate cap ex needs, since exaggerations strengthen the case for a C factor and reduce the pressure on the company to contain cap ex."


Would you agree with me -- or I guess more accurately, PEG and Dr. Lowry, that a C factor, if nothing else, it reduces the pressure on Toronto Hydro to contain its cap ex?

MR. HIGGINS:  No, I wouldn't agree with that.

MR. MILLAR:  Why not?

MR. HIGGINS:  I think, from our perspective, the needs of the system and the capital investment needs ultimately proceed the framework that is proposed.

So the C factor mechanism was proposed in our 2015 application for the purposes of reconciling those needs, with the fact that the IRM -- the basic IRM funding would have been insufficient.

MR. MILLAR:  Maybe I can flip the question then and put it another way.

Is it fair to say absent the C factor, you would have a greater incentive to contain your capital spending?

MR. HIGGINS:  I'm struggling with the hypothetical aspect of that, because I am ultimately contemplating the other framework options available.  And it is our view that those frameworks are not appropriate for our circumstances and that, in fact, the custom IR option, amongst the rate-setting options, was proposed -- or say implemented, included in the RRFE by the Board for utilities with our specific circumstances.

MR. MILLAR:  Okay, thank you.

Madam Chair, would this be a good time to break for lunch?

MS. ANDERSON:  Sure.  Let's take one hour.
--- Luncheon recess taken at 12:59 p.m.
--- On resuming at 2:04 p.m.

MS. ANDERSON:  Please be seated.

It looks like everyone is ready.  Mr. Millar, if you want to begin.

MR. MILLAR:  Thank you, Madam Chair.  Good afternoon, panel.

We will switch gears slightly and move on to my next area.  I guess maybe we could turn to page 55 of the compendium.  I want to talk about some of the bill impacts that resulted from your last application now that we have the numbers for that.

If we look at Toronto Hydro's 2015 to 2019 custom IR plan, you had approval with relation to spending $2.24 billion in cap ex.  Is that right?  That's cell I-11.  That was for the five years of the term?

[Witness panel confers]

MS. KLEIN:  Mr. Millar, we would need to check the numbers, but we don't believe that is the correct number for cap ex.

MR. MILLAR:  Okay.  Could we go to page 71 of the compendium, please.  This is your draft rate order from the last application.  You see Table 1 at the bottom.  That is where we took these numbers.  Table 1 says "approved capital expenditure amounts".  We just added those numbers.

[Witness panel confers]

MS. KLEIN:  So Mr. Millar, I believe what you're pointing at in the draft rate order is the -- us flowing through the revenue-requirement calculations the effect of the Board's decision.

MR. MILLAR:  Correct.

MS. KLEIN:  Okay.

MR. MILLAR:  Is that not your approved cap ex?

MS. KLEIN:  The approved cap ex flowed from the revenue requirement that ultimately underpinned rates in the decision, so the amount of cap ex that ultimately flowed from revenue requirement.

MR. MILLAR:  This document that we're looking at now, this is -- Toronto Hydro prepared this, correct?

MS. KLEIN:  It is.

MR. MILLAR:  Is this Table 1, approved capital expenditure amounts?

MS. KLEIN:  Yes.

MR. MILLAR:  Okay.  And do you agree that if we add up those numbers we get $2.24 billion?

MS. KLEIN:  I do agree with that.

MR. MILLAR:  Okay.  If we go back to -- I guess go back to page 55.  And the approved in-service additions associated with the cap ex that we just discussed, that resulted in a 31.62 percent increase in rate base over the 2015 to 2019 period, and we have that marked in cell I-15.  Would you agree with that?

MR. SEAL:  So that is the calculation of the rate base growth, yes.

MR. MILLAR:  Can we turn to page 73, please.  Obviously there is a lot of numbers.  I want to be able to see the right-hand side, if we could.

Very quickly, I think this was provided in response to a question at the technical conference.  It relates to bill impacts.

So if we start with residential, which, it is hard to see the whole thing at the top, but maybe I will walk through the numbers and you can tell me if you disagree.  The bill impacts associated with the 2015 to 2019 custom IR term for a typical residential customer, looking only at base delivery charges, in other words excluding the impact of rate riders, it averaged 6.6 percent each year.  Is that correct?  You can kind of see that number on the right-hand side there.

MR. SEAL:  So I do see that number.  I would note that the rates that are in the table, which are the approved rates, for example, for 2015 you will see the rate is the same as 2014, because the decision was received after the beginning of the 2015 rate year.  So that will be in play in that calculation as well.

MR. MILLAR:  Okay.  But the average between 2015 and 2019 was 6.6 percent per year?

MR. SEAL:  Again, that may be influenced by the fact that we implemented rates late.

MR. MILLAR:  Okay.  But that's the average that you presented with us.

MR. SEAL:  I will take subject to check that that is the calculation of 2015 to '19, the values in this table, yes.

MR. MILLAR:  Okay.  I understood this to be your table, but I thank you for that.

So 6.6 percent, that is well in excess of inflation.  You would accept that?

MR. SEAL:  It is in excess of CPI, annual CPI numbers, yes.

MR. MILLAR:  And if we look to the impacts on a typical GS under 50 customer, if you flip down a little bit further you can see, if you extract the impact of rate riders, 7.6 percent each year?

MR. SEAL:  Yes.

MR. MILLAR:  And then again, if you look throughout this table, it varies a little bit by class to class, but these are in line with what everyone was seeing over the term of the last custom IR?

MR. SEAL:  Correct.  They would be the rates that were approved in our last rate application using our custom price cap index value.

MR. MILLAR:  Right.  And would you agree with me that that custom price -- the CPCI values resulted in significant bill increases over a five-year period?

MR. SEAL:  It resulted in bill increases as shown in this table, yes.

MR. MILLAR:  Which are well in excess of inflation, or consumer price index anyways?

MR. SEAL:  They are higher than CPI, yes.

MR. MILLAR:  There was a question -- we don't have this in our compendium, but Mr. Rubenstein had some questions for panel 1.  It was based on the report of your expert from PSE, who had done a benchmarking study, and our reading of the conclusions of that report was that your cost performance is getting worse relative to your peers over the 2015 to 2017 term.

And I know there were some problems commenting on that from the previous panel.  It wasn't certain that they felt that they had the expertise or that they were able to comment on that.

Is this panel in any different position?  It is from the Schools compendium at page 115 for panel 1, if you are interested in looking at it.

But that was our read of what that information was showing us.

MR. HIGGINS:  I am happy to comment on that, Mr. Millar.  Maybe I will just bring it up again.

MR. MILLAR:  Yes.  Page 115, I believe.  There we go.

MR. HIGGINS:  Yes.

MR. MILLAR:  Sorry, just to repeat the question, our read of this benchmarking study is that it shows your cost performance is getting worse relative to your peers over the 2015 to 2017 term on an actual basis?

MR. HIGGINS:  Our read of the benchmarking study is that we are converging towards the predicted benchmark, but that we remain below the benchmark over the course of both the actual and forecast period.

MR. MILLAR:  Right.  So that is to continue through 2024?  Or that is what the study suggests?

MR. HIGGINS:  That's -- sorry, in terms of us converging towards the benchmark?

MR. MILLAR:  No.  You are still below the benchmark.

MR. HIGGINS:  Yes.

MR. MILLAR:  Okay, thank you for that.

Okay.  Could we go back to page 55, please.  This is a chart that you will have seen first in the technical conference, although it's been updated slightly based on some new numbers that have come in, but essentially it is the same chart.

What it does is it compares the 2015 to 2019 custom IR against the 2018 to 2024 custom IR, and that is from left to right on the chart, it also compares Toronto Hydro's last custom IR and proposed custom IR to what it might experience if it were under a standard price cap IRM, and that is from top to bottom.

And I believe, Madam Chair, the Panel and all parties should have a separate stand-alone version of this chart, which should assist you in reading it.

Mr. Seal, you will recall we put this chart to you in the technical conference?

MR. SEAL:  I recall that.

MR. MILLAR:  Sorry, I think your mic was turned off.  They're connected.

MR. SEAL:  I do recall, yes.

MR. MILLAR:  I certainly don't want to put words in your mouth.  But if I understood you at that time, you felt that we had inputted the numbers correctly and that our math was generally correct.  But you weren't necessarily of the view that these numbers had any particular meaning, but you didn't find fault with our math.

MR. SEAL:  Subject to the discussion we just had earlier about the cap ex numbers for 2015-19, our review of the spreadsheet did not indicate any issue with the math, true.

MR. MILLAR:  Okay.  I know that doesn't mean you think we should read -- that these numbers should be meaningful. But we will go through that, and I expect you will tell me where you think we may have -- may be on the wrong path.

Okay.  So let's take a look at the chart, and I want to look at it in a few ways.

So what the chart seeks to do is show the different results from differing funding models, your proposed custom IR versus what you did under straight IRM.  So let's start by looking at the 2015-2019 term.

Your custom price, your custom IRM which includes the C factor, and if you look -- I am looking at cell I-29, the numbers all support this.  But effectively, what it did is it gave you $293.2 million more for capital related funding than you would have received had you been on straight IRM.

Would you accept that?

MR. SEAL:  I think, as we indicated in the response to the undertaking, that our interpretation of this table is just that, that the funding under the alternate model would not have been and would not be sufficient compared to our needs, yes.

MR. MILLAR:  Right.  That's why you applied for a custom IR, because you felt that the straight IRM wouldn't give you enough money, right?  It wouldn't give you enough money to support your capital needs?

MR. SEAL:  That's generally true, yes.

MR. MILLAR:  Yes.  The custom IR that was approved by the Board gave you $293 million more than you would have received had you been on straight IRM.  So it gave you more funding for capital.  Is that fair?

MR. SEAL:  Again, I think what this spreadsheet shows is the difference between what the capital or the revenue requirement under our methodology and the revenue requirement under a straight IRM would give you, yes.

MR. MILLAR:  Yes.  I think we're agreeing on that.

So under straight IRM, you would have recovered -- and this is a percentage now, 11.74 percent less capital related revenue requirement than you got on your custom IR plan.  Have I got that math correct?

MR. SEAL:  The percentages, yes.

MR. MILLAR:  Thank you.  Now, let's look at the same scenarios for the current term.  If the application is approved as filed, over the 2020-2024 term, by our calculation you will receive $284 million more than you would receive under straight IRM.  You can see that in cell P-29, again the same calculation, just the numbers are different this time.

MR. SEAL:  Again, it’s the same number for the projection period, yes.

MR. MILLAR:  Right.  So we calculated the revenue shortfall in the last term to be 11.74, which we just went over.  For the current term, we have it less, at about 9.3 percent, the shortfall.  Again, is our math correct?

MR. SEAL:  That’s the math, yes.

MR. MILLAR:  The difference between those numbers is about 20 percent, 9.3 versus 11.74?

MR. SEAL:  I think I indicated during the technical conference the one quibble I do have with this spreadsheet is the relative change in proportional shortfalls, which is a percentage -- a change in percentages.

MR. MILLAR:  Right.

MR. SEAL:  I don't agree with that kind of comparison.  I think your comparison of change in proportional shortfall, a reduction of 2.3.8 percent is an accurate number.

I don't think it is meaningful to look at percentages of percentages.

MR. MILLAR:  Why is that?

MR. SEAL:  Percentage of percentages just don't have meaning.  If one of the percentages was a zero then the other one was 1 percent, you have an infinite increase.  They don't have meanings.

What means something is the difference between the proportional shortfall we had in the previous year of 11.74 -- or previous term of 11.74, and proportional shortfall of 9.36, according to your numbers.

The difference between those is 2.38 percent reduction.

MR. MILLAR:  Well, it's not a 2.38 percent -- again we will get into -- you will talk circles around me with math, which is my problem, not yours.  But it is not a 2.38 -- it's a 238 basis points reduction, or something like that, right.  It is not a 2.38 percent reduction.

MR. SEAL:  It's a reduction in the percentage.  You are comparing two percentages.

MR. MILLAR:  Right, I agree.

MR. SEAL:  Taking a proportional change in percentages just doesn't make sense.

MR. MILLAR:  Okay.  So you don't -- okay, I understand what you're saying.  You don't accept the 20 percent reduction, because you don't think percentages should be compared in that fashion.

MR. SEAL:  I don't think those numbers are meaningful.

MR. MILLAR:  Okay.  Let's go to page 80 of the compendium.  This is -- these were interrogatories or undertakings related to the update.  This is about PILs here.

So I am looking at table 1, and this is where you were comparing the new PILs forecast versus the old one.

Would you agree with me that the PILs amount in the pre-filed evidence, it looks like they range from about 34.7 million to 42.2 million?

MR. SEAL:  Correct.

MR. MILLAR:  And it is much more flat now, I believe, after the update.  It ranged from about 12.8 million -- sorry, it was more flat than it is now.

Now it ranges from about 12.8 million to 40.5 million for the test period?

MR. SEAL:  Those are the numbers that have been calculated by our tax folks.

MR. MILLAR:  Right.  And the new starting number for the update, it’s quite low and your 2024 number was much higher, 13 versus 35?

MR. SEAL:  Sorry, are you comparing the 12.8 to 34.7?

MR. MILLAR:  Yes.

MR. SEAL:  To be a little more precise.  It has dropped, yes, for the reasons provided in this interrogatory.

MR. MILLAR:  And I understand the reason these numbers changed was to take account of Bill C97.

MR. SEAL:  Correct, that's my understanding as well.

MR. MILLAR:  All right.  What we've done, if you could turn to page 82 of the compendium, we've created the same chart.  I would like to get your views on this, but we separated the impact of PILs.  So we tried to back out the PILs component of the CRRR.

So this chart shows the difference in PILs funding under the proposed C factor and IRM for both 2015 to 2019 and 2020 to 2024.

And I am looking at cell P-18.  My version is so small, it is hard to see.

But is it correct that $51.32 million of the overall Difference -- which we discussed as 284 million, the difference between IRM and custom IRM -- that 51.32 million of this difference is because of the two funding frameworks for -- it is driven by PILs?

MR. SEAL:  So, Mr. Millar, I haven't had the same amount of time to look at this spreadsheet because I did --


MR. MILLAR:  The way I fumbled the question, you wouldn't know I had spent much time with it.

But of the 284 million we discussed as the difference between custom IRM and straight IRM, that is the number we were just talking about, 51.32 million of that is on account of PILs?

MR. SEAL:  Again, not having had the same amount of time to look at this spreadsheet as I had with the previous ones, I think I understand the math that's happening in here.

So that's the mathematical calculation within this spreadsheet.  I can agree with you there.

MR. MILLAR:  Okay.  The point of the C factor is to allow you to fund your capital needs.  Is that correct?

MR. SEAL:  I think you have heard that numerous times today, yes.

MR. MILLAR:  The amount you recover for PILs are not used to fund capital, is that correct?  They're used to pay your PILs?

MR. SEAL:  I am struggling a little with the distinction.  They are part of our revenue requirement.

MR. MILLAR:  Yes.

MR. SEAL:  They are related to the amount of capital that we have, because they're paying taxes on our income, and the income is related to the amount of capital.

MR. MILLAR:  Yes.

MR. SEAL:  So I think it is part of -- it is part of the revenue requirement that we require.  I wouldn't say it's separate and different from any other part of our revenue requirement that way.

MR. MILLAR:  Well, it's been said by the Board and I will see how much you accept this, but generally the depreciation expense is often thought to fund capital investment.  Would you agree with that?

MR. SEAL:  Depreciation expense is a part of the revenue requirement as well.  And it is related to capital as well, I will agree with that.

MR. MILLAR:  But PILs is not only related to capital.

MR. SEAL:  Well, it ultimately is related to capital, because it's related to the earnings on our capital, our rate base.

MR. MILLAR:  As we discussed before, the PILs amount you recover is part of your revenue requirement, or allocate.  The point of them -- I don't know how you actually allocate them, but the point of recovering those is to pay exactly the amount of taxes that you are liable for.  That is why you recover those amounts, to pay your taxes.

MR. SEAL:  Correct.  But again, it is related to our capital program.

MR. MILLAR:  Okay.  I take it you are going to disagree with the premise of my question, but I will put it to you anyway, and my guess is we will talk with the math and we won't get into any further agreement than that.

We tried to remove PILs from the analysis.  So we removed PILs from the capital-related revenue requirement in both periods in this table that you see.  And the reduction in the IRM shortfall for capital-related revenue requirement when comparing 2015 to 2020 went to 31 percent with PILs removed.  Can you comment on the math?

MR. SEAL:  You are looking at the 30.89 percent, the value that I said has no meaning?

MR. MILLAR:  Correct.

MR. SEAL:  Again, the math is there.  I'll agree with the math.  But --


MR. MILLAR:  No, and I understand we're not going to agree here now on exactly what these numbers mean.  But you have helpfully explained why you think that this number is unhelpful but the math works.  Is that fair?

MR. SEAL:  Fair.

MR. MILLAR:  Okay.  Whether we do it on -- whether you accept the analysis on page 82 or not or even if you take that away, would you agree with me that based at least on your funding shortfall, Toronto Hydro needs the C factor less now than it did in the last application?  The shortfall is less?

MR. HIGGINS:  No, we wouldn't agree with that.

MR. MILLAR:  You don't agree that the shortfall is less or you don't agree that you need it less, you need the C factor less?

MR. HIGGINS:  So to Mr. Seal's point, I am not sure of the basis to separate out the CRRR and the PILs.  I think if we go back to the analysis we were looking at before I would agree that the shortfall is less on that paper, yes.

MR. MILLAR:  But you went on to say that you don't think that shows that your need for the C factor -- I am not asking you to say you don't think you need the C factor.  I am asking you if you need the C factor less now than you did in 2015.

MR. HIGGINS:  No.

MR. MILLAR:  And why is that?

MR. HIGGINS:  Well, the fact of the matter is, based on the needs expressed in the application, in the absence of the C factor there would continue to be a substantial funding shortfall.

So the C factor is required as much in this application to fund the full plan and the outcomes of that plan as it was in the previous application.

MR. MILLAR:  Okay.  Again, I didn't ask you if you still need the C factor, I asked if you needed it less than last time.  But I think we are kind of chasing our tails here, so unless you have anything more to say on that point I will move on to my next question.

Okay.  Let's look at depreciation expense.  I already asked this of Mr. Seal.  My question suggested to him that depreciation funding in the revenue requirement provides funding to reinvest in capital.  And he, I think, kind of half agreed with that but half didn't.  Is that right, Mr. Seal?

MR. SEAL:  I agree that it does fund new capital.

MR. MILLAR:  Okay.  And could we flip to page 84, please, of the compendium.  In fact, if you look at page 83, that is a report of the Board on policy options for funding of capital investments.  And then if you flip to the next page, 84, right around the middle the paragraph, starting "with the OEB's performance-based incentive rate-setting methodology", the second sentence:

"During the IR years depreciation expense is the return of originally invested capital that is available for reinvestment in the replacement assets when the original assets reach end of life.  On that theoretical basis, a utility can invest in future capital with no adverse impact on financial metrics."

So you see that?  I guess you see it, because I just showed it to you.  Let me put the question differently.

At least at a high level, do you agree with that statement?

MR. HIGGINS:  At a high level, yes.

MR. MILLAR:  Okay.  Let's flip back to page 55, which is the chart.  So again, starting with the 2015 to 2019 term, Toronto Hydro's approved depreciation expense in its custom IR plan, again, we've done the math here.  You will see the result.  It is cell I-13.

The approved depreciation expense would have funded about 52.95 percent of its approved capital expenditures.  And I take your point about whether the capital expenditures are approved, but on that basis?

MR. SEAL:  Again, I could agree with your math, the math in this table.

MR. MILLAR:  Okay.  And if you had been on price cap IRM instead, the depreciation expense would have funded about 47 percent?  That is from cell I-25?

MR. SEAL:  That's what it is indicating.

MR. MILLAR:  And I've done a calculation of a comparison of those two numbers, which you won't agree with, but comparing those two numbers we get IRM -- the amount of capital funded by depreciation is 11.7, 11 percent lower than the amount that would have been funded -- that was funded through your custom IR plan.  That is ?cell J-32.  And I think you have already said you don't agree with that, because you don't like doing those types of comparisons with percentages.

MR. SEAL:  That's correct.

MR. MILLAR:  Okay.

MR. SEAL:  Yes, the 5.86 is a relevant number.  I don't believe the 11.07 is.

MR. MILLAR:  Okay.  And that's the discussion we already had.

MR. SEAL:  Yes.

MR. MILLAR:  I'm sorry, Mr. Seal, I'm not sure if your mic is off or --


MR. SEAL:  Yes.  I am probably just not close enough.  I apologize.

MR. MILLAR:  Let's look at the similar information from the 2020-2024 term.  Your proposed depreciation expense under custom IR will fund about 52 percent of your approved -- or of your projected capital expenditures.  And I get that on cell P-13.

MR. SEAL:  I can see that number, yes.

MR. MILLAR:  And if you were under IRM instead the depreciation expense would fund about 47.75 percent.  That is under cell P-25.

MR. SEAL:  Yes.

MR. MILLAR:  And the difference we get there, which you won't agree with, and that is at cell Q-32, is 8.18 percent, at least that is the math?

MR. SEAL:  That is the math.

MR. MILLAR:  Okay.  So I have the same question I had previously with respect to the funding shortfall.  But again, in terms of the shortfall when we look at it through the depreciation lens, depreciation funding cap ex, would you agree with me that your need for the C factor is less today than it was back in 2015; in other words, that depreciation funds more of your capital needs now than it did back then?

MR. SEAL:  I think it's the same answer we had previously.  The need for the C factor has not changed.  I can agree that the amount of depreciation or the amount of funding covered by depreciation has increased.

MR. MILLAR:  Let's look at the growth in rate base.  If we were to just compare the two custom IR plans, the last one and the current proposed one, as we already discussed, the growth in rate base between the two was 31.62 percent.  That's cell I-15.  Is that right?

MR. SEAL:  I think we've looked at that one previously, and I agree that is the increase.

MR. MILLAR:  And the proposed growth in rate base during the 2020 to 2024 term is about 22.63 percent?  That's cell P-15?

MR. SEAL:  I see 22.73 percent.

MR. MILLAR:  Okay.  My mistake.  I just wanted to see if you were paying attention or if I had improperly transcribed things into my notes.

So that means that over the 2020 to 2024 period rate base growth is significantly lower, about 28 percent lower, than it was in the 2015 to 2019 period.  Correct?  I think here we can do a percentage.

[Witness panel confers]

MR. MILLAR:  I take that from cell U-15.

MR. SEAL:  Sorry, can you repeat the question again, Mr. Millar?

MR. MILLAR:  Yes.  That over the 2020-to-2024 period, rate base growth is significantly lower than it was over the 2015-2019 period, about 28 percent lower?

MR. SEAL:  It is in fact 8.89 percent lower, not 20.12 percent.  Again, that is a percentage of a percentage.  I will agree with the 8.89 percent change in that change in the percentage.

MR. MILLAR:  Okay.  And again that's following on the discussion we already had.

MR. SEAL:  Yes.

MR. MILLAR:  Let's just look at the first test year of each plan, so that would be 2015 and 2020, and compare the relative amounts of cap ex that were funded through depreciation.

No 2015, depreciation funded 43.1 percent of your cap ex.  That's cell D-25?

MR. SEAL:  Again, depreciation was 43.1 percent, according to your math, yes.

MR. MILLAR:  Then if we look for 2020 under cell K13, the depreciation would have funded about 50.9 percent of cap ex?

MR. SEAL:  50.9?

MR. MILLAR:  Yes.  Have I got that correct?  K13?

MR. SEAL:  Agree.

MR. MILLAR:  Okay.  That means that significantly more capital expenditures were funded -- are funded through depreciation in 2020 than they were in 2015, or it provides you with a significant percentage more than you had back in 2015?

MR. SEAL:  And perhaps using your math, it would be 7.8 percent more.

MR. MILLAR:  That’s your math, right, not mine.

MR. SEAL:  Or ours.

MR. MILLAR:  My math is 18.1 percent.  Again, that is probably a matter for argument.  But you're talking basis points and I am doing a comparison between the two percentages.  But again, we don't need to go over that again.

Would you agree with me if you just look at the first year, the first test year, 2015 versus 2020, you have more depreciation expense available to fund your capital projects now than you did in 2015?

MR. SEAL:  Yes.

MR. MILLAR:  Okay.  We wanted to have a stab at comparing the depreciation expense you have available to fund capital with other Ontario utilities.  And we did our best to have a look at this through information that is provided in the yearbook and filed as part of the RRRs. So maybe we can turn to page 85 of the compendium

First, just a quick question about the relationship between cap ex and in-service additions.  Essentially those should amount to the same number over time.  Is that right?  Your cap ex eventually gets turned into in-service additions and the difference between the two in any given year, it is essentially a difference of timing?

MR. HIGGINS:  That is generally the case, yes.

MR. MILLAR:  And would you agree with me that in any given year, there can be fairly significant differences between cap ex and in-service additions.  But over five years, a 5-year period, would they be pretty close?

MR. HIGGINS:  They should converge, but it depends on what is happening on the margins.

MR. MILLAR:  For sure.  They wouldn't be identical over a five -- but the longer the time period, the more likely they are to converge?

MR. HIGGINS:  I would agree with that, yes.

MR. MILLAR:  Okay.  So you will see we've put together a chart on page 85, and the data that we used to populate that chart is actually on page 86.  Again, this is information we took from the OEB's -- the yearbook and electricity distributors and the RRRs.

I will try to walk you through what we tried to do here, and I would like to get your views on this.

What we tried to do was compare Toronto Hydro's depreciation expense funding of capital additions with the 2013-2018 average of all utilities in the province.

So actually if we could go to page 86 first, and this is a very, very dense chart which I think you have separate copies of, because it includes all of the utilities that we cover in the yearbook.

You may recall, if you were listening in or you reviewed the transcripts, we had some questions about Toronto Hydro's data in this.  And maybe we could scroll down a little until you see Toronto Hydro at the bottom.

Because we noticed there were some differences in the RRR depreciation -- the value of depreciation is reported here on this chart through the RRRs, and what was actually reflected in the application.

We were informed that the difference between these two numbers, the difference between the RRR depreciation expense and the depreciation expenses as reported in the application, was that the RRR depreciation expense excluded amortization of capital contributions.

Did you hear that, or are you familiar with that?

MR. SEAL:  I do seem to recall that discussion, yes.

MR. MILLAR:  Okay.  So because of that, the depreciation expense reported in the RRRs, which we see here, is actually higher than the depreciation that you calculate for ratemaking purposes.  Does that sound right?

MR. SEAL:  That would be the implication, I believe, yes.

MR. MILLAR:  Okay.  So would you agree that based on that explanation, the historical depreciation expense included in the RRRs data is overstated -- I don't mean overstated in that it is incorrect, but it is stated higher relative to the amounts used for ratemaking purposes.  I think that is what we just said.

MR. SEAL:  It is a different number for a different purpose, yes.

MR. MILLAR:  Okay.  Could we flip back to page 85, please?  What I would propose to do first, Mr. Seal, is -- we've never discussed this chart before, is that right?  This wasn't something that we had at the technical conference?  It doesn't have to be Mr. Seal; whoever on the panel wishes to address this.

MR. HIGGINS:  No.

MR. MILLAR:  Okay.  So what I am going to do is -- what I hope to do is go through the numbers that we see here quickly.  I want to do those first, and I understand you may well have some comments on how they were derived or what we used to do them.  By all means, I will give you every chance to explain, to the extent you think that these numbers are either wrong, or not valuable, or they're not helpful, you will get every chance to do that.

But I want to go through what the straight math of the numbers we show first, and then I would like to hear your comments as to whether you think this is useful analysis or if we've made some errors, or if we have something wrong.

Okay.  So if we're just looking at this chart we have in front of us now, looking at the single test year of 2020, Toronto Hydro's depreciation expense funded 49.18 percent of net capital additions.  That is from cell B-12, although I don't think the cells are shown here.  But you see the 49.18 percent that is highlighted there.

MR. HIGGINS:  Yes.

MR. MILLAR:  Under custom IR for the 2020-2024 term, Toronto Hydro's depreciation expense funding of net capital additions is 53.02 percent?  You will see that highlighted just down the way there.

MR. HIGGINS:  Yes.

MR. MILLAR:  Okay.  Under price cap IRM for the 2020-2024, Toronto Hydro's depreciation expense funding of net capital additions is -- would be 46.68 percent.  Do you see that number?

MR. HIGGINS:  Yes.  I assume this is all derived from the other sheets we were just looking at.

MR. MILLAR:  I think that's right, yes.

MR. HIGGINS:  Yes, okay.

MR. MILLAR:  Again, This is just straight math here.  You will see at the bottom what we attempted to do is provide a comparable figure for Ontario-wide utilities.

So Ontario-wide historical actual average depreciation expense relative to net capital additions is 49.21 percent, based on the math that we did.  Do you see that?

MR. HIGGINS:  I can, yes.

MR. MILLAR:  Okay.  I assume you accept all of these numbers and you find they would be very helpful for the Board?

MR. HIGGINS:  I am not sure I fully understand the basis of all the numbers.

I mean, for example the average of 49.21 percent, I'm not sure what type of an average that is.  Is that a weighted average?  Is that some other calculation?

MR. MILLAR:  It's the total depreciation divided by the total...


MR. HIGGINS:  Weighted essentially by the actual numbers, yeah.

MR. MILLAR:  That's right.  Let me give you a little more context, because I think it might help your response.

What we were trying to do is get a picture of what is the situation other utilities find themselves in.  Many of these utilities on IRM.  I wanted to see how they compare.

From the numbers that we did in the analysis we did, Toronto Hydro is kind of in the range of all of these other utilities, most of which do not have a C factor, or at least did not have a C factor back for the dates that we are looking at.

So I am hoping to get some thoughts from you as to whether that is helpful analysis or if you think there is something lacking there.

MR. HIGGINS:  So at a high level I guess I am not sure that it is helpful.  And I can explain why.

MR. MILLAR:  Please.

MR. HIGGINS:  So it's obviously interesting to look at these ratios.  Having had the opportunity to take part in some -- quite a bit of benchmarking work over the last couple of years in the lead-up to this application, the UMS study, the PSE study, also I had an opportunity to be part of the activity and program-based benchmarking working group which led to the discussion paper that was issued, through all of that, I think sort of one of the key takeaways for me, and I think as reflected in some of those materials, is the complexity involved in benchmarking something even as simple as this.

And, I mean, I would start with the question of what we're meant to take away from this ratio and what it reflects, what it should be.  I'm not sure we have enough context about that, from this analysis.

One of the other things that is a big part of any more sophisticated benchmarking exercise would be understanding business condition variables and drivers of cost and what differentiates these utilities from one another, which is sort of my second layer of questions that I would have here.

And then the third issue I see is that this is constructed in a way -- and I am not sure if this is what you intended -- but there is a forecast for Toronto Hydro, and it is left, it seems to me, to be compared to historical amount for the rest of the industry.

And I am not sure that would be an appropriate comparison without either understanding what the forecasts are for these other utilities or having some kind of an econometric approach to predict where Toronto Hydro should be.

So there is just -- it does leave me with a fair bit of questions, to be honest with you.

MR. MILLAR:  Okay.  Those are fair comments.  I do want to be very fair to the utility.  We were interested in what this would look like for other utilities.  And we would be the first to say, you know, we took information that is available to the public that is simply reported to the Board and we did our best to add all of this up, and I don't think Staff would say that this should be the final say in any analysis of the appropriateness of your proposal.

But we do and I think Toronto Hydro also takes seriously the idea of benchmarking and trying to compare yourself with other utilities both in the province, and I guess more broadly when we look at some of the things filed by PSE and PEG.

So let me turn the question around slightly.  Did you try to do any analysis of this type?  Was there any type of benchmarking you did, or even if benchmarking is too strong a word, I am just curious as to what, if any, analysis you did to try and get a handle of your capital needs versus the funding under a straight IRM versus what other utilities are faced with and kind of how they're managing to get by at least in some cases without a C factor to true-up your costs for capital.

Did you look at that at all?

MR. HIGGINS:  So we did do a fair bit of benchmarking, as I am sure you are aware, in the application.

MR. MILLAR:  Yes.

MR. HIGGINS:  Including -- I mean, I would highlight here the two biggest capital-related benchmarking studies that we did, which were the PSE total cost benchmarking study and the UMS unit cost benchmarking study.  As you know, in both of those instances we've expanded the comparators to include appropriate peer utilities.

We also -- or I should say PSE included a refined version of the urban core variable, which PEG essentially adopted in their model.

So I think there has been quite a bit of work to advance the benchmarking paradigm in our application.  There are, of course, other benchmarks with respect to how we perform relative to utilities in Ontario, with respect to reliability, and those sort of things.

I can't speak in detail without going through -- in fact, this is something else that emerged through these activity benchmarking cost working groups, is to understand what's really driving each utility's needs and their specific circumstances and whether or not they're able to use different frameworks is -- it is a question that is really beyond I think what we could do with the information we have available to us in leading up to an application like this.

So short answer is, we did a fair bit of benchmarking, but not that specific kind of benchmarking.

MR. MILLAR:  Okay.  That's very helpful, thank you.

Did you look at, if a utility is on straight IRM, and one of the things that is available to them is incremental capital funding through an ICM, you would -- in a scenario where you are under IRM you would be eligible for that.  Is that correct?

MR. HIGGINS:  I believe so.

MR. MILLAR:  And again, I haven't run all of the math here, but it would seem that at least some of your projects, maybe Copeland and the dual operation centre, those projects might be large enough to qualify for an ICM.  Did you look at that at all?  Or since you were under your other proposal, did you not run that analysis?

MS. KLEIN:  The short answer is that we did not look in detail at an IRM/ICM model.  When we were coming out of our last application cycle and going into this one our presumptive expectation was that we were going to be having a continuation of our capital and operational program and that those needs were going to continue to well exceed the funding that would be available under other models.

That presumption, of course, was validated through our operational planning, as well as our customer engagement. Mr. Higgins, of course, can speak to some of the policy elements of it, but we have coming into this application a custom methodology that was designed for utilities that have a profile like Toronto Hydro's that, of course, all of us in this room worked to create, that we understand as a utility, that the Board has approved, and that we also know is working.

We've been able to demonstrate the benefits of this framework, and I won't list all of them, but just as some highlights, we delivered our program within 1 percent approved in-service additions.  We're not over-earning or under-earning.  We delivered the results that our customers want and need of 17 of the OEB metrics that have targets. We have improved our performance over the term of the plan in 16 of those areas, and now of course we're bringing in a second generation of the approach with numerous ratepayer protections, improved customer engagement, a robust outcomes framework, and a rate increase that, well, of course is about 3 percent on base rates once we factor into clearances of our deferral and variance accounts is about 1.1 percent.

So we have the system that we know works and that the OEB has approved, and this application is a continuation of that.  And our assessment is that for the same reasons that this approach was appropriate and approved during our last application, we continue to believe it is appropriate now.

We know that other systems will presumptively under-fund our capital needs and introduce some non-trivial risks to our operations that have consequences around that, and will tend to work against our ability to deliver an efficient and effective program.  So, you know, again, for all of those reasons we didn't consider those other approaches.

MR. MILLAR:  Okay.  So I do recognize what you applied for.  An ICM is an avenue for additional capital funding under straight IRM, at least if the qualifications are met?

MR. HIGGINS:  Yes.

MR. MILLAR:  And I think if I heard you correctly, Ms. Klein, the reason you didn't choose to go that way is it wouldn't give you enough.  Your capital needs are in excess of what you believe you could get funded through an ICM?

MS. KLEIN:  There is a funding element, certainly.  There is also an operational element.

MR. MILLAR:  Explain that to me.

MS. KLEIN:  Okay.  So for a utility like Toronto Hydro and for Toronto Hydro certainty and predictability of funding is necessary for us to conduct an efficient and effective capital program, and we know that failing to have enough funding or failing to have enough flexibility or failing to have a long enough term for a planning horizon is not conducive to our ability to do this.

And, you know, again, there is evidence going back for over a decade that has demonstrated our long-term infrastructure needs, underscoring that the undertaking is necessarily a multi-year one, that requires significant planning and coordination well in advance of the execution of specific work.

So for example, just for some concrete examples, we have to do coordination with municipal and provincial authorities that are in charge of infrastructure, such as roads and highways, and the permitting of Toronto Hydro work within those road allowances, we have to coordinate with other utilities for the purposes of synchronizing construction schedules.  We have to coordinate with external contractors for the purposes of entering into cost-effective and contracts on favourable terms.  That requires a stable volume of work.

We of course have to coordinate with our internal work force to ensure that there is adequate resources with the proper skills and training in place to execute the work, and then of course we also have to coordinate with residents in the areas that are affected by our work.  And it is simply not possible for us to conduct that process effectively and efficiently without having long-term planning horizons.

And moreover, I would say that tracking what are fundamentally multi-year programs and projects on something like an ICM basis of having multiple independent years is significantly more operationally complex, and there is also a rigidity within that that limits the operational flexibility that we need to remain nimble and flexible around the timing and the mix of the work, and some of the external conditions that we deal with on the ground.

So that would be a sample of some of the operational considerations.

MR. MILLAR:  Okay, that is helpful, thank you.  I am going to switch gears a little bit.  I wanted to talk about the load forecast.

I think that is you again, Mr. Seal?

MR. SEAL:  That would be me.

MR. MILLAR:  So your responsibilities are not yet at an end.

I have some surprise, to me, late-breaking cross based on an update you filed this morning.  You filed an update with respect to the load forecast this morning?

MR. SEAL:  We filed a correction to a piece of our load evidence, yes, we did.

MR. MILLAR:  Okay.  So I have a couple of questions about that, just to make sure we understand its importance.

So you filed an update or a correction this morning.  Looking at it, the only change indicated is to table 8, which is shown on pages 16 and 17.  Is that right?

MR. SEAL:  That's correct.  That was the only correction that was made.

MR. MILLAR:  And table 8 is comparison of the actual and weather normalized actual system consumption versus the OEB approach load forecast as approved in the previous custom IR?  Is that right?

MR. SEAL:  It's a comparison of the OEB approved forecast that we had in our last application with what actually happened on an actual and weather normalized basis.  That was what that comparison is.  It is one of the filing requirements to show the load forecasting variances.

MR. MILLAR:  Okay.  But you've not otherwise updated Exhibit 3, tab 1, schedule 1 to reflect the application update filed on April 30th, 2019.  So in other words, the update filed this morning doesn't reflect the updated load forecast as shown in Exhibit U, tab 3, schedule 1?

MR. SEAL:  No.  The only change was to this table, table 8.

MR. MILLAR:  Okay.  So when we're looking at the updated load forecast, we should still be referring to Exhibit U, tab 3, schedule 1?

MR. SEAL:  Yes.  This is simply historical, the historical load data.

The correction we made was for the data that we had shown under the Board approved load forecast.

We had made a typographical error and moved the numbers up by one year and they were in the wrong place, due to the comparison against the actuals.  So it is correcting for that.

MR. MILLAR:  We just wanted to make sure we understood what was updated, and where we are with what the load forecast is currently.  So thank you for that.

Okay.  Still on load forecast, let's turn -- first, you updated the load forecast based on the exhibit we just discussed, Exhibit U, tab 3, schedule 1.

Maybe we could turn to page 92 of the compendium, please.  It is an interrogatory from VECC.  You will see the response at the bottom of that page, and I guess I think it flips over to the next page.

But essentially what it says is -- so as part of this update, in addition to adding the 2018 actuals data and thereby extending the historical data range, you also re-estimated each of the models.

MR. SEAL:  That's correct.  We had made a commitment, I believe in an earlier interrogatory, to update the load forecast that we filed initially to give it an extra year of actual data, and at the same time to re-evaluate the actual models that we used for each of the class load forecasts, yes.

MR. MILLAR:  Right, and that is what you explained in this undertaking -- or pardon me, it is an interrogatory response to VECC.

Now, there were some further questions on this in the technical conference.  There was some discussion of Toronto Hydro's approach to modelling its load forecast and on whether certain regression model statistics, commonly calculated by statistical software, were taken into consideration.  You know, for example there is the Durbin Watson statistic -- which you and Mr. Ritchie know and love very well, but I am not as familiar with -- regardless, which may indicate serial correlation.

You recall this discussion you had with Mr. Ritchie?

MR. SEAL:  Yes, I do recall.

MR. MILLAR:  So what I would like to understand is the scope of the revaluation that you’ve summarized in VECC 77.  Was it just a re-testing of whether certain variables have statistical significant co-efficients with the update?  Or what other statistics from the modelling are used in the evaluation?

Can you tell us a bit more of what you did there?

MR. SEAL:  The exercise we under took was to do a full update of our load forecasting model.

So we basically did a forecasting process again, generally like we would do when we're putting together any of our load forecasts.

So we did look at all of the drivers of the models that we have.  We re-estimated including and excluding certain variables to basically come up with the best models that we thought produced the best forecasts for each of the classes.

In our forecasting exercise, we do look at model statistics and the ones that we provide as part of the evidence; we look at all of those.

We do place more emphasis on some than others, primarily on the goodness of FIT statistics, so the R-squared and adjusted R-squared variables, and the T statistics on the various driver variables that we have in those load forecasting models, which basically tell us whether the variables we're using to explain load are statistically significant or not.

Those are the primary statistics that we rely on when we do our modelling.  We're also looking at the overall forecast itself for a sanity check on what the types of loads it is producing.

We also look at the errors of the models, to see if there is any trending or direction of the errors of the models that would indicate there might be a problem with the model.

So we look at all of those things, and that's what we did for the update for each of the rate classes.  And as we have indicated for all of the classes, except for one, the models that we developed were the same, the same independent variables, except for the one where -- I believe it was a GS one to 5-kilowatt class, one to 5,000 kilowatt class, where we did have an unemployment number in the model originally.  And with the update, that variable wasn't significant any more, so we dropped it.

MR. MILLAR:  Still on this page 92, you will see it references in the last full sentence:
"Different input variables were retested to determine the best fit based on statistics and professional evaluation."


With respect to the professional evaluation, are you the professional, Mr. Seal?  Was this something done internally by Toronto Hydro, or did you have outside assistance with this?

MR. SEAL:  It is done internally, not just by me; it is by my team.

MR. MILLAR:  But there wasn't a --


MR. SEAL:  We did not externally do this.  We have done it in-house since I have been at Toronto Hydro.

MR. MILLAR:  That's fine.  I just wanted to know if you had someone else look at it.  Okay, that's very helpful.  Thank you.

Still on load forecast, this is with respect to CDM now.  So would this still be you, Mr. Seal, how CDM is built into the load forecast?  I will ask the questions and we will see who answers.

Okay.  So just at a high level, the load forecast includes all the savings you expect to get from CDM programs throughout the test period.  Is that right?

MR. SEAL:  That's correct.  When we do our load forecast, we take into account historical CDM as well as projected CDM in developing the loads that we will ultimately see go through customers' meters.

MR. MILLAR:  Right.  Could we turn to page 99, please?  This is impossible to see, but I think you will recognize what this is, Mr. Seal.

This is just showing the CDM, expected CDM savings from a variety of programs.

MR. SEAL:  This is the IESO approved CDM programs. I am unsure whether this is the corrected exhibit, or the one that was originally filed, because we did file a correction to this particular exhibit as part of the interrogatories for our U exhibits.

MR. MILLAR:  Okay.

MR. SEAL:  But it is the same format, the same table that indicates the programs and the savings that are associated with each of the programs.

MR. MILLAR:  Indeed, many of the programs that you I tend to participate in for the test period are these province-wide programs run by the IESO?

MR. SEAL:  That's correct.  That was what was embedded in the CDM forecast.

MR. MILLAR:  Right.  And you are aware that in March of this year, the Minister issued a directive revoking the IESO's conservation first framework?

MR. SEAL:  Yes, I am.

MR. MILLAR:  And that many or all of these programs were part of that conservation first framework?

MR. SEAL:  There are a number of these programs that were part of that framework, yes.

MR. MILLAR:  So what impact -- how does that impact your load forecast?  I will just cut right to the chase.

MR. SEAL:  So our assessment, early assessment, admittedly, because this is fairly recent information, we did look at the programs and which ones were cut from the conservation -- well, I guess, from the IESO's plans.

We looked at the historical CDM that we have included, and at the end of the day, and I will cut to the chase, our analysis is that the impact on our forecast as we have provided as part of the update would be minimal.

MR. MILLAR:  What does minimal mean?  Did you actually run the numbers?

MR. SEAL:  Again, we -- recognizing that this was fairly new news to us, for the 2020 test year we estimated the impact on overall load, kilowatt-hours, was less than .2 percent, and on the demand-based billing units was less than, I believe, .4 percent.

MR. MILLAR:  If you've done that analysis, can I ask you to file it?

MR. SEAL:  Again, it is high-level estimates.

MR. MILLAR:  So at the end of the day --


MR. SEAL:  It's not the same as our load forecasting models, where I have gone through the models.

MR. MILLAR:  Okay.  So I think we're looking for the same thing here, is to make sure that the fact that the conservation-first framework is no more and that things that aren't already contracted aren't expected to go forward.  Is it your answer that that will not have any material impact on the load forecast as it was -- as it is presented in the update?

MR. SEAL:  I think what I have said is we've looked at the programs that were cancelled and the impact of those. Whether the actual CDM and what CDM activities go forward, that is unknown at this point.  We do know the programs the IESO is not going to be doing, that they've said for now they're not going to be doing, but overall, especially for over the term of our forecast, we don't know if there's going to be new programs developed beyond the 2020 test year or not.

MR. MILLAR:  Right.  But the impact of the cancelled programs, are you assuming those would be replaced by something else?  Or it is that if you take those out it is not likely to have a material impact on your load forecast?

MR. SEAL:  The impact that I mentioned to you is taking those out.

MR. MILLAR:  Okay.  And not assuming that they're replaced by something else?

MR. SEAL:  No.

MR. MILLAR:  Okay.  I think that's fine.  Thank you.

Okay.  Some questions about some of your DVAs and the balances that you propose to dispose of through this proceeding.

Why don't we turn to page 109 of the compendium.  This is a list of the balances in your deferral accounts.  One of the ones we see there is the impact of U.S. GAAP deferral account.  Do you see that?  You are familiar with that account?

MS. CHAN:  Yes.

MR. MILLAR:  And I want to see if I understand how this works, and you can tell me if I've got it wrong, because there is a bit of a history to this account, I understand, so I will walk you through some things, and if I am wrong you will let me know.

So initially in 2012 this account was there to capture the actuarial gains and losses on your OPEBs under U.S. GAAP, that they were recognized under other comprehensive income instead of as an expense, and then were amortized to expense over time.  Is that correct?  That's the old scenario?  If you would like to put that in different words, that's fine too.

MS. CHAN:  Sure.  Generally that's the case under U.S. GAAP.

MR. MILLAR:  Right.

MS. CHAN:  In terms of the inception of the account, that was originally established when we went from CGAAP to U.S. GAAP.

MR. MILLAR:  Right.  And then starting in 2015 after transitioning to IFRS, Toronto Hydro received approval to use the account to capture the actuarial gains and losses on OPEB costs under IFRS; is that correct?

MS. CHAN:  Yes, that's correct.

MR. MILLAR:  And under IFRS these costs go to other comprehensive income and never make it to expense and therefore into rates?

MS. CHAN:  Correct.

MR. MILLAR:  So the Board allowed you to move those costs into account 1508 and create a regulatory asset?

MS. CHAN:  Well, depending on the direction of the gains and losses each year and depending on which balance it would sit in, it would be a regulatory account, yes, but it could be both a debit or credit balance.

MR. MILLAR:  Sure.  Okay.  But just so we understand each other.  There was a point in time when the amounts in this deferral account were being amortized into rates, but then that stopped when you moved to IFRS in 2015; is that right?

MS. CHAN:  Yes, that's correct.

MR. MILLAR:  And you have never -- or have you ever sought disposition of the DVA of this account in the past?

MS. CHAN:  No, we have not.  Under CGAAP and U.S. GAAP we were, as you mentioned, able to amortize the portion of the gain or loss through the P&L, and therefore we didn't have to ask for disposition.

And so, yes, so we haven't asked for disposition.

MR. MILLAR:  Great.  But as you say, this is kind of the first time it's really been before the Board since the change in 2015.  I think what you were explaining is that you didn't have to -- you didn't have to clear it before because it worked its way through -- it was amortized into rates before.

MS. CHAN:  Correct.

MR. MILLAR:  And now that is not the case, and that is why we're seeing it today?

MS. CHAN:  That's right.

MR. MILLAR:  Okay.  Could we turn to page 114.  And from -- the cover page is on page 113.  It is the report of the Board on the regulatory treatment of pension and OPEBs.  You would be familiar with this report, Ms. Chan?

MS. CHAN:  Yes.

MR. MILLAR:  Okay.  So if you turn to page 114, and then I guess there is a discussion of some of these issues on page 114 and 115.

But if we turn to page 115, I guess, the paragraph starting "as at the date of this report", what you will see right there:

"As at the date of this report one utility with this deferral account has had the account approved for disposition.  Utilities may propose disposition of the account in future cost-based rate proceedings if the gains and losses that are tracked in this account do not substantially offset over time."

Do you see that?

MS. CHAN:  Yes, I do.

MR. MILLAR:  And I guess what's implied by that is it is at least -- the Board recognized it was a possibility that these balances might offset over time?

MS. CHAN:  Yes, that there's a possibility.

MR. MILLAR:  Right.  So if we go back to page 109, this is your pre-filed evidence, which I think was filed in December of 2017.  At that time the balance in the account was 85.3 million.  Is that correct?

MS. CHAN:  This was part of the pre-filed evidence that was filed in August 2018.

MR. MILLAR:  That's right, yes.

MS. CHAN:  And it is our audited balance as at December 31st, 2017.

MR. MILLAR:  Right.  And that is what you filed with the pre-filed.  And can you confirm for me that at the time you were seeking to dispose of this entire balance?

MS. CHAN:  Yes, that was the original request.

MR. MILLAR:  Okay.  And if we go to page 110 of the compendium, you filed an update, and the balance in the account changed.  And what is the current balance?

MS. CHAN:  The current balance for December 31st, 2018 is about 48.1 million.

MR. MILLAR:  Right.  So the balance in that account declined by about $37.3 million between those two filings?

MS. CHAN:  Yes.

MR. MILLAR:  And in your interrogatory responses related to the updates, you indicated that instead of seeking to recover the entire balance now, you are instead seeking to recover it over the average remaining service life of your employees?

MS. CHAN:  So the EARSL method, the method over the employee average remaining service life, is a methodology that we're requesting to calculate the clearance.  However, we're not requesting to necessarily dispose of it over the full 14 years.  Our current request is to use or to calculate an annual straight line amount, which is about 3.44 million a year, and to dispose of the approximate 17.2 million over the five-year period.

MR. MILLAR:  Okay.  I am going to ask you a question that I won't understand the response to, but other people at Board Staff might do.  You spoke about EARSL.  Can you tell me a little bit more about that?

MS. CHAN:  So the employee average remaining service life, from my understanding, is the approximate number which is provided by our actuarial experts, in terms of years of service until those benefits become available to them.

MR. MILLAR:  Okay.  So you get that information from your actuarial valuation?

MS. CHAN:  It doesn't -- under IFRS, it isn't available in our valuation any more.  But for the purposes of calculating or completing one of the undertakings from the technical conference, where the Board asked us to consider clearance under alternative methods being, corridor and EARSL, we requested the EARSL number from our actuarial experts.

MR. MILLAR:  Okay, that is helpful, thank you.  Okay.  So as we discussed, the balance went from 85.4 million to 37 -- pardon me, to $48.1 million.

What caused this?  What triggered this significant change?

MS. CHAN:  There is two main drivers that would affect this balance, one of which relates to the discount rate, and the other one is more actuarial inputs to the valuation.

So it could be economic information, such as mortality Rates.  But can also be other costs, such as medical costs and claims.

MR. MILLAR:  In the original evidence -- I won't take you through it in detail.  It is in the compendium at page 121 to 124, if you are interested.

But in that original evidence, you had a significant write-up that explained you didn't expect the balance in the account to offset over time, largely because the discount rate is expected to remain stable.

That was your evidence when you filed the application -- or I shouldn't say that.  That was your view when you filed the application?

MS. CHAN:  Yes.  What we noted in the pre-filed evidence is that after a certain point in time, we would have expected the forecasted discount rate to potentially level off, but did recognize that there was a potential for it to increase over the next several years.

MR. MILLAR:  In effect, that is what happened.  That was one of the key drivers as to why the account balance changed, and why it fell by 37-some-odd million?

MS. CHAN:  Yes, that was one of the key drivers.

MR. MILLAR:  Okay.  None of us can see into the future with perfect clarity, of course.  Why don't -- that could happen again, could it not?  I mean, we could come back in a year's time and the balance might be down to zero?  We don't know what the balance would be in a year's time.  Is that fair?

MS. CHAN:  Yes.

MR. MILLAR:  Okay.  Given the Board suggested that this might offset over time, do we need to clear this account now?

MS. CHAN:  So if we refer to our response to IR U-Staff 193, there is a couple of reasons why we're requesting for clearance at this point in time, one of them being that we do recognize there is a certain amount of volatility and unpredictability to the drivers around this Account, as we have seen.  And we have laid out the historical balances and the trending around that.

So although we have noted that the balance has fluctuated, but not dropped past its original balance that we have brought in at about 30 million, the trending is actually showing that, on average, the balance is increasing by a couple of million a year.

And from that standpoint, it’s informing us it will not substantially offset over time.

In addition to that, another reason why we're requesting for clearance is also noted in our last paragraph to this response on page 5.  And what this paragraph is meant to do is inform the Board that although we are operating under IFRS, the standards for regulatory accounting right now under IFRS have not been completed.

And under IFRS 14, which is our current regulated accounting standard, it is really only dictating how to -- sorry, present and disclose information with respect to regulatory accounts.

When it comes to other areas, such as measurement or recognition, we need to look to our grandfathered standard, which is U.S. GAAP.

What we're noting here in this paragraph is that in the U.S. GAAP standards that were filing for under OPEBs under rate regulated accounting, we are required to follow or meet certain criteria. A couple of them which we have noted here, where there has to be probability that we're able to recognize some of this balance into future revenue, and that we need a regulatory decision around this to flow some of this into rates.

So that is another reason also why we're putting this -- why we’re requesting for the clearance of this account.

Respectfully, we understand that the Board has the authority, in terms ever regulatory accounting and regulatory reporting.  However, this would result potentially in an impairment on the external reporting side of this balance, should we not at least currently request for the clearance of this account.

MR. MILLAR:  Okay.  So maybe this relates to that, but I will put the question to you.

MS. ANDERSON:  Mr. Millar, sorry to interrupt your cross.

But, Ms. Chan, you mentioned trending.  Is that all in the narrative here, or is there a nice table that shows us the...


MS. CHAN:  There is a table in U-Staff-193, page 3, table 1.

MS. ANDERSON:  So this is what you were referring to as the trending?

MS. CHAN:  Yes.

MS. ANDERSON:  Thank you.

MR. MILLAR:  Thank you, Madam Chair.  Have your auditors raised any concerns to date with the continued presentation of this account on the balance sheet as a regulatory asset?

MS. CHAN:  They have.  We have had discussions with our external auditors around this balance.

We have made it known to them that we would be putting this forth to request clearance in this rebasing.

MR. MILLAR:  Had they raised a concern, or was this kind of a heads-up you gave to them?  As I understand reg assets -- and believe me, this is not my area of strength
-- but you could only put them on a balance sheet -- I forget the term, but if there is a substantial likelihood of collection, or something of that nature.

MS. CHAN:  Exactly.  That is what we were noting in the last paragraph in response to this IR.

MR. MILLAR:  Right.

MS. CHAN:  So there has to be a certain level of probability, as well as a decision around clearance to flow some of this balance into rates.

MR. MILLAR:  Did your auditors raise a concern about that?  Or is that something that you took to the auditors to explain to them you would be seeking to have it cleared?

MS. CHAN:  It was kind of a, I guess, conversation from both sides.

MR. MILLAR:  Okay, thank you.  Switching gears again, Madam Chair, you will be happy to hear I'm head of schedule.  I only have one area left and I don't think it will take too long.  So I am happy to continue -- I understand there may be some -- I don't know what the break will mean today because I am not sure if there are others prepared to go.

MS. ANDERSON:  I guess that is the question, whether we need to take a break.  My understanding is there is nobody else who is ready to begin cross today.

MR. GARNER:  I can’t speak for everybody else.  That is certainly true for us in the main.   But what we've -- we are prepared to go, and we were anyways, first thing tomorrow morning, after staff.

I do have a couple of follow ups very quick that might save some time.  I could do right after Staff, if you would like to, or I could save them for tomorrow morning.

MS. ANDERSON:  Follow ups?

MR. GARNER:  They arise out of what I have heard from Staff and I would ask them tomorrow.  But I could start right away and get that out of the way under your commendable let's keep it moving strategy.

MS. ANDERSON:  Yes.  Any estimate?

MR. GARNER:  It would probably only take about 10 or 15 minutes for the ones I have here.  But I would leave that in your hands.  I am certainly willing to do it tomorrow morning.

MS. ANDERSON:  Mr. Millar, how much time do you think you have?

MR. MILLAR:  I think I have less than 10 minutes left.

MS. ANDERSON:  Twenty-five minutes.  It's getting a bit much.  Perhaps, yes, so maybe we will take a -- can we stick to 15 minutes?  That way we’d try to get us out of here a little earlier today.

MR. MILLAR:  While we're doing that, I guess we could have another discussion with the room and see if there is anything else we could usefully do for the rest of the day.

MS. ANDERSON:  Now that we have taken the break in the middle of your cross, I will add that anyone who is expecting to cross-examine this panel should expect to go up tomorrow, just to be on the safe side, even if you weren't scheduled currently for tomorrow.  Just assume you will be, given we are a bit ahead.  Okay, let's take 15.
--- Recess taken at 3:25 p.m.
--- On resuming at 3:39 p.m.

MS. ANDERSON:  Please be seated.

MR. MILLAR:  Yes.  Thank you, Madam Chair.

Welcome back, panel.  Just one final area, and I don't think I will be very long.  I just have a couple of questions about your proposed earnings sharing mechanism.  Much of this was gone over at the technical conference, and I think the questions are answered, so I believe I will be very brief.

But just a couple of questions on that.  What you are proposing for the current term is to -- just to continue your existing ESM, the one that was approved in the last custom IR application; is that right?

MS. CHAN:  That's correct.  Yes, that's correct.

MR. MILLAR:  Okay.  And although that was approved in the last proceeding, it was never actually triggered over the term of the plan; is that correct?

MS. CHAN:  Yes, that's correct.

MR. MILLAR:  Okay.  The purpose of an ESM, as the name suggests, it is meant to share earnings with ratepayers, and I guess to the extent it is symmetrical it can go the other way, but I guess that is what the acronym is; is that right?

MS. CHAN:  Yes.

MR. MILLAR:  Okay.  So the way the proposed and existing ESM works, if I have it right, is as follows:  So for any given year you take your actual non-capital revenue requirement and you subtract that from your approved non-capital revenue requirement; is that right?

MS. CHAN:  Yes.

MR. MILLAR:  And then you divide that by your actual deemed equity for the year?

MS. CHAN:  Yes.

MR. MILLAR:  And just to be clear, when I talk about the non-capital revenue requirement, that consists of your approved OM&A expense and revenue offsets; is that right?

MS. CHAN:  Yes.

MR. MILLAR:  Okay.  So by and large it is your OM&A?  And so there is a 100-basis point dead band on the ESM, so to the extent that the dead band is exceeded then you share the amounts 50/50 with ratepayers?

MS. CHAN:  Yes.

MR. MILLAR:  And the -- this account is in fact symmetrical, so if Toronto Hydro -- for example, if you overspent on your OM&A compared to the amount approved in rates and you exceeded the threshold of 100 basis points, you would actually recover half of that amount back from ratepayers.  Is that right?

MS. CHAN:  Yes.

MR. MILLAR:  So this ESM can actually result in ratepayers giving additional money to Toronto Hydro?  Is that right?  Indeed, that is the example we just went through.

MS. CHAN:  Yes.

MR. MILLAR:  Okay.  Could we go to, I guess it is page 132 of the compendium.  This is a response to a Staff interrogatory.  We suggested to you that the ESM as proposed -- and it would be at the top of the page -- we suggested to you that the ESM is in fact really an OM&A true-up.

Then in the response to that you say at the top, you said Toronto Hydro's earnings sharing methodology is essentially a true-up of OM&A costs and revenue offsets.

So you accept that characterization?

MS. CHAN:  Yes.

MR. MILLAR:  And as we've discussed, if you significantly overspend on OM&A, you will be able to recover that -- some of that back from ratepayers and, vice versa, if you were to underspend on your OM&A significant enough to trigger -- to get past the dead band, you'd share -- you would give some of that back to ratepayers?

[Witness panel confers]

MS. CHAN:  So just to clarify, as part of the ESM if there is a -- if we do surpass the 100 basis points dead band threshold, then we would have to put that differential into a variance account, at which point we would have to request for clearance of that.  So the mechanism isn't an automatic mechanism.

MR. MILLAR:  Oh, okay.  Fair enough.  But the way that it was presented to the Board is that -- okay, those amounts go into a deferral account, but you would seek to clear those amounts, presumably?  Like, it wouldn't be -- because the balance could go either way.  You might owe ratepayers money.  It is not up to Toronto Hydro to decide whether they want to clear that account.  It is kind of assumed that the monies feed into the account and they would come before the Board in the next proceeding?

MR. SEAL:  Sorry.  I think the point Ms. Chaplin was making was just that it is in a variance account that we would have to go before the Board and seek to clear, and there would be a process about that.

MR. MILLAR:  Okay.  That's fair enough.  That is a fair point.

But by having this account symmetrical and it being based on, you know, OM&A plus the revenue offsets as opposed to earnings, doesn't this just pass the risk of overspending on OM&A on to ratepayers?  If you overspend on OM&A and you exceed that threshold, those monies go into -- 50 percent of those monies go into a variance account that presumably you would seek to recover from ratepayers?

MR. SEAL:  So again, Mr. Millar, it is something we would have to have approved by the Board, come forth with in our application.  The Board approved the account on a symmetrical basis.

MR. MILLAR:  It did, but you are seeking to have that approved again now, and I guess I'm asking questions and you are answering about them.  But if your point is that it was approved last time, I agree that that is the case.  Okay.

Thank you, panel, very much.  Those are my questions on ESM and those are my questions for the entire panel.

MS. ANDERSON:  Mr. Garner.
Cross-Examination by Mr. Garner:

MR. GARNER:  Thank you, Madam Chair.  My name is Mark Garner, and I represent VECC at this hearing.

Just a couple of things to start.  I just wanted to follow up.  The first, Mr. Higgins, was with you.  You gave a response.  Mr. Millar asked you what was the difference between the current formula framework versus the old one.

And you gave -- the first answer I understood and the second answer added something.  And the reason I am asking is that if you go to 1B, VECC 2, we asked that question.  And it corresponds with, I think, your first answer, which was only the stretch factor was the difference.

Then later you added the growth factor, you may have made it in the comment, and I just wanted to know which one I am going to rely on --


MR. HIGGINS:  Sorry, I was going back a little bit more further in time here.  I think in the last application we proposed a formula that was a little bit shorter than the one that was ultimately approved as part of the rate order, and it is that formula that now reappears again in this application.

MR. GARNER:  But to be crystal-clear, it is only the stretch factor that is changed in this one from the last approved.  Is that what's changed?  That's what the response to this says.  It says, because we asked what is the difference between this one and the last one, and you said stretch factor.

MR. HIGGINS:  Yes.

MR. GARNER:  Everything else is the same.  And I am happy for you -- I will be back here tomorrow morning if you want to take some time to -- I just want to know what I am relying on, because there seems to be now two answers to the question, and I am happy to take whatever is the right one.  So...

[Witness panel confers]

MR. HIGGINS:  Sorry, the answer is yes.

MR. GARNER:  This is the one I should rely on.

MR. HIGGINS:  This is the --


MR. GARNER:  And this was your first response, so I think that's fine.

MR. HIGGINS:  Yes.

MR. GARNER:  Mr. Seal, I would like to move to you.  And this was -- and I had same issue, and we were going to raise it, and I can take it out of my compendium, which we will circulate later.  It was about the PILs and the PILs being a part of the C factor.

And so I was a little bit confused myself, and I'm sorry I didn't get unconfused in that discussion you had with Mr. Millar.

First of all, just as we walk through this, PILs is normally -- when one looks at a cost-of-service application, it is part of the OM&A component of the rate-making exercise, is it not?  It is not part of the capital end of it.  It is included as an OM&A line item, or actually taxes is considered its own item, I should put it that way, when you see the traditional cost-of-service formula.  Isn't that correct?

MR. SEAL:  PILs certainly has its own revenue requirement component, yes.

MR. GARNER:  Okay.  And the second thing is you don't -- or maybe you do -- do you capitalize PILs when you do capital programs?  You capitalize the taxes into your program?

[Witness panel confers]

MR. SEAL:  I don't think anybody knows the answer to that on this panel.

MR. GARNER:  Well, maybe you could undertake.  My understanding, it is an expensed item.  But just so we're clear as to how it is treated, if the PILs are capitalized in some fashion, that would help me understand a bit about what is going on here.

[Witness panel confers]

MR. SEAL:  So in discussion with Ms. Chan, subject to check, we believe it is just a P&L flow-through, yes.

MR. GARNER:  Right.

MR. SEAL:  The point I was making is that it is related to capital.

MR. GARNER:  Sure, and we will get there.  I am not actually challenging -- I’m just now trying to understand the mechanical sort of logic of how it works with this.  So it is generally PILs is an expensed item.

Now, when you put PILs in -- and to your point, Mr. Seal, you're just saying it is part of it.  Maybe the question I would have is how does that arise?  How did you calculate that?

Isn't it true that when you put in a capital item, let's say your computer system, for the purpose of PILs, you will calculate the CCA allowance as you are doing that.  Let's say an item that actually has a large CC allowance in the front end will give you a better tax shield than something that has a different one.

How does that shield work in real taxes, or in the calculation of PILs, which I understand is calculated in the same fashion as real taxes, so to speak.

How does that work?  Can you help me out with that?

[Witness panel confers]

MR. SEAL:  Mr. Garner, I am not sure I can answer that question, but perhaps you can ask it again and we will see if Ms. Chan...

MR. GARNER:  Sure.  Let me ask it a different way and maybe -- and you can see what I am trying to understand.

I wasn't sure if the way you calculate the PILs for the purpose of what you are showing for the capital factor arose in this fashion.  It arose out of the increase in the revenue requirement, ergo there was an increase in PILs, and you are recovering that.  Or if it was calculated as in sort of there was some tax implication of the capital program and you were making a calculation to do that.

Of course, that would then arise -- one would then think how does one talk about that, if the capital program allows a tax shield to arise, how is that taken into account when one does that.  So how does one actually understand that?

[Witness panel confers]

MS. COBAN:  Maybe to be helpful, Mr. Garner, we can take this away through an undertaking.  We don't actually have a tax expert on this panel.

MR. GARNER:  Tomorrow we can speak to it, if you would like to take some more time to think about it.  It’s a very simple thing.

I am just trying to understand, first of all, the first question is, how does the PILs get calculated?  I am thinking it is on the basis of the increase in the revenue requirement that occurs, and you simply calculate a PILs number.

Then the second question is, is that how is the tax implications of the capital program actually calculated?  So to give the most extreme example, or in two cases.  If your company capital program was all poles with a very low CCA allowance in each year, you would have a different impact than if your capital program were all computers, in which you were taking that shield very quickly.

So that is the second part of the question.  I think if you understand that, perhaps I could ask you to come back and talk about that, or you could do it by way of undertaking.

[Witness panel confers]

MR. SEAL:  We will do it by way of undertaking.

MR. MILLAR:  It is J6.12.  Mr. Garner, can you turn that into something -- a dozen words or less.

MR. GARNER:  I am trying to.  And I saw you, Madam Chair, I think aiming for the same thing.  I am trying to think of how to best shake sure we are getting the information.

I guess the first question is to provide the manner in which the PILs calculation that is shown in -- it is the table that Staff showed you this afternoon.  I think it is the table at 1B, tab 4, schedule 1, that shows you the capital factor amount; it has a PILs line.

The first one would be to show us how that number is calculated, how it arises.

And the second part of the undertaking would be to explain how the capital cost allowance of the actual projects projected to go into rate base in each one of the years is considered in the tax calculation -- or not considered, I guess, would be the other way.

MS. ANDERSON:  And I am mindful that I know in the capital program, there were some major IT projects.  And I think that is perhaps what Mr. Garner is getting to, is that the CCA on that could be considerably different.  So how was that factored for a ERP or CIS, that kind of thing.
UNDERTAKING NO. J6.12:  TO PROVIDE THE MANNER IN WHICH THE PILS CALCULATION IS CALCULATED… AND TO EXPLAIN HOW THE CAPITAL COST ALLOWANCE OF THE ACTUAL PROJECTS PROJECTED TO GO INTO RATE BASE IN EACH ONE OF THE YEARS IS CONSIDERED IN THE TAX CALCULATION – OR NOT CONSIDERED… WHICH SHOWS YOU THE CAPITAL FACTOR AMOUNT (EX IB, TAB 4, SCH 1).

MR. GARNER:  Thank you.  And I just have one more which I want to get into, because I had some stuff for tomorrow, or in our compendium.  But I am going to start and I think maybe we can talk a little bit more about it tomorrow.

Ms. Klein, this was about the -- Mr. Millar, and we had the same questions about the use of ICM versus the use of a capital factor.  I listened to your response.  But one of the things that puzzled us is -- let's put it this way and we will get into this when we do the CCRVA and speak about it.

When you do your comparisons to your capital spent at the end of a program, at the end of 5 years, as I understand it, you do do a variance analysis in your evidence.  But you don't go back and say to yourself I had a 5-year plan that looked like X, and now I have completed Y of that X, and you do a variance analysis.

So you don't kind of look back at the whole plan as a whole and do an analysis of the whole plan as a whole.  You do a variance analysis after of each year.

Is that correct?  I think that is what I see in the evidence when you do your variance analysis.

MR. HIGGINS:  On the capital plan specifically, I think a large portion of, if I am remembering correctly, section E4 and then the program narratives that follow thereafter do deal with historical variance analysis that touches on the volumes of work we expected to do, the projects we expected to do, and what drove the differences.

MR. GARNER:  Well, Mr. Higgins, maybe -- and maybe you do do what I am thinking.  I just don't recall seeing it.

If you had a project -- and for the purpose, let's say when we get to the -- I keep getting the letters wrong; CRRVA, I think it is. If you knew the last capital plant that you did in the previous -- I think 116, 2014-116, whatever it was, you had said okay, in each year we're going to do these box constructions.  We're going to do 20 each year, whatever the number was, bing, bang, bing.  Bing.  And then you come back at the end of this one and report on that plan as a whole and say 21, we had 400 we were going to do.  We achieved 380.  The other reasons we didn't do the other ones was X, Y and Z, and do that for the whole plan and actually say to yourself the 5-year plan was done 90 percent, or 80 percent.

I know there’s substitutions, but do you do that kind of analysis?

MR. HIGGINS:  Don't boil it down to a single percentage like that, but I think -- again, I think in the evidence as well as in the application update itself, there's narratives that deal with, yes, what's happened in each program over that period.

MR. GARNER:  Because I am not being critical.  What I am trying to get to is really this is one of the distinctions between the ICM, I thought -- and you could correct me -- and what you are doing is take a program that seems very similar in my mind.

Alectra, for instance, had a transformer program under ICM for PCBs; sounds very similar to yours.  And they went to the Board as part of their exercise and asked for an ICM, and the Board has granted it and then they came back and made some adjustments.

Now, it seemed to me that one of the advantages of that to the Board was it looked at that program specifically, and then specifically the Board then was looking back at that program and how it was being executed and being executed in a way it thought it was funding that program.

Under your proposal with the capital factor, it doesn't seem to me to take the same thing you are doing, the transformers for PCBs.

The Board's not going to do that same exercise, right.  It's not going to stop along the way and you're not going to say, okay, we said we're going to do the program and we have done the program in the same way.

So is there a distinction that I am making, does that distinction ring true to you also, or not?  Or do you understand the distinction I am trying to make?

[Witness panel confers]

MR. HIGGINS:  I do understand the distinction you are making and I think it relates -- I think it speaks to what are fundamentally two different frameworks, one which involves a true-up on a number of different projects and programs at a very granular level, and that is the nature of that model under the ICM.

But with respect to -- I mean, I am obviously familiar with the filing requirements that we have to meet under Chapter 5 and for custom IR, and the level of detail that goes into doing a variance analysis, and we do provide variance analyses that are, I think, of a comparable level of detail, bearing in mind that a custom IR application is, I think, also meant to, I think, fulfil additional objectives of the IRF.

One of the things that appeared in our decision was -- last time was some commentary on the level of detail in the application and the Board's expectation under IRF there would be a focus on performance outcomes and the trade-offs between those outcomes and costs.

So I think that is part of the consideration as well in developing these five-year integrated plans, is there is a focus on outcomes, and we have also provided information not just with respect to the variance analysis in the programs but variance analysis on the actual performance outcomes that go with those investments.

So I guess I would just -- it is a different paradigm at the end of the day.

MR. GARNER:  Well, let's -- I think I have heard this from the first panel, and I don't think you would disagree, but if you do you can tell me.

One of the things about doing any capital program is stuff happens, right?  Stuff that isn't the stuff that you thought happens.  So you substitute, you change, and, you know, things happen, weather happens.

But suppose the Board was very concerned and keen that you met your environmental requirements of 2025 to get all of those PCBs -- all of those transformers and other equipment that may contain PCBs, A, tested, and B, checked and replaced as per the government's requirements for end of 2025.

It seems to me the distinction of that was in their mind is Alectra's case they have said that is what this money is for and that is what this money will do.

In your case you would be saying, give us the money.  This is what we're going to do.  But stuff happens.

So the Board -- I mean, I am not saying you won't try and meet your obligations.  I am not trying to suggest that at all.  I'm just simply saying is if the Board were saying is, we want this money to go here, this is what we think needs to happen as a priority, the ICM has that advantage.  That is what it does for the Board.  It basically keeps money where it wants it to be.

MR. HIGGINS:  Hmm-hmm.  I think -- so that is sort of a -- it is one of the obligations we're trying to meet and not just in terms of eliminating PCBs of a certain content but also minimizing the risk of PCB oil leaks above a certain level so that there is more to it in that, and I think we've reflected -- I mean, I take your point it is a critical objective and one that we should be held accountable to.

And that is part of the reason why it is one of the 15 incremental measures we have put on the scorecard, is it is something that I think we're going to report our progress on over the period, because it is an important objective and a big driver of the investment need.

MR. GARNER:  All right.  Thank you.  I think that is where I can stop today without my compendium.  Thank you, Madam Chair, for that.

MS. ANDERSON:  Thank you.  So we will break for today and come back at 9:30 tomorrow morning.  Thank you.
--- Whereupon the hearing adjourned at 4:02 p.m.
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