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Tuesday, July 9, 2019
--- On commencing at 9:34 a.m.

MS. ANDERSON:  Please be seated.

Good morning.  This is Day 7 of a hearing for Toronto Hydro for a rate application for the period 2020 to 2024, OEB file number EB-2018-0165.

We left off with panel 3.  Was there anything we needed to discuss before we begin again?

MR. STERNBERG:  Nothing from us.

MS. ANDERSON:  Thank you, Mr. Sternberg.  And so, Mr. Garner, we left off with you, so we will start.  And I appreciate your moving forward yesterday and starting off.  That was good of you.  Thank you.

MR. GARNER:  Thank you, Madam Chair.  In fact, I am going to turn the mic over to my associate, Mr. Harper, and then I am going to follow him again just to mix it up a little bit.
TORONTO HYDRO-ELECTRIC SYSTEM LIMITED - PANEL 3, resumed
Cynthia Chan,
Darryl Seal,
Amanda Klein,
Matthew Higgins,
Greg Lyle, Previously Affirmed.
Cross-Examination by Mr. Harper:

MR. HARPER:  First of all, we do have a compendium of materials that both myself and Mr. Garner are going to be referring to, and I believe that has just been handed out to the panel and other parties.

MR. MILLAR:  Exhibit No. K7.1.  Does the panel have it?
EXHIBIT NO. K7.1:  VECC COMPENDIUM FOR PANEL 3.

MR. HARPER:  Now, the compendium isn't numbered page-wise, but we are going to be going through it tab by tab, so hopefully it will be fairly easy to follow.

So will you please turn to tab 1 of the compendium.  Here we set out in one place the customer count forecast for the GS less than 50 class and the GS 50 to 99 classes for the years 2018 and 2024 as per the initial application and the April 2019 update.  We have also set out the 2018 and 2024 values for the GD forecast used in both cases.

Now, the table was forwarded to Toronto Hydro a couple of days ago.  I just wanted to confirm first of all whether there were any issues with the way we have transcribed the numbers from the various sources into this table.

MR. SEAL:  I did review the table and the GDP numbers and the customer count numbers were correct.  I didn't actually do the math to see if the percent changes were correct, but...

MR. HARPER:  Okay, fine, no, thank you, I just want to make sure that we all agree that at least we have a starting point that is common.  If we look at the GDP forecast would you agree that the GDP forecast used in the update assumed a higher growth rate between 2018 and 2024 than the forecast used in the initial application?

MR. SEAL:  I agree it was slightly higher.

MR. HARPER:  And also, if we look at the change in the customer count for the GS less than 50 class as a result of the update we see the actual value for 2018 was lower than in the initial application, and that the forecast value for 2024 is now higher than in the initial application.

I guess what I was struggling with, it seems to me this is higher value for 2024 in the update.  There is not -- I can't reach that conclusion on an intuitive basis because it seems to me that the actual value used for 2018 in your updated trend analysis was actually less than the forecast from the previous trend analysis, that would sort of in unsophisticated terms result in a lower slope or decline the trend somewhat, which means that your forecast would actually be a bit lower than that in your original application.  I was wondering if you could help me with what seems to me this intuitively incorrect result and explain it.

MR. SEAL:  So our updated customer forecast -- our customer forecasts, as you know, are done on a trend basis, so it is a trend of the customer numbers themselves.  So it doesn't take regard to any driver variables for our customer numbers.  It is simply the trend.

The updated trends that were produced using the additional year of actual customer data resulted in the updated customer number forecast for all of our classes. So that was what the trend showed in those particular cases.

MR. HARPER:  I guess again -- and maybe you can't help me, but I was struggling with the fact is if I create a new trend analysis and I now put in an actual variable for the new trend analysis that is less than the forecast I was getting from the previous trend analysis, that would seem to me it would create a lower trend, if I can put it that way, which would give me a lower forecast, and you are showing a higher forecast.  Like I said, just intuitively I was struggling with the outcome and whether you can help me understand why the outcome is coming out the way it is.

MR. SEAL:  Perhaps you can help me with what the updated lower number you are referring to is.

MR. HARPER:  I am referring to the updated lower number -- in the original application you were forecasting using your previous trend analysis the value for June for the GS less than 50 class of 71,306, and in the update you use the actual value of 71,170 to create a new trend analysis.

And I would have thought that incorporating what was now a lower value would end up giving you a lower trend overall such that the results for 2024 would now be lower than what you have been forecasting previously.

MR. SEAL:  Okay.  I understand what you are saying now, Mr. Harper.

So our models are monthly models based on the monthly data, and I don't have right in front of me the exact monthly data that we had.

But would we would have used the full additional data that we had to produce the updated trend, and those were the results that came out of that trend.

MR. HARPER:  Okay.  And I guess if we just quickly look at the GS 50 to 99 class, actually, the results were exactly the opposite.  We had a -- we incorporated in the update an actual number that was higher, but the trend ended up giving us a lower forecast.  So again, this was again intuitively just didn't strike me as coming out the right way.  But I guess what you're saying is when you use the monthly data as opposed to just the two data points I'm using here, you come up with these results?

MR. SEAL:  Again, we do use monthly values in our trend analysis.  So the monthly values, the added values, I suspect there is some volatility in those numbers.

So the particular values you are showing in here and the values we typically show for a spot year are the mid-year numbers, the June numbers, but if there is some kind of differences in the other months of that year, that would also be incorporated in a trend analysis which ultimately leads to the forecast update.

MR. HARPER:  Okay, I think that is the best we can do with here, thank you.  

Perhaps we could go to tab 2, which I think is really taken from Exhibit U, tab 3, Schedule 1, page 2 of your update.  And here at lines 19 to 22 you indicate that the updated load forecast model incorporated the latest information related to the actual IESO verified CDM results to the end of 2017.  Correct?

MR. SEAL:  Yes.

MR. HARPER:  Now, if we could turn to tab 3, which I think is the Appendix C from that exhibit.  I understand that this exhibit -- this appendix was meant to show the updated impacts of your 2006 to 2016 CDM programs as was used in preparing the updated load forecast.

MR. SEAL:  Yes, that's true.  Although as we noted in the interrogatory, I think U-VECC-80, this table, especially Table 1, we corrected as part of that interrogatory response.

MR. HARPER:  Yes.  I believe the correction is contained in your response to U-VECC-79B.

What I want to just clarify and make sure because there were a number of updates going on, that it was the updated values that you actually used when you were doing the updated load forecast and not these values here?  It was the corrected values, is what I should say.  It was the corrected values that you used in making your load forecast and not the values that you submitted with the update.

MR. SEAL:  Yes.  It was a corrected value.

MR. HARPER:  Okay.  I just -- there were a number of updates coming on.  I just wanted to make sure that everything was aligned with the final numbers.  That's fine.

Could you turn to -- I guess it is 3-VECC-25D, which I believe is tab 5 of the exhibit -- of the compendium, excuse me.

Here in the response to part D you explain the differences between the verified CDM results as reported by the IESO and the CDM values that you use in your load forecast.

MR. SEAL:  On page 3 of that undertaking?

MR. HARPER:  Right.  On page 3.  Item D.

And one of the differences relates to persistence, and the fact that the IESO assumes a reduction in the persistent savings from CDM programs over time, as the savings are only assumed to last for the life of the measure implemented, whereas you assumed at the end of that life a similar technology is used and the savings persist forever.

Am I understanding the differences in approach correctly?

MR. SEAL:  That is generally correct.  For our load forecasting purposes where we need or we want to forecast the expected load going through customers' meters, we do assume that savings and activities that customers have undertaken during CDM are likely to continue after the end of the program itself, whereas the IESO, for its own purposes, has a persistence drop off in their programs.

MR. HARPER:  Effectively, what you're assuming is if we look at the IESO reports, they produce annualized values.  You are basically assuming that that first year of annualized values continues on for the life of the forecast then, effectively.

MR. SEAL:  Essentially, that's correct, yes.

MR. HARPER:  Okay.  Now, could we turn to your response to U-VECC-79 B, which is at page 4.  I apologize for the jumping around a little bit here. It is at appendix A.

Would I be correct that table 1, which is the top table here, shows the annualized gross CDM savings for each of the years 2006 to 2016 as verified by the IESO, and they include the reduction in persisting savings?



MR. SEAL:  That's correct, yes.

MR. HARPER:  Would I be correct that if you go down that table a bit, table 3 there shows -- again shows these results from table 1, and then also shows the adjustment you made for persistence in each year to account for your difference in approach?

MR. SEAL:  That's correct.

MR. HARPER:  That would be in the second and third columns there?

MR. SEAL:  So table 3 of that exhibit is demonstrating the reconciliation between the CDM verified results and how it flows through into our load forecast.

MR. HARPER:  Right, okay.  Maybe we could turn to tab 6 in the VECC compendium, then.  Here this is a table again which I -- which we sent out earlier.  But I would like to basically describe what it shows and then see if you have any difficulty with the way I have transcribed the numbers.

At the top of the table is the first year annualized savings reported by the IESO, and it basically -- you can see for every year, the number is the same and essentially it is the first year annualized savings, and effectively I have summed those up at the bottom to show what is the total of the first year annualized savings for each of the calendar years going forward.

Do you have any problem with that part of the table?

MR. SEAL:  I did note one small typo.

MR. HARPER:  I'm not surprised, given my eyesight these days.

MR. SEAL:  Mine, too.  In years 2013-2015 for the 2012 programs, there was a transposition of a value of 148470, but it was transposed in 13, 14, 15 to 148047.

MR. HARPER:  Right.  I did the first year, but I caught the first year and forgot to extend the cell.  Thank you very much.

MR. SEAL:  But other than that, so I understand what you were doing with this particular part of this exhibit, and I understand what you were doing with the rest of the exhibit.

The one comment I would have is that extending the programs equally throughout the entire period doesn't account for specific DRC -- sorry, demand response programs that wouldn't necessarily have a correspondence in every year of the program.

Demand response programs typically happen in a year, and those programs end and don't necessarily continue each and every year after that.

MR. HARPER:  Do those demand response programs have -- I know they're primarily focussed on kilowatts, i.e. peak demand.  In the IESO reports, do the demand response programs also have a kilowatt effect, which we're trying to capture here?

MR. SEAL:  You're right, they mostly have a demand impact, but they do have a kilowatt hour impact.

MR. HARPER:  Maybe to cut to the chase, as you and Mr. Millar were talking about yesterday, I was trying to hear in the first three rows, the table calculate the loss of persistence that seemed to be implicit in the IESO numbers, and then compare that with the loss of persistence values you were using, and I wasn't getting the same numbers.

I think perhaps your explanation there has just explained to me why.

MR. SEAL:  I think that is the explanation for why they're different.  As I said, when I reviewed this table to explain the difference between the two, that, I think, is your explanation.

MR. HARPER:  Thank you.  That's fine.  I was trying to make sure all of these numbers reconcile at the end of the day.  Okay, great.

So if we could turn to tab 7.  In your response to VECC 78A, you indicate that the values in the CDM plan originally filed with the April update were incorrect, and that a corrected version was provided with a response to this particular interrogatory.

I think that -- correct?

MR. SEAL:  That's correct.

MR. HARPER:  Now, when looking at the plan that was Submitted -- and it was a rather detailed sheet, so I didn't try copying because I wasn't too sure if it would be legible after I copied it.

In looking at the plan submitted with this VECC 78, I didn't see a date on it, in terms of what was the date of that plan in terms of when you prepared it, what was the date when IESO had actually sort of approved it.  I was wondering if you could tell us when that was.

MR. SEAL:  I am not sure I can tell you the exact date of --


MR. HARPER:  Within a month would probably be useful for me.

MR. SEAL:  It was the latest approved plan we had with the IESO, which I believe was -- we received the data, I believe, back from the IESO in May.  It the most recent updated plan from the IESO; this year, definitely this year.

MR. HARPER:  Right.  And you talked about how the forecast includes unverified CDM results for 2018 is what you have incorporated in the updated -- in your updated load forecast, correct?

MR. SEAL:  That's correct.  When we put the forecast together, we still didn't have the verified 2018 values.

MR. HARPER:  It sounds like you probably won't.

MR. SEAL:  I don't believe we will, that's correct.

MR. HARPER:  Okay.  What I was trying to understand was were these unverified results for 2018 available to you and used and incorporated in this most recent CDM plan that the IESO prepared?

MR. SEAL:  Yes, they were.

MR. HARPER:  Okay, fine.  Because the numbers were the same and I was wondering whether that was because they were available to you, or just a coincidence after the fact.  But they were true at the time, okay, fine.

We just talked about -- I guess we just finished talking about the fact that the plan that you filed with the update was subsequently corrected.  You filed the corrected plan in response to one of the VECC interrogatories, the IESO CDM plan.

MR. SEAL:  Sorry, that's correct.  And I apologize for -- I know we had a number of those tables and schedules that had a lot of numbers on them that were updated and corrected.  I apologize for that.

MR. HARPER:  Again, I just wanted to confirm that in the actual load forecast that you have filed with the update, that incorporated the correct version of the CDM plan from the IESO?

MR. SEAL:  That's correct.

MR. HARPER:  I again wanted to make sure it was all hanging together.

MR. SEAL:  Just to clarify, when I say correct, the plan that was approved by the IESO prior to Bill C-87 or 87.

MR. HARPER:  Yes, yes.  I know things are changing quickly.  Okay, that's great.

Maybe that leads us into my last thing, which is yesterday you were talking with Mr. Millar about the Minister's March 2019 Directive revoking the Conservation First framework.

And you indicated that eliminating the programs that you understood were being dropped had a minimal impact on your 2020 load forecast.

For reference purposes, I just included that part of the transcript at tab 8 of the compendium, but I am not too sure if we need to refer to it, because I think you were saying there was going to be a minimal impact for 2020.

MR. SEAL:  That's correct.  Our assessment, based on that announcement and what programs would be ending high level, was that the impact on our load forecast was minimal in the test year.

I do note that I perhaps did mis-speak myself with respect to the demand based billing units. I'd mentioned 0.4 percent.  Our actual assessment is less than 0.1 percent for the demand-based programs, and less than .2 percent for the kilowatt-hour based programs.

MR. HARPER:  Again could you turn to tab 9 in the VECC compendium?  Here I have included a copy of the material from the IESO website posted earlier this month regarding the CDM programs that would be continued under the new framework that's been established for CDM.

Given the date on this document, I just wanted to check and see if your high-level assessment of the impact of the new CDM framework assumed continuation of just the programs set out here as per the IESO's most recent update.  Because I know it seemed to me when you were talking yesterday, you were trying to sort of make some estimation as to what you thought might be the impact of it, where it sounded to me you might not be too sure.

I just wanted to know whether your update, whether your high level assessment basically only included the programs that IESO has now indicated it will be continuing to fund for 2019 and 2020.

MR. SEAL:  To the best of my recollection, between the initial announcement and when they did announce the programs that would be ending and the ones that they have announced in this particular program, there is no difference between those two.

So it is -- I believe it is the latest --


MR. HARPER:  Maybe I can just leave it with you, and if for some reason it isn't, you can get back to us and let us know, that would be great.

MR. SEAL:  I can do that.

MR. HARPER:  Okay, thank you.

MR. MILLAR:  That's an undertaking, I take it?  Or is it not?

MR. HARPER:  No.  Well, I don't know if I necessarily -- well, yeah, okay, why don't we make it an undertaking.

MR. MILLAR:  We will mark it as J7.1.
UNDERTAKING NO. J7.1:  TO CONFIRM WHETHER THESL'S CDM ASSESSMENT ONLY INCLUDED PROGRAMS IESO HAS NOW INDICATED IT WILL BE CONTINUING TO FUND FOR 2019 AND 2020


MR. HARPER:  Could you turn to tab 10 of the VECC compendium.  If we go -- this is the response -- this is Exhibit U, tab 3, Schedule 1, Appendix D.  And if we go to the very last page in Table 15.  This is basically, if I understand it correctly, the gross annual CDM savings that you have incorporated in your updated load forecast.

MR. SEAL:  That's correct.

MR. HARPER:  For those particular years.

MR. SEAL:  That is correct, yes.

MR. HARPER:  Would that be correct?  Okay.  If we look at the table we see that the assumptions basically for 21, 22, 23, and 24 really, you know, for want of better information you just assumed a continuation of what was your best estimate as to what was going to happen in 2020; is that correct?

MR. SEAL:  That's correct.  In terms of incremental CDM savings, yes.

MR. HARPER:  Right.  In terms of incremental CDM that would take place in each of those years.

Now, would you agree that if we were to revise those numbers to reflect the update then with each successive year's load forecast the impact of the change would basically accumulate because you would have more and more years with the lower CDM values included in it, to the point where out to 2024 the impact might be eight to nine times what was the impact in 2020?

MR. SEAL:  I think I can agree with you, yes, that if we were to exclude the programs that have been announced to be ending, that the CDM savings in those extra years would be reduced, agreed with you.

The degree to which they would be reduced, again, I believe it would be an immaterial amount within our models, within our load forecast overall.

Our load forecasts are point-in-time forecasts that have variability around them, recognized variability.  And I believe that an adjustment of the nature for the CDM savings would be well within the model error and, therefore, would be an immaterial amount, essentially.

MR. HARPER:  But in your high-level assessment you just looked at 2020.  You didn't look at what --


MR. SEAL:  That was our main look, yes.

MR. HARPER:  -- what might be the 2024.

MR. SEAL:  That was our main look, yes.

MR. HARPER:  Okay.  You would agree it would be higher, but in your view it would still be within the range of error of the forecast, is that what you're saying?

MR. SEAL:  That's correct.

MR. HARPER:  Fine.  Those are all of my questions.  Thank you very much, panel.

MR. GARNER:  Thank you.
Cross-Examination by Mr. Garner:

MR. GARNER:  Panel, I would like to continue a bit differently than where we left off yesterday.

Mr. Lyle, I would like to talk with you a little bit about the customer engagement.  And you will see that we have a compendium, and I have extracted pieces of your engagement.  But first just for my edification and perhaps for the Panel's to give us a sense.  I am trying to recall -- for the residential is where my mind is mostly -- for the residential customers your exercise was at least two-fold.

One was a broad survey, a telephone survey, and then the second was a working group or a focus group type of exercise where people looked at literature and then gave you responses.  Is that correct?

MR. LYLE:  Not exactly.  So there were two phases to the engagement.  One that happened in 2017 and one in 2018 -- actually, it started in 2016.  So the first phase was looking at what the needs and outcomes were that customers wanted Toronto Hydro to focus on.  That started with more exploratory focus groups, where there was just one short two-page stimulus on an overview what Toronto Hydro was and really went through what their experiences were and how they knew whether Toronto Hydro was meeting their needs or not as a way of developing outcomes.  That then led to a short survey.

MR. GARNER:  Can you just explain the first step with the small focus group?  Can you give -- a focus group, you invited 12 people off the street to sit in a building?  Is that basically the idea?

MR. LYLE:  So in all -- the focus group did involve random sampling, so we went to different areas of the city and we recruited people that represented the different levels of usage, because all we know is rate class level of usage and where people live.  So those are the known characteristics.

So we would recruit people that were broadly representative of the customer database and then had a discussion with them.

MR. GARNER:  Did you give those people information to give them background?  Is that what you did with those --


MR. LYLE:  Only very basic information, because our interest there was their experience as customers on a day-to-day basis and what success looked like, in terms of meeting their needs.

MR. GARNER:  Now I understand.  So the next step
was --


MR. LYLE:  The next step was then looking at specific choices, right.  So on the mandate of making sure that customer views were considered in developing the business plan, Toronto Hydro had used the first step to provide a general frame of the things that mattered, then they came down to specific choices that they had to finalize in the plan.

And so those choices were shared in two ways.  The first was an online workbook and then the second was a random telephone survey.

So the online workbook isn't a representative sample.  It is whoever chose to participate.  But by using both e-mails and social media we were able to get a lot more people this time, 10,000.

So there is a big number.  It is just not representative.  We can't generalize from it.  Then we had a telephone survey we can generalize from.

MR. GARNER:  Let me just say it back to you.  You have a small focus group that helps you create the larger product in two parts.  One part is a random survey telephone.  The other part is this workbook that we're talking about.

MR. LYLE:  With one step missing.

So the random focus groups were used to generate ideas that we then put on the regularly scheduled customer satisfaction survey to identify the priorities that mattered.  That was turned into what we called a place mat that was widely distributed to planners within Toronto Hydro so they could all see what the priorities were that customers had as they worked on the plan.

Then the second step was as you described.

MR. GARNER:  Okay, thank you, Mr. Lyle.

And I was curious -- at one point the workbook I saw the figure of 10,000 people completed this workbook which is online.

MR. LYLE:  Right.

MR. GARNER:  So I have a spouse who is an academic who would say 10,000 people did your workbook?  How did you get them to do that?  So how did you get 10,000 people to go through a workbook and do that?

MR. LYLE:  Well, the main thing that really worked was the e-mail invite, right?  Because more and more people are giving utilities their e-mails for billing purposes we can go directly to them.

And the pitch is pretty straightforward.  Toronto Hydro is making decisions about the service you receive and the price you pay.  Would you like a say?  And 10,000 people said, darn right I would like a say, and went all the way to the end.

MR. GARNER:  Okay.  And so was --


MR. LYLE:  [Speaking over each other] that completed that there were even more that started.

MR. GARNER:  Was there any inducement for that?

MR. LYLE:  For the workbook, no.  For the telephone survey there was a $10 incentive.

MR. GARNER:  Okay, thank you.  Now, if you go to the compendium I have where I have extracted this in tab 11 and we look at the -- this is the random -- I took this out, the one that says "dealing with complicated projects".  It is at page 43 of the PDF, and it's got the paper insulated lead cover cable and it has got a pipe there.

MR. LYLE:  Right.

MR. GARNER:  This document I am looking at and what we just talked about, where does this arise in that exercise, this document?

MR. LYLE:  So this is coming out of the online workbook.  It is page 23 of the workbook.

MR. GARNER:  So my question is, where did you get the pictures for this?

MR. LYLE:  From Toronto Hydro.

MR. GARNER:  And were they -- did Toronto Hydro give you a representative sample or they just gave you some pictures and said take a look at this.  This looks bad.  Put it into your survey.

MR. LYLE:  People want to see what the issue is.

MR. GARNER:  But is it -- that's what I'm saying.  For instance, Toronto Hydro in my area has replaced a lot of telephone poles.

MR. LYLE:  Right.

MR. GARNER:  But the old ones look perfectly good for me.  I'm certain there was a reason, I'm not suggesting there wasn't, but to the layman's eye I would have said, gee, that pole looked fine to me yesterday.  It looks fine to me today.  It's just a different pole, right?  And so I would suspect that not every insulated pipe and things they pull up and do -- have such terror -- look terror in their pictures, so they gave you pictures that seemed to me to make the case, so to speak.  You didn't ask them for a representative sample of what this looks like?

MR. LYLE:  No.  No.  We were just looking for illustrative, right, what are the sort of things they were --


MR. GARNER:  Okay.  Let's go to the next page.  This one is the back lot issue.

MR. LYLE:  Yes.

MR. GARNER:  So in the back lot issue, what I am curious about is the program, as I understand it, what Toronto Hydro was proposing is basically take rear back lot and put underground front.

Now, arguably you could replace back lot with new back lot, like for like, right?  And arguably, you could put something in the front -- we haven't explored that, if the city would allow it, et cetera.  But arguably, let's say you could put that in.

And are you aware that burying cable versus over ground is a highly expensive alternative to the above-ground plan?

MR. LYLE:  Yes.

MR. GARNER:  So does the customer get that when they're reading your workbook, that first of all that there are potential options that are less expensive than the option being proposed?

MR. LYLE:  Well, the design issues were dealt with in other consultations that Toronto Hydro has done.

MR. GARNER:  That may be.  I am asking for the workbook.  Does the customer get the information to answer the question that they can say, oh, I see.  There's alternatives, and I would prefer alternative 2; it is cheaper.

MR. LYLE:  Well, again, the design had been dealt with separately.  The question was -- this was a question of pacing, right, how quickly should they move in dealing with this issue.

MR. GARNER:  Right.  I'm saying they're answering a lot of questions, and one of them is about plan and, as I understand it, one of them is this, you know, part of the exercise of the capital program.

So you can correct me if I'm wrong, but what I am hearing from you is no, when they read this, they don't see an alternative option.  They're just give this information as this needs to be looked at.  They're not provided an option of saying there are alternatives for the utility.

MR. HIGGINS:  I can chime in on that.  Obviously, in working with Mr. Lyle as the professional expert on customer research, we of course had to bring the plan and the choices that we were making and the information about that into the engagement and the design of the engagement, and make choices ourselves about what we could actually, you know, feasibly engage on and what were actually genuine meaningful choices that we were making in the context of developing this plan.

I believe we filed an undertaking earlier last week, which was in response to -- I don't remember who asked the question, but any way, it is not important.  But it was outlining the design choices that we have explored historically around the rear lot to front lot conversion program.  And that undertaking points back to some evidence from the ICM application 0064.

We have also gone over, I think, that information again in terms of the business case for going front lot underground in our pre-filed evidence in the DSP, subject to check.

And so that was, you know, the various options of either leaving rear lot in the backyard and letting it fail and rebuilding it there, or rebuilding a front lot overhead.  Those have been explored from various angles, including economically and from various outcomes, as well as sort of from a community engagement perspective from when this program was first developed.

So that we felt was not really one of the genuine options we were exploring, and so we didn't put it to customers.

We only had so much time to engage customers, and so the focus of the workbook was largely on those pacing choices we were making. And the goal was to give customers a genuine sense of the risk-based pacing decisions that we were making in the renewal program in the lead up to the capital plan.

The options in the workbook and in the survey reflect actual pacing options that we explored --


MR. GARNER:  Mr. Higgins, I think we can argue later about whether you were providing real options to the customer.  That's a matter of argument.

If I can go to the next question I had, which was the next one on the next page is with the hardening, the weather hardening.

Did Toronto Hydro tell you that they were expending certain amounts of money to weather harden their system, and therefore, that should be in the workbook to explain to customers the costs of weather hardening?

That is what this one says.  I believe it's even, that's the term is used weather hardening.

MR. LYLE:  Right.

MR. GARNER:  So they said that's one of the costs that we have is weather hardening for our system and we should tell people that that is where some of money for the capital program is going and see if they think that is a good or bad idea.

MR. LYLE:  Well, it would be in the context -- I mean, we are familiar with the four buckets that you normally talk about, system access, system service, et cetera.

And typically the money that is dealt with here that helps deal with extreme weather would be typically system service spending.

But those buckets don't have any meaning to the average person in the street.  And so part of our job in this is to say okay, when you're talking about system service projects, can we tie them to real-world issues?  So they said, well, for instance, when we create loops so that we have the ability to go around an outage, when we do that sort of thing that helps us deal with weather hardening.  That is why we're doing it, to deal with an ice storm, for instance.

And so that's -- it also helps, for instance, for when you lose service from Hydro One.  Having more loops within the system that you don't need for day-to-day reliability creates more reliability for those major events.

MR. GARNER:  Right.  Thank you, Mr. Lyle.  The reason I ask -- and I'm not expecting you to be aware -- but I had a discussion with Hydro One, Mr. Taki in panel 1, who apparently had difficulty putting numbers to that thing.

So I was trying to figure out if you're telling customers it has numbers to it, then how does -- and they don't know there are numbers to it, how does that arise in your book.

MR. LYLE:  Right.

MS. ANDERSON:  Mr. Garner, you referred to Hydro One.

MR. GARNER:  Oh, did I?

MS. ANDERSON:  Mr. Taki is with Toronto Hydro.

MR. GARNER:  I pride myself in not doing that, but there you go, sorry.

The next question I have is really stepping back, and it is really, Mr. Lyle, I am looking for your -- let me actually go to the page where you do some summary stuff, and we can talk about it from that page.

If you go to tab 13, here is some of your results and I honestly can't tell you if these were for the residential or whatever.  But they're indicative results, it seems to me, and I want to talk to you about them.

In everything I see that you've done for the company on the customer sort of feelings about the utility, it seems clear that price is by far the thing they really focus on right away.  Is that correct?

MR. LYLE:  It depends how you ask the question.  If you give people a list of priorities and say how important are each of these priorities, safety and reliability are equally as important as price.

When you then say choose among these, they then say price.

When you stop someone on the street, the first thing that comes to mind for many people, but not all or even most people, is price.

MR. GARNER:  Right.  Thank you.  That just actually leads to where I was going, because I had the same thing.  So I was trying to think about the difference between the people's reaction which is price, because, you know, that is front and centre, and then these other things.

I put this to the panel of Toronto Hydro in panel 1 earlier, and reading through your material and other places in theirs, these are the things that came to me.  The first one, if you put aside price, and that is they talked about reliability.  I mean, they talk about reliability.

Depending on the customer class, they talk about power quality.  Now, I would take it residential class doesn't talk about power quality as much as, let's say, industrial or commercial classes do.  But they do talk about that.

And then this is where I put to Toronto Hydro that customers have an expectation that the utility will meet environmental regulatory legal requirements it has.  It understands it has requirements, and it has to meet those requirements and that.

And as you said, the other one is safety, both for the utility's people and for themselves.  They expect that to come.

Then the final one that I put was that they expect prompt service.  They make a call, they expect something to happen in a reasonable period of time.

In all of what you've done, would you say those are reasonable outcomes that you found, too?

MR. LYLE:  Yes.

MR. GARNER:  Not in any particular order maybe...


MR. LYLE:  No, but we have the same list.

MR. GARNER:  Okay, thank you.  Let me just take a look.  I think -- thank you, Mr. Lyle.  I think those are the questions I had on the customer engagement, so thank you very much for that.

I would like to move on to -- I gave Toronto Hydro, and I do apologize, only last night, a table where I basically added up the appendix 2AA, the most recent version.  And I was just trying to add it up for the 2015-2018 period, and I don't know if anybody on the panel has had time to look at that.

As with Mr. Harper, in my age, I am hoping my numbers have added up correctly, and I hope my Excel software isn't as old as I am and has added it up correctly.

So have you had a chance to look at that number?  All I have done is added up the actuals and plans between --


MS. ANDERSON:  Is that under tab 14?  Do we have it?

MR. GARNER:  I believe it is tab 14, yes.  I hope you have it.  If it hasn't made it to the printed copy...


MS. ANDERSON:  It is this appendix 2AA abridged?


MR. GARNER:  Yes.  Thank you.  First has anybody had a chance to look at the table and ask themselves if the math is correct?

MR. HIGGINS:  Taken a quick look at the table this morning, but I haven't had a chance to run the math.

MR. GARNER:  Subject to check, and nothing is really what I am going to speak is, I think is going to turn on these precise numbers, because I am really going to understanding something right now.

So if those numbers are correct, the difference between the plan and the actual is about 50.8 or is 50.8.  And then what I tried to do, and I am sure this is somewhere in the evidence, what I tried to do is I go to the next tab on the CRRRVA balance and I try and get that number out of column 2018, labelled column 2018, which is 21.9 negative.

And I try and say, why don't those numbers match?  And at first I go, well, there is a couple of reasons they couldn't match.  One is that there are a couple of adjustments you make in the CRRRVA, so of course they won't match because of those, and it could be because there's something about it being in-service and not in-service, that may be another reason they don't match.

But could you help me, should they match in principle and why don't they match?

[Witness panel confers]

MS. CHAN:  So in general, with respect to the CRRRVA, the variances, I guess, should converge over time, but as you had mentioned, there are differences due to timing.

You are looking at capital expenditures in one table and it being translated into capital-related revenue requirement in the CRRRVA variance.

MR. GARNER:  Right.  That was one reason I thought it might be because the table I am using is capital expenditures, not in-service.  Correct?

And I wonder, though, is it possible or is it in the evidence already, your projections that came out of the 2014-0116, your in-service projections vis-a-vis doing the same thing with what you put down in that case for in-service, to take away that portion of the error, is it possible to do that?  Or is it in the evidence already?  So I am just trying to track, what are the numbers I would have been tracking from 0116, let's say in-service at the time, that get me to exactly where you are?

And Ms. Chan, I think there is some other issues that we can talk about.  I believe there is some other issues you have raised in your evidence, but just in that particular way, is that possible to do?

MS. CHAN:  Just let me just check.

MR. GARNER:  Or is it already there?  I think take Appendix 2AA and make it to some other appendix that is showing your projections of in-service at the time and then your actuals, and we would then have that removed as a source of the difference.

[Witness panel confers]

MS. CHAN:  Sorry.  I just missed some of that just because I realized that the Table 3 that you are using for the CRRRVA is the original pre-filed evidence.

MR. GARNER:  Right.

MS. CHAN:  So we do have an updated table in Exhibit U, tab 9, Schedule 1.

MR. GARNER:  Sure.  We can bring that up.

MS. CHAN:  There still is a variance, but I just want to point --


MR. GARNER:  Right.

MS. CHAN:  -- out that that would be the more comparable table to, I believe, your appendix 2AA abridged, which is --


MR. GARNER:  Right.

MS. CHAN:  -- using the 2018 actuals for capital expenditures.

MR. GARNER:  Right.  So Ms. Chan, just so you know where I am going -- and that's very helpful, thank you.  What I am really trying to do is take what you would have said in 116 in-service and then take the updated table you're saying and be able to walk through how you get to the balance, because you do make a couple of adjustments in that -- you know, I am using the old table, but -- and I want to talk about those in a few minutes, but you make a few adjustments there, so, you know, you can do it.  I am trying to find the number and then, you know, follow it and walk all the way through it to 2018 so I can go from the beginning to the end.

If you could provide the in-service that is -- the in-service table that would associate with the CRRRVA table, I will call it, the updated one that that you got, that would be the starting point, right?

Because -- and I don't want to jump too quickly ahead, but you have raised another issue in your evidence about a $36.8 million variance due to money not spent because of depreciation rates.

Are you familiar with that?

MS. CHAN:  Yes, I am.

MR. GARNER:  Yes.  So that must factor in here somewhere, right?  Because that is -- also somehow makes an adjustment to the balance.  Is that correct?

MS. CHAN:  That would have already been incorporated into that variance, but that's --


MR. GARNER:  It is, but --


MS. CHAN:  -- it is already part of the CRRRVA balance.

MR. GARNER:  I'm sorry?

MS. CHAN:  It is part of the CRRRVA balance.

MR. GARNER:  I think I understand that part of it.

What I am trying to do is take 016, what happened there, and then show you overlaying that adjustment so I can then see that adjustment, and then we can talk about the other adjustments you make in your table.  You know what I mean?  Then I can see step by step how you got from 016 to what you've got for the 2018 year-end balance.

Then you can show me that adjustment also.  So I can say, okay, there's that adjustment that you are making for that happening, because that happened subsequent to the Board's decision, didn't it, the depreciation correction?

MS. CHAN:  Yes, that's correct.

MR. GARNER:  Right.  So I'm just -- am I being clear in what I am asking you to do?  And I don't think you can do it today.  I think as an undertaking, do you think you could do that?  Do you understand what I am asking you to do?

[Witness panel confers]

MS. CHAN:  Subject to check to ensure that we have all of the data points that you are looking for to do that reconciliation, we will attempt to do that undertaking.

MR. GARNER:  Thank you.  We can talk with your counsel if we have any sort of misunderstanding of what is trying to be achieved.

MR. MILLAR:  That's J7.2.
UNDERTAKING NO. J7.2:  TO MAKE BEST EFFORTS TO REVIEW THE DATA IN THE CRRRVA CALCULATION AND RECONCILE PLAN AND ACTUAL.

MS. ANDERSON:  Can I just ask, given we have Appendix 2AA here and it is cap ex, do we have the variances between in-service capital for each of those years?  Is that in a response somewhere?

MS. COBAN:  If I can assist.  We filed a summary of the in-service variances between what was in approved and base distribution rates and what's been put into service in each year in Exhibit U, tab 2, Schedule 1, Appendix A.

MS. ANDERSON:  Thank you.

MR. GARNER:  Thank you, Madam Chair.

Now, if I can go to the table itself, and we can use the updated one or the one I have in my appendix, because I am not really speaking per se to the numbers.  I want to understand the -- how the table is working.

The line that I was interested in to begin with is the -- it's the third or fourth one down that says, "RRR impact from the application of the stretch factor."

And it makes an adjustment to the account.  And -- well, maybe I will just ask you, why is that made?  Why is that adjustment made?

[Witness panel confers]

MR. SEAL:  So that adjustment is made to reflect the stretch factor that's part of our rate framework, our CPCI framework.

MR. GARNER:  I can see that.  What I am really trying to understand is what is the principle behind it?  What's the, you know -- you've got a stretch factor and on the face of it, it seems the stretch factor is something you have to live with.

So I am to trying to find what is the principle of including it?

[Witness panel confers]

MR. SEAL:  Sorry, Mr. Garner, could you repeat the question again?

MR. GARNER:  Yes.  I am looking for the principle for why it would be included.  I'd like the understanding of why do you include the stretch factor the Board has given you on the CRRRVA.

MR. SEAL:  So looking at the table in totality, I think you can follow the flow and as indicated, the revenue requirement impact from the application of the stretch factor is reduced from the rate order to get you to what the capital related revenue requirement approved in rates.

So that is what was approved in rates, and that is why that adjustment is made.

MR. GARNER:  Mr. Seal, honestly this is one where I had to keep going back and forth in my head about how it is actually working for people.

Does including the stretch factor -- it would do this, wouldn't it?  If you have -- I am going to just use abstract numbers.  You have a capital program of 500 million and then you subtract the stretch factor, and let's say it leaves you with 450 million, that's then your number.

Then let's say your capital program is 450 million, then you don't owe customers anything.  So it seems to me that it works to the detriment of customers, so to speak, including it.

Does it work that way?  Or have I got it backwards?  I am trying to figure out in my head.  And I am not saying it shouldn't be there in this case.  I'm just saying it reduces what customers normally get back if it were in its absence.  Maybe that's a better way to say it.

Is that correct?  This reduces what the customer would get back?  Or is it the opposite, the customer is getting more back for -- in its exclusion?

[Witness panel confers]

MR. SEAL:  Again, the inclusion of the stretch factor is to bring to the funded level what was funded by our rate, or by the Board approved rates.  It does reduce the amount of capital-related revenue requirement funded to the funded level is what it does.

MR. GARNER:  Okay.  Just so I am clear -- again I am not casting aspersions on whether it is a good or bad thing right now.  I am just trying to figure out the math of it all.  If it weren't there, there would be a greater return to the customer.  Is that not correct?  If that adjustment weren't made, customers would get more than they would if it were included.

That seems to be a matter of math, and I am just trying to confirm I've got my math right.

[Witness panel confers]

MS. CHAN:  Just to clarify, the definition around the CRRRVA account is meant to compare the variance between what is funded in rates and embedded in rates and what is actually being put in-service.

So that's what we're trying to reflect in this table.

MR. GARNER:  I don't think I have been arguing with that.  I have been just try I go to get the math.  But I can move on.  I think we can all work out the math later.

Can I go back up to the table, appendix 2AA abridged?  I think we're getting toward the end of my cross-examination here.

One thing that struck me about the CRRRVA and what it does as an exercise in your rate plan, if you notice the variances that occur in your past four years, 2015-2018 plan, there is a large variance that occurs in the system access.

As I understand that, that's because system access is something that you respond to, people need to be connected.  It is largely like that, and there is capital contributions.  It has an inherently variable component to it.  Do you see it that way?

I guess compared to the other three categories system access is the most difficult to understand where it is going to go, because you are reliant on customers basically to determine what they need and when they need it.  Would that be correct about that variance?

MR. HIGGINS:  I seem to recall this was a point of discussion on panel 1 as well. It is probably better answered by them.

MR. GARNER:  So we can take, though, we see a lot of variance in that, and I guess we can -- if that is the case, then, why wouldn't it be a good thing or a better thing, or a refinement to your plan, to extract out of the CRRRVA that category?  If I am correct in the assumption that it is inherently variable and inherently because it is about customers and contributions difficult to deal with it.

Why wouldn't I say take that out of the CRRRVA and only include the other three accounts to do that?  Why would that be a bad idea is what I am asking.

MS. COBAN:  I guess the struggle I have with your question, Mr. Garner, is that this panel is here to speak to the framework, but your question really goes to the execution of the capital plan as a whole.

So it is hard for them to be able to give you an operational and a system-based sort of consideration of why that would be or would not be appropriate, just from the framework perspective.

MR. GARNER:  Well, Ms. Coban, I don't want to argue with you.  But I think in fact I am asking a question exactly about the plan and how it should work.

You have -- part of your plan is something called the CRRRVA, which takes variances and then adjusts those variances along with your capital factor.

What I am saying is shouldn't maybe that CRRRVA -- or CRRRVA, whatever the acronym is -- maybe it would be better to exclude one of the accounts because of its variability.

I am asking the people who designed that plan to say, well, no, it is -- it's not a good idea, or it is a good idea, or we have never thought of it -- whatever it is.  I am not asking about the capital plan at all.

MS. KLEIN:  We certainly can't comment on the operational considerations, and there likely are operational considerations for a question of that nature.

But I wonder if I can just take a step back and talk about this account, and put it in context of the others.

The CRRRVA, which is the acronym for the capital revenue requirement related variance account, is of course one among several variance accounts.  There is also a variance account that deals with relocation of plant, which is what you might consider a more traditional deferral and variance account.

The capital related revenue requirement variance account, the purpose of that was to, as Ms. Chan mentioned, take the Board approved revenue requirement related to capital and to look at that in comparison to what the in-service capital on a revenue requirement basis was.  It is asymmetrical and it is designed to be a ratepayer protection mechanism, such that if at the end of the five years there is cumulative under-spend, that money is returned to ratepayers.  And if at the end of the five years there any cumulative overspend, that is something self-funded by the utility.

So when we looked at it, we looked all-in for capital revenue requirement.  And then there are those other accounts that deal with some of the more variable aspects.

I don't know if that helps clarify, but just in terms of the purpose and how it intersects with some of the other pieces.

MR. GARNER:  Yes, that's fine.  I think the answer to my question is have you given consideration to adjusting that account to remove that, the answer is, no, you haven't, because you are looking at it on a whole basis?

MS. KLEIN:  Correct.

MR. GARNER:  That is your answer.  That's fine, thank you.  Madam Chair, those are my questions, and I think our questions for VECC.  Thank you, panel.

MS. ANDERSON:  Thank you, Mr. Garner and Mr. Harper, and I think we move on to Mr. Stephenson.
Cross-Examination by Mr. Stephenson:

MR. STEPHENSON:  Good morning, Panel, and good morning, panel.  My name is Richard Stephenson.  I am counsel for the Power Workers' Union.

I wanted to follow up on something that was referred to this panel.  This is following up on an examination that Mr. Millar did with respect to panel 1, and it's about your corporate scorecard and one of the elements of the corporate scorecard which Mr. Millar was pursuing.  Specifically it related to Toronto Hydro's execution of its capital plan and the metric that Toronto Hydro uses to measure success or lack of success for scorecard purposes in relation to the capital plan.

The question which Mr. Millar asked was whether success was measured by the capital spend relative to forecast.  In other words, if you planned to spend $100 million and you did spend 100 million, is that considered to be success for the purposes of your scorecard?

MS. KLEIN:  So Mr. Stephenson, embedded in your question there is an assumption that that -- that the one capital metric that you noted, which is the cap ex metric, is the only capital success metric on the corporate scorecard.  In fact, there are four.  So it is one among.

MR. STEPHENSON:  I am asking -- yes, I appreciate that it was one among.  That was confirmed before.  I am asking you about that.  I mean, there may well be other ones, but I am asking about this one.

MS. KLEIN:  Yes.  So the capital metric itself is a measure of dollars.  And we use that because it is effectively the first-level measure that people use for their budgets.  Of course, the art and science of a corporate scorecard is you are trying to unite hundreds of employees in a similar direction to work for corporate outcomes.  And it is one of among the other four metrics that we use.  It itself is a measure of spend.  And what we do is we measure that against the plan.

But as I mentioned, it is among those four corporate scorecard measures that are for capital, and those together measure much more than dollars spent, but exactly what we have done with the dollars in terms of achieving outcomes, things like how frequently our customers are experiencing outages due to defective equipment, when they do, how long they're out for, how efficiently we're able to connect new customers.  So I would put it in that larger context.

MR. STEPHENSON:  And again, just focusing on this specific metric -- and feel free to expand your answer if you feel that is appropriate -- but let me give you this illustrative example.

If your capital plan in a year was that you were going to undertake ten projects and they each cost $10 million for a total of $100 million, and then looking -- you actually undertook work in the year and at the end of the year you only actually did nine projects.  The tenth project you never got to at all.  But you had cost overruns on one or more of the nine projects that you did do and you wound up spending on those nine projects $100 million.

For the purposes of this metric, would that be considered to be fulfilment of the objective?

MS. KLEIN:  So again, this metric does measure the budget to actual at a spend level.  Again, it exists within those other three metrics at the corporate level.

And of course, the corporate scorecard is just one aspect of the company's approach to governance and performance management.

If you kind of visualize a pyramid, it is at the top of the pyramid and underneath it are multiple layers of metrics and governance.

So what we do on the capital side is we have additional items such as, we manage plan to actual capital projects.  We also look at in-service additions.  We track our year-ahead readiness by getting our designs ready for the following year's execution program.  So again, it is at the detailed level.  We look at the health of our assets.  We look at worst performing feeders and key accounts and so on.

So within that there are checks and balances around working the specific plan, as far as the details and the granular pieces underneath it.

MR. STEPHENSON:  I appreciate that explanation.  But coming back to my hypothetical, is the answer yes?

MS. KLEIN:  I think I said yes, yes.  It manages -- it looks at budget to actual at the level of cap ex dollars.

MR. STEPHENSON:  Okay.  I want to turn to the customer consultation for a moment.  And if you -- in the evidence, you need it, of course, this is at Exhibit 1B, tab 3, Schedule 1, Appendix A is the consultation.  But just generally, is it fair to say that the object of this exercise was to get customers' input into the trade-offs that are implicit -- or for that matter explicit -- in any plan, the trade-offs between rate impact and the other objectives that you've discussed with some of the previous questioners?

MR. LYLE:  There's three.  That is one.  So the first objective is to understand the needs, is there a gap between expectations and delivery?  The second is to understand the outcomes that are priorities for customers.  And then the third is exactly as you say, to look at the trade-offs between outcomes when it comes to specific choices that have to be made in the business plan.

MR. STEPHENSON:  So I wonder if I could get you just for a moment to turn to page 15 of Appendix A of the engagement report.  This is a heading called "planning principles and rate impacts".

And in this section there's in italics -- there is a quote which, as I understand from the text, was a preamble to the telephone survey.  Have I got that right?

MR. LYLE:  Yes.

MR. STEPHENSON:  Okay.  And this is in relation to -- there's some numbers embedded in this quote, and I think it is specifically in reference to the residential class, but there is a reference to the proposed plan having an average 3.4 percent increase.  Do you see that?  And a $49 monthly bill impact for a typical residential customer.  I've got that right?

MR. LYLE:  The bill would increase to 49.  So the impact of decisions is less than 49.  But the total cost of distribution at the end of the plan would be 49.

MR. STEPHENSON:  Can you just say that last sentence again, sorry, I --


MR. LYLE:  The line in the quote is the distribution charges on the monthly bill would increase to 49.

MR. STEPHENSON:  I see.

MR. LYLE:  So the total cost of distribution at the end of the plan would be $49 a month.  But the incremental impact is less than that.

MR. STEPHENSON:  Okay, fair enough, yes.  And I am assuming you got those numbers from Toronto Hydro?

MR. LYLE:  Yes.

MR. STEPHENSON:  Okay.  Are you familiar with the concept of rate riders, as distinct from base rate changes?

MR. LYLE:  I am familiar with it, but I think Matthew is probably better positioned to answer any questions about rate riders.

MR. STEPHENSON:  Okay.  We know now from the actual plan that has been filed that once you take into account the effect of rate riders, the actual rate impact of your proposed plan goes down from roughly three-and-a-half percent to about 1.1 percent.  Correct?

MR. HIGGINS:  That's correct, yes.

MR. STEPHENSON:  Okay.  In your customer consultation, I am assuming -- I didn't see it, but I am assuming that there was no discussion of rate riders.  Is that correct?

MR. HIGGINS:  That's correct, yes.

MR. STEPHENSON:  And is it fair to say that a person receiving the information that is reflected on this page would understand that if the plan that was being discussed here was in fact implemented and in fact approved, they would be experiencing these kinds of changes on their bill, namely the 3.4 percent?  That is what they would understand?

MR. HIGGINS:  That's how we presented it, yes.

MR. STEPHENSON:  Okay.  And there was no asterisk anywhere saying, oh, and by the way, there are these things called rate riders, and the actual bill that you get will be affected up or down by those rate riders?

MR. HIGGINS:  No.  And I think at the time -- I am thinking back.  I think it was Ms. Cipolla who spoke a little bit about where we were at the time of developing these customer engagement materials relative to the '15 to 2019 plan.

We were -- we would have started working on this just as the calendar year was starting in 2018.  So there was still a couple of years of the plan in flight.

And directionally, yes, it would have been expected the bill impact might be something lower than the base rate impact.  But there was still quite a bit of potential variability in those riders.

And we felt if we had to make a choice about giving customers, you know, something firm at that point in time that we had, we erred on the side of being conservative and gave them that base rate impact.

MR. STEPHENSON:  I am not criticizing you for not talking about riders.

What I am criticizing you for is about the value of the input you received relative to what you actually did.

I mean, the input you took back, the message you received, as I understand it, from this customer engagement was that your customers accepted -- I don't know if approved is the right word, but accepted that a 3.4 percent rate increase was a reasonable thing to do in exchange for the other things that Toronto Hydro had to do to manage its system.

That's the takeaway from your customer engagement, isn't it?

MR. HIGGINS:  Yes.  Majorities of all the customer classes said that we should stick with the proposed plan or do more at the end of that consultation, yes.

MR. STEPHENSON:  But that is not what you are doing.  You are not giving your customers -- I am going to use the residential here as a proxy for everybody.  You're not giving your customers a 3.4 percent increase; you're giving them a 1.1 percent increase, right?

MR. HIGGINS:  The price after the application of the riders, yes, is something less than 1.1 percent.

MR. STEPHENSON:  If you had asked -- I mean directionally, your customers want better service and they want better reliability, and they know that stuff costs money.  Aren't your customers telling you that we're prepared to have you spend money, whatever money it takes to give us those things, so long as you done give us more than a 3.4 percent rate increase.

MR. HIGGINS:  I think what we took away from the balance of the customer engagement that we did, including the phase 1 customer engagement, was that customers, I will use that word again, were looking for us to take a balanced approach in planning.

I wouldn't necessarily say that we had overwhelming support in the second phase to sort of loosen the purse strings and spend more on achieving actual service level improvements.  There was some support for that.  There was some support for that, especially for certain types of programs.

But ultimately at the end of the day, taking the balance of all the feedback we got, including the emphasis on balancing price and reliability in phase 1, we remained generally with the plan that we took into the -- that we took into the phase 2 customer engagement, with some tweaks.

MR. STEPHENSON:  But the simple reality is that you are coming to the Board with a plan that you did not seek any customer consultation on.  Isn't that right?

You never put an option to them which said we're going to do this, and we're going to do that, and we're going to do the other thing, and it's going to cost you a 1.1 percent average rate increase.  You never put that option to them?

MR. HIGGINS:  So to be clear, the phase 2 customer engagement was entirely based on the penultimate plan, and we've outlined the various tweaks we made to the plan after the phase 2 customer engagement, which were largely grounded in that engagement.

I agree that the bill impact was not presented with the rate riders.  It was presented on the basis of base rates, which ultimately are what fund the capital plan, you know, essentially.

MR. STEPHENSON:  It is what funds the capital plan; I understand that.  But it is not what customers pay, and that is what the consultation was all about.

MR. HIGGINS:  I would go back to my previous answer about where we were with respect to those riders still moving up and down, and the information we could rely on at the time.

MR. STEPHENSON:  All right.  Let me turn this around for one second.  Let's assume everything about this case and everything about this consultation was exactly as it was, except I am going to change one variable.

And the one variable is that your rate riders, instead of them having basically a 2 percent reduction on the rate impact, went in the other direction.  And all things being equal, they would increase your base rates by 2 percent, okay.  You got the example?

Are you telling us that you would be comfortable coming to this Board with your customers facing a five and a half percent annual rate increase, and saying this plan is supported by the consultation we did with our customers.

MR. HIGGINS:  I'm hesitant to speculate on alternative scenarios.  I think you've got the facts and the story of how this ultimately was developed, and how it resulted in the business plan and decisions we made.

MR. STEPHENSON:  I mean, let's not play around here.  I mean the answer is no, you would not be comfortable.  I mean, it's blindingly obvious; isn't that right?

[Witness panel confers]

MR. HIGGINS:  I think I already answered the question.

MR. STEPHENSON:  All right.  Well, it's blindingly obvious to everybody else in the room, so let me then carry on this way.

If I am right -- and you don't have to agree with me
-- if I am right that you would never do that, why should the Board take any more comfort from the mirror image case that we have here?  Why is it any different that there is a 2 percent reduction versus a 2 percent increase?  You would agree with me it doesn't matter which way the riders go.  Either it undermines the validity of the consultation or it doesn't.

MR. HIGGINS:  We don't believe it undermines the validity of the consultation for the reasons I've explained.  I also mentioned that directionally the assumption was that there would be -- the rate riders would have an effect on lowering the rates, but we did not know the magnitude, and ultimately it is the base rates that fund the capital plan, and in the interests of being conservative in a consultation where customers indicated upfront that they were price-sensitive and looking for a balanced approach, we chose to go forward with the base rates.

MR. STEPHENSON:  I am going to leave it there.  Thank you very much.

MS. ANDERSON:  Thank you, Mr. Stephenson.

Mr. Brett, you weren't scheduled to go until after the break.  Would you have maybe ten minutes, 15 minutes that you could start with?

MR. BRETT:  I could start, sure.

MS. ANDERSON:  You just need your microphone, Mr. Brett.
Cross-Examination by Mr. Brett:

MR. BRETT:  Yes.  I would like to start with a few questions on the consultation.  And I would ask you to start with -- and this is probably for you, Ms. Klein, but it is your evidence.  It is Exhibit 1B, tab 1, Schedule 1, which is page 8.  That is your executive summary, business plan overview.  Right at the start of your evidence.  This is your grand design here.  I want to read you a sentence at the bottom of page 8, which is just below a picture.  Let me make sure it is page 8.

Actually, it is -- it is the bottom of -- yes, the bottom of page 8.  Talking about the engagement.  You say:

"A majority of customers in all customer rate classes" -- I want to emphasize that -- "all customer rate classes supported the plan or an accelerated version of it, including the associated price increase."

Now, am I right in thinking that that statement is based on the results that you got from your expert consultants?  Correct?

MS. KLEIN:  Yes, Mr. Brett, and there is a footnote on that page, footnote 12, which discusses the specific results, a telephone survey results for the plan received 71 percent residential, 55 percent small business, and 73 percent mid-market customer support, the majority of key account customers interviewed, 25 out of 37 supported the utility's plan, and there is a reference to Exhibit 1B, tab 3, Schedule 1, Appendix A.

MR. BRETT:  Yes, I see that.

Is it based on anything else?  Is your statement based on anything other than the recommendation that you got or the information that you got from your consultant?

MS. KLEIN:  What it is based on is in the footnote and the references there.

MR. BRETT:  All right.  So the answer is no to my question?

MS. KLEIN:  Correct.

MR. BRETT:  Okay.  I would like -- I have a few questions, Mr. Lyle, for you, based on -- starting off at least based on your summary.  This is your Customer Engagement Report.  This is Exhibit 1B, tab 3, Schedule 1, Appendix A.

So this is before you get into the 470 pages of your report.  It is about a 25-page document.  I would like to ask you a few questions about statements in this document.

First of all, I would like you to turn up page 18.  Well, actually, before we -- before we start at page 18, I am going to go to 18 in a minute.  But if you could turn back to page 15.  I will use this to begin with, because I think Mr. -- our friend Mr. Stephenson in his examination of you, examination-in-chief, I think, I am not sure, asked you about.

Let me turn to page 15.  You see there "planning principles and rate impacts".  And I would like to read this into the record quickly and ask you about it.  It says here:

"Before exploring individual programs and their potential customer benefits and outcomes, customers were asked to respond to Toronto Hydro's general approach."

So it starts off:

"In a telephone survey customers received the preamble below, which had customized rate impacts based on rate class.  The following reflects the residential rate class preamble.  Based in part on the initial customer impact, Toronto Hydro has drafted a plan totalling approximately 4.3 billion over five years.  Toronto Hydro's proposed plan focuses on delivering current levels of reliability -- current levels of reliability, not improved reliability, anecdotally -- and customer service for most customers and targeted improvements for customers experiencing below-average service or who have special reliability needs, like hospitals.  This proposed plan translates into an average 3.4 percent increase in your distribution rates each year from '20 to '24.  The distribution charge on the monthly bill would increase to $49 by 2024 for a typical residential customer."

Now, if we turn to the answer, or your next section there:

"In the absence of a discussion of specific benefits, a plurality of participants felt this general approach was to be -- was the wrong approach."

If we look down at the numbers -- and this is very small, and so I will have to look at this here:

"Do you feel that this is definitely the right approach, probably the right approach, probably the wrong approach, or definitely the wrong approach to Toronto Hydro's planning for the next five years?"

And the results are, for residential, right approach, 37.  Wrong approach, 44 percent.  Don't know, 19 percent.  For small business -- this is from the telephone survey -- right approach, 28, wrong approach, 46, don't know, 26, and for the mid-market -- and the mid-market is between 50 kV and I think 999 kV -- again, right approach, 31 percent, wrong approach, 37 percent, don't know, 32 percent.

Now, this to me is -- is not -- this doesn't appear to be a ringing endorsement of Toronto Hydro's five-year plan.  It seems very clear that the majority of customers feel that it is the wrong approach, that the plan to spend 4.3 billion and delivering current levels of reliability, no increase of -- no general increase in reliability.  Specific increases for a relatively small slice of people.  And a rate -- a rate increase that is set out there.  They're saying it is the wrong approach.

How does that square -- and I am going to get into more detailed information on this later, but this is the general proposition that you put in the summary.

How does that square with statements that we've heard people make on this panel already, and we have seen in other places in the evidence, that, quote-unquote generally speaking customers support this plan, are happy with this plan, or a majority of customers at every rate class are supportive of this plan.  This runs completely counter to that.  Could you comment on that?

MR. LYLE:  This is before customers have a chance to look at the choices that are in the plan.

MR. BRETT:  So this was your phase I?

MR. LYLE:  No, no, this is the beginning of this conversation with them in phase 2.

MR. BRETT:  Sorry, let me just get this straight.  I want to make sure we're clear on the distinctions between phase I and phase 2.

MR. LYLE:  Sure.

MR. BRETT:  This is not part of your phase I.  It is the beginning of -- is this part one?  Is this phase I or phase 2?  Like, when was this done, I guess?

MR. LYLE:  Right.  This was done in the lead up to the provincial election in the spring of 2018.

MR. BRETT:  But in terms of your -- of the schematics of your project.

MR. LYLE:  Right.  This is the beginning of the workbook and telephone survey of phase 2.

MR. BRETT:  Okay.  So you had already done your phase I canvas and consultation --


MR. LYLE:  Right.  Phase I had been a year earlier.

MR. BRETT:  -- and so on and so forth to get there.  Okay.

MR. LYLE:  So the challenge of doing a public engagement is that if you stop people on the street and you say: What do you know about electricity?  The answer is very little, right.  They don't think about it very much, because for most people most days it works.  And all they care about is when they hit the switch, the light goes on.

Their most regular experience with the electricity system, other than turning the light switch on, which they don't actually think about, they just take for granted, is their bills, right.  That is the most frequent interaction they have with the distributor.

After that, then it comes to issues related to reliability usually, and those happen relatively occasionally.  And then all other experiences are well below that.

So when you are having a discussion with people and you want to get an informed point of view, you have to go through the issues for them to learn.

And so before you do that though, if you say to somebody, okay, I want to ask you about paper insulated lead cables.  You know, that's a very detailed issue.  And before people get into that, they need to have context.

And in fact, that is something the previous Board decisions have said.  When you are doing a consultation, you need to provide people with context.

The most important bit of context people tell us they want before they get into that, is they want to know what's the ballpark of the whole plan.  They want to know the overall cost ballpark of the whole plan.

MR. BRETT:  Right.

MR. LYLE:  So we need to introduce the costs to them before we get into the issues.  And so that in fact is what we've done.

Where it gets interesting, from my perspective as a researcher, is that we have some biases in how we look at things.  One of those things is confirmation bias.

And so one of the risks for Toronto Hydro in doing it this way, a risk we advised them to take because it was important for the public to feel that they were -- that the context they needed to make those decisions is that once they came to an initial judgment of the plan, their natural tendency is to look at everything to confirm their initial judgment.

So one of the things that is really interesting about how the public reacts to this is they start off with a plurality saying it doesn't seem like the right approach. But once they go through the decisions and we then ask at the end, now that we have talked about this, number one do you want to reconsider the individual project choices you made earlier?

Then number two, given that, what you do you think of the overall plan?

We now have a situation in which people have looked at these individual choices, reconsidered and given the total impact that their choices are on the plan, then they come to an informed decision.

When they make that informed decision, despite the confirmatory bias that would lead you to think that they might end up opposed, they end up supporting it.

MR. BRETT:  Well, you are really, I think, saying to me that you get different answers to these questions at different times during your survey, but...


MR. LYLE:  As people learn.

MR. BRETT:  I am going to get into some of these more detailed questions, I guess, after the break.  But that is probably a good start, a good opener.

MS. ANDERSON:  Okay.  Let's take a 20-minute break.  Thank you.
--- Recess taken at 11:05 a.m.
--- On resuming at 11:34 a.m.

MS. ANDERSON:  Please be seated.

Mr. Brett, you can continue, please.

MR. BRETT:  Thank you.  Mr. Lyle, could you turn up page 18 of your summary report, please.  And on page 18, you are giving some results from the online feedback portal, top of the page, and for both residential and small business customers.

You ask -- you divided it into three -- the responses into three categories, people who are saying they would be happy with an improved service, even if it meant paying a bit more money, people that say stick with the proposed plan at the cited annual increase, and then "scale back", because they didn't want the price increase that came with the plan.

And you have these little bullets, these little circles, showing 63 percent and 52 percent.  And you -- these are to note, as I understand it, the 63 percent is the combination of people that will say that they would support either the existing plan or an acceleration of the existing plan.

But at the same time, you don't have any highlight or reference to the fact that 58 percent -- in other words, adding up -- I am talking about the residential first -- adding up the 37 and the 21, and 58 percent of the people surveyed said they either would accept the plan or the plan was too rich for them.

Why is it that you have highlighted only the one direction, the one that is favourable to your client?

MR. LYLE:  Well, it is not so much it is favourable to the client.  Our job was to provide information to the planners.

MR. BRETT:  Sorry?

MR. LYLE:  Our job was to provide information to the planners, in terms of decisions they were making on the business plan.

MR. BRETT:  Right.

MR. LYLE:  So the question that they had was, did we get the balance right?  They had this first phase which told them people equally valued price, safety, and reliability, but that given a choice price came number one.

MR. BRETT:  Just as an aside on that, I think we all understand, in the room, it's been admitted by you and by others on the panel, that price is the primary concern.

MR. LYLE:  Well, that's actually not what I just told you.

MR. BRETT:  You told me this in the technical conference.

MR. LYLE:  Right.  But what I also told you, and I will say it again, is that we asked it two ways.  First, we said how important are each of these items for you, and all three of price, reliability, and safety were seen to be important.

MR. BRETT:  Then I asked you, if I were to say to you that price, reliability, and safety are all important but the most important of those is price, and you replied yes to me in the technical conference.  Do you recall that exchange?  If you don't, I will refer you to it.

MR. LYLE:  No, no, fair enough, but I think the full answer to that is that is the priority of the largest number of people.

MR. BRETT:  But price is -- you responded positively to Mr. Garner a few minutes ago that price was the primary concern --


MR. LYLE:  Of the -- of the largest number of people.

MR. BRETT:  That's right.

MR. LYLE:  Right.  But you can take that too far.  Right?  If you're saying that price dominates the others, that isn't correct.  Right?  And the whole thing here is a balance, right?  There is trade-offs, and so the question here is:  Did Toronto Hydro make the right set of trade-offs?  Did they end up at a balanced point that was supported by their customers?  That was the question.

MR. BRETT:  My question to you is, why didn't you show a balanced -- why didn't you have a balanced representation of these results?

You are only showing -- and as I go through this, you will see in some cases the numbers are more extreme.  But you are simply showing the one side of the occasion.  You are not showing the other side, which is, for the most part, very large numbers of customers either said we'll support the plan or the plan is too rich.

MR. LYLE:  Well, I guess the -- so number one, all of the information is there, in -- both in summary and in gory detail, and the people that we serve at Toronto Hydro on the business planning side are all accountants and engineers and very numerate.

So when they look at these numbers, these numbers all make sense to them.  The question, though, that we had was, did Toronto find the right balance?  Or did they need to go back to the drawing board and rescale?  It could have gone either way, right?  They could have been seen as being too low or they could have been see as being too high.

What we're showing with the 63, for instance, on the online portal of residential is that 63 percent of the public think that the plan either support the current level of the plan or would do even more.

And so from the perspective of, did we get it wrong, because again, the concern was that the largest number of people were concerned about price.  Was this too expensive?  Did they need to scale it back?

The answer that the 63 is making is, no, when it comes to the overall cost of the plan it is not too much in the eyes of the consumers when they look at the choices that are on the edge.

MR. BRETT:  But you didn't put to them -- well, you didn't put to people any scenarios -- and this I expect was because you weren't asked to do so by Toronto Hydro -- but you did not put to people any scenarios that would say effectively, would you be supportive of a plan that froze the existing rates, rates at the existing level, and might result in a slight decline in reliability, or that even -- or an option that said we'll reduce existing rates by a small amount and that may result in some increase in liability.

It was sort of a one-way street.  You didn't -- Mr. Lyle, first of all, you didn't put any -- there are no options, there are no options that talk about freezing rates at current levels in this survey, are there?

MR. LYLE:  Well --


MR. BRETT:  No, just answer my question, please, first.  It is a simple question.

The options you put were, support the current plan, do more than the current plan, and do a little less than the current plan.

MR. LYLE:  Sure.  But phase 2 is building on phase 1, right.  And in phase 1 people told us that they were satisfied with the service they received and they didn't want less.  Right?  It was very clear if you read the phase 1 reports people did not want to see reliability down and that the people that were receiving below-average reliability wanted to see improvements made.

And so -- and in fact, we ask about that earlier in the phase-two survey.  We laid out the general direction of maintaining reliability for the people that are getting currently the average or above, and improving reliability for people getting less.  And people strongly supported that general approach.

So the job of this survey was not -- this was not at the beginning of the process where we can say broadly speaking where should we be going.  This -- the job at this survey was to say:  Did Toronto Hydro do a good job of implementing the direction they received from the first phase?  And so we did not ask about scenarios that weren't consistent with the first phase.

MR. BRETT:  All right.  Let me go down to the next level, just back to page 18 for a moment.  You are talking here about vulnerable customers, and you have -- in the middle of the page you say:

"When highlighting more vulnerable customers, the table below illustrates that a majority (50 percent)..."

I just note parenthetically 50 percent is not a majority.  But:

"50 percent of customers who say their electricity bill has a major impact on their finances support Toronto Hydro's current plan or an increase..."

So you have a little circle that highlights the 50 percent.

MR. LYLE:  Right.

MR. BRETT:  But you don't highlight equally the fact that 82 percent of the customers said they wanted less, they wanted the plan cut back or they supported the current plan.

And as a matter of interest, 42 percent said that they wanted to keep increases below 3.4 percent, while only 10 percent said it should be any higher, and only 40 percent said they support the current plan.

So the largest plurality of that analysis was that they wanted the plan cut back.

MR. LYLE:  Well, 42 percent on that particular case; 42 percent said that they wanted spending reduced.

MR. BRETT:  Right.  Now, just --


MR. LYLE:  Not a majority.

MR. BRETT:  Just as an aside, when you say vulnerable customers, was that a subset of your survey?  How were they defined?

MR. LYLE:  Yes.  We looked at it two different ways.  One is we looked at the definition of people that are eligible for assistance under various programs.

Then the second way was self-assessed, how difficult a time do you have paying your bills?  So in this particular case...


MR. BRETT:  Can you just repeat the second one again? I have a hearing issue.

MR. LYLE:  Sure, absolutely.  So in this particular case, we asked people a subjective assessment of how difficult it was to pay their bills.

MR. BRETT:  Right, right.

MR. LYLE:  This is looking at the people that said "agreed" that the cost of my electricity bill has a major impact on my finances, and requires I do without some other important priorities.

You see these people in real life, right.  They're on fixed incomes, or they have what seems like quite a bit of money, but they have even more bills.

MR. BRETT:  Right.  I am curious a little bit there, because you have a number of these people that say no impact or little impact.  I would have thought vulnerable customers would all be saying that it is a significant impact.

MR. LYLE:  Well, what we're doing is showing it across the range of people's concern about finance, right.  So what you can see is that the significant impact is the column on the left-hand side.

MR. BRETT:  Yes.  But if we're talking about vulnerable customers, why wouldn't they all be in that column?  How can you be a vulnerable customer and have no impact whatsoever on your bill of energy prices?  That seems counter intuitive.

MR. LYLE:  The written comment is only speaking about the one column.

MR. BRETT:  Sorry?

MR. LYLE:  The written comment, the copy on the page only speaks to the column of people that have a significant impact. So it is culling out that particular piece of information from that table.

MR. BRETT:  All right.  So let me go down then to the next one, small business customers whose electricity bill has a significant impact on their organization's bottom line are less likely to support Toronto Hydro's proposed plan.

If we look over at that table, which is the last one on the page, 27 percent support the plan with the associated increase, 13 percent would like to go higher, and 47 percent would like it rolled back.

So if you look at -- you have highlighted the 40 percent.  But if you looked at the combination of the people that want it rolled back and the people that would accept it as it is, that is something like 74 percent, which is a very large majority, and that doesn't seem -- this is one data point.

But this seems like a very different story than the story that is conveyed by saying a majority of ratepayers of all classes are supportive of the plan.

MR. LYLE:  When we say classes, when we write that, we're talking about rate classes, right.  So we've got residential...


MR. BRETT:  I understand that.

MR. LYLE:  So across all rate classes, there is support.  But we also analyze it in other ways, which is a requirement under the handbook.

When you look at it in terms of financial impact for a small business, you do see 47 percent saying find a way to keep the increase below 4.4.

MR. BRETT:  That's right.  And that is just about the same amount that say that they will accept the plan as is.

If we go to the top of page 19, they're talking about the mid-market.  So these are the sort of industrial people that are not very large companies, some institutions and the like.

And there you've got -- you have a similar sort of picture.  You highlighted that 62 percent say the current plan is okay, or say that they could do a little bit more.

But then 82 percent or so say that the plan is okay or we want less. So again you've got a very mixed message there, it seems to me.

Let me ask you -- we will move on a little bit here.  Let me ask you if you would turn up -- this is going into the appendices of your report.  The first one I want to look at is appendix 2.2, and this is your residential telephone survey report.

I would like you to turn up page 17 of that report, of that appendix.  In this -- on page 17, you will see that this is entitled "Planning principles and rate impact preamble".

It is basically a similar preamble to the one we talked about earlier in your summary report, but this is  specific to residential customers, right?

MR. LYLE:  Yes.

MR. BRETT:  And residential telephone survey report is what this is called, appendix 2.2.  So you read the -- you read the preamble to them about the input and the plan, the size of the plan and the rate impact.

Then you asked the question:  "Do you feel that this is definitely the right approach, probably the right approach, probably the wrong approach, or definitely the wrong approach to Toronto Hydro's planning for the next five years?"


You can see down there that the right approach -- you have 37 percent saying it is either the right approach or probably the right approach.

You have 44 percent saying it is the wrong approach, probably the wrong approach, or definitely the wrong approach.

So that is a fairly -- you would agree that that's a negative assessment of your overall plan?

MR. LYLE:  Well, again I would draw you back to the initial discussion we had about page 16 or page 15 on the summary, right, where I put that in context.

MR. BRETT:  All right.  Well, then let's just turn over to the -- I would like you to look at your 2.3.  This is appendix 2.3, small business telephone survey report.  I would like you to go over to page 17 of that, if you would.

MR. LYLE:  Right.

MR. BRETT:  You'll see a similar preamble, and then you ask the same question to the small business customers.  Is this the right approach or the wrong approach, definitely or probably.

But the results here are more skewed.  The right approach is only 28 percent.  The wrong approach is 46 percent.

So clearly the small business customers have, as reported in this part of your survey, are negative on the plan.  They think it is the wrong approach.

MR. LYLE:  Again, this is the same information we talked about.

MR. BRETT:  That's right.  But they are negative.  One of the questions I had on this is that -- by the way, the same -- we get the same result if we go over and look at the mid-market group.  But just for purposes of timing, I will just skip over that, but that is in appendix 2.4, pages 18 and 19, and that is entitled "Mid-Market Telephone Survey Report".

MR. LYLE:  Right.

MR. BRETT:  My question is -- a further question I have is when you get a response like that, why would you not have -- why would you not have not probed that response?  Why would you have not asked the question, well, why is it the wrong approach?

MR. LYLE:  Well, if you go back to the workbook.  So this is a --


MR. BRETT:  I am talking about the telephone survey.  You're on the telephone with someone --


MR. LYLE:  They're a team approach.  We use the workbook and we launched the workbook a little bit ahead of the telephone survey with open-ended questions in order to get those sort of comments.

And to look back, we take an initial cut of the open-ended questions, and look at what they're saying about the questions we asked as a form of testing to make sure, is there some assumption that we're stating, something we're doing that causes people to reject the premise?  Right?

So it is quite possible for us to get our people saying that a question is biased or it is slanted or things like that.  We also get further underlying information about how they feel.

On the telephone survey, though, we have a much bigger challenge than we do in the online workbook in terms of keeping people on the phone getting to the end of all the questions.  Open-ended questions take on average a minute when someone does it, and it greatly expands the length of the telephone call.

So we can't -- all consultation involves making compromise, and so what we do is we focus on getting that qualitative feedback either through discussion groups or open-ended comments in the workbook and then in the telephone surveys we narrow -- become more focused strictly on open-ended questions.

MR. BRETT:  Had you actually had the time to pursue that and ask a question about each of these categories of respondents, why is it that you think it is the wrong approach.  You might have got some valuable information.  Right?

MR. LYLE:  Well, and we have it in the workbook.

MR. BRETT:  No.  But I mean in the telephone survey.

MR. LYLE:  Sure.  It would have also been interesting, it's just we wouldn't have been able to ask all of the other questions that we did.

MR. LYLE:  I mean, just to put it in context --


MR. BRETT:  What you do, actually, having asked that question you jump immediately to talking about gathering feedback on capital investment, investing in the basics, addressing safety and reliability, which you appear to get quite specific.

MR. LYLE:  Right.

MR. BRETT:  But you didn't explore in any of this -- in either -- in the telephone survey you certainly didn't explore, and I don't know that you explored anywhere that I could see specifically in your study options that involve freezing rates or decreasing rates.

I am assuming that you did that, you didn't do that because you were not -- because Hydro One didn't ask you to do that.

MR. LYLE:  Toronto Hydro, but...

MR. BRETT:  Sorry?

MR. LYLE:  Toronto Hydro in this case.

MR. BRETT:  Toronto Hydro.

MR. LYLE:  So again, to put it in context, we did a phase 1, and in phase 1 we probed what people's needs were, what their experiences were.  And the people that were getting average reliability did not want less.  Right?

So at this late stage in the plan to have asked people about options that would give them something that they told us in the first phase they didn't want wouldn't make sense.

MR. BRETT:  Is there an analysis in here about the phase-one consultations?

MR. LYLE:  Yes.  The reports of phase 1 are in --


MR. BRETT:  Have you reproduced the results of the phase-one consultations --


MR. LYLE:  Well, the ones --


MR. BRETT:  -- making some oral statements about them, but...

MR. LYLE:  Sure.  We did two things in here to reaffirm the first level.  Number one, we double-checked on needs, right?  And again, we found that most people were satisfied with the service they received.

And then the second thing that we did is ask people the priority question on what priority is most important for you.  So both of those things were covered in the second phase, just to be sure.

MR. BRETT:  But the answer to the priority question was very clearly that price was the most important priority.  We've got several statements to that effect scattered through the evidence.

Wouldn't that lead you to think that you should then, if price was the priority, wouldn't that lead you to address further the possibility of how people would react and how -- how people would react and how would the company be able to offer an option which froze rates or slightly decreased rates as another arm of this?

What concerns me about the way this was done was that you explored the idea of going beyond the plan, and that was, you know, you explored that idea, so that gives you a counterpoint on the high side.  But you didn't explore the idea of going below the plan.

MR. LYLE:  Actually, we did.  And --


MR. BRETT:  I don't see it in these results.

MR. LYLE:  Sure.  I mean, it is not what people chose, but it was an option, right?

So for instance, on PILC cable replacement --


MR. BRETT:  Sorry, I am not following you.  Can you slow down a bit?  I have a hearing issue here.

MR. LYLE:  Sure.  I will slow.  So we did that in a number of cases where there were real options to slow down the pace that -- so this -- essentially what we're looking at here was did they make the right trade-off.  And which people suggested they had.  But they might have said no.  They might have said, no, you should pull back.  And if they did we needed to be able to provide feedback to Toronto Hydro about where it was they could slow things down.

So for instance, in PILC cable, they have a proposed pace, should they go faster, but we also said, gave people the option, I would like Toronto Hydro to slow down this program so the proposed rate increase can be reduced --


MR. BRETT:  Which program are you speaking about here?

MR. LYLE:  That one is the PILC cable program, so similarly, we did the same thing, underground transformers.  People had the option, I would like Toronto Hydro to slow down the program so the proposed rate increase can be reduced.  And we did that on a whole series of the questions --


MR. BRETT:  Did you specify the -- because I don't think you did, if I am recalling correctly -- did you specify the rate increase that would result from that specific capital investment on PILC or you did not?

MR. LYLE:  No.

MR. BRETT:  Because you did that in your Alectra study, and you were able to actually link the cost consequences to the specific measure, but you didn't do that here.

MR. LYLE:  Right.  In this workbook what we were trying to do is look at this particular set of choices and provide direction on whether this plan had to be slowed down or not.  Right?

If it had to be slowed down then they might have actually had to do another phase where they would have had to explore what a slowdown would have looked at in more detail, but they didn't need to because at the end the day when people went through all of the choices they didn't say, slow it down.  They said, do the plan as you planned.

MR. BRETT:  They said, do the specific items that you put to them, the PILC, the rear-lot conversion, et cetera.

But you put half a dozen items or so to them in this way.  But isn't there sort of a disconnect between talking about specific items, and you had a preamble in each case, as I recall saying, why this was so important to do.  Then getting their answer.  But not assigning their -- not assigning a numerical rate consequence, not assigning the cost in the question.  And then coming back at the general level after all of this is done and saying, well, they all supported this, this, this, and this.  But when they said they were supporting this, this, this, and this they didn't have the cost consequences in front of them.

MR. LYLE:  But they did.  Right?  So --


MR. BRETT:  Not of the individual measures.  You just told me they didn't.

MR. LYLE:  No, no, that is not what I said.  I said for the slowdown they didn't know what the potential slowdown was before the proposed option in the plan.

So for instance, dealing with more extreme weather events, so I am going to bring it up, because it shows that we didn't get a similar set of answers on everything.

So this would be going ahead to page 48, I think, on that document that you are in.  A little bit more.  There we go.  Next page.

Right.  So in this case, right, you can see -- and this is done for every one of the questions, when -- the option that is in the plan, the exact cost of that option, by month, over the total cost -- and over the total plan is explicitly identified.  Right?

In this particular case, in Toronto Hydro's judgment there was no need to go faster, but it was possible to slow it down, if they wanted, if the public wanted to.

And in this particular case, the public actually said, you know what?  On balance more people said slow it down than said go with the recommended pace.

MR. BRETT:  Which measure is this, sorry?

MR. LYLE:  This is on the question of extreme weather events.  It is on the screen.

MR. BRETT:  I see, right.

MR. LYLE:  And what you will see is that for every one of the choices that were on the bubble, right, there are things that -- for instance, if we take a look at system access, right, you can't really -- there's no real options there, as I think other intervenors --


MR. BRETT:  Sorry, what was that item?

MR. LYLE:  On system access.  Right?  There's --


MR. BRETT:  System access, yes, sorry, go ahead.

MR. LYLE:  There is no choice.  So asking customers about the cost of system access is burning a question that could be used for things where there is a choice.

MR. BRETT:  No, I understand that.

MR. LYLE:  So we don't ask that.

MR. BRETT:  I'm with you on that.

MR. LYLE:  Yeah.  But on the things -- so what we did here is that Toronto Hydro identified issues where there was either a significant amount of money or where we weren't sure where the public was going to go.

So for instance, storage is a relatively small item, but at the time under the previous government doing initiatives like storage seemed very public-policy responsive.

And so we weren't sure how the public would respond, and so we asked about storage just a little bit longer in that same report.

And on that particular one, we found that people didn't support investing more in storage.

MR. BRETT:  Thank you, Mr. Lyle.  Let me just -- let me move on and switch topics for a moment here and deal with the C factor and the financial aspects of this application.

First of all, let me say that I had a lot of questions on what the C factor was, sort of the basic ABCs of it, which I thought Mr. Millar covered very well earlier.  So I have just -- I am not going to go over that ground again.

My understanding is that in general terms at a high level, that the C factor really is -- it is how the company -- how the company funds its proposed projected capital costs that it cannot fund through its business as usual, its rates.  And by rates I mean the one minus X, the one minus X formula.

But I want to just -- I have a couple of questions that deal with basically the impact.  I am interested in the impact of the C factor and what it means -- what it means for capital expenditures, whether it constrains them, whether it is an incentive to increase capital, what the real impacts of this are as opposed to the mechanical
and -- not just the mechanical, but the essence of what it is.

But first, I just want to make sure that I -- I have a couple of questions on the other parts of the one minus X.  And I don't need a great speech here.  I just want to confirm a couple of basic facts.

One is that the productivity factor that is used in the X factor -- and this is regardless of whether it is your productivity factor, or any productivity factor in one of these cases -- is basically driven by Board studies and protocols that have established, at least for now, that a productivity factor of zero for the industry is appropriate.

Do you agree with that?

MR. HIGGINS:  Yes.

MR. BRETT:  And similarly on stretch factors, the stretch factor that is applicable is within a range of stretch factors that again the Board has developed research and protocols around, and it's essentially categorized all of the utilities into cohorts, and depending on their productivity and efficiency, it has a signed various stretch factors to them, is that right?

MR. HIGGINS:  Yes, Mr. Brett.

MR. BRETT:  So those are indexes that resulted from research and analysis and, in some cases, Board policy.

MR. HIGGINS:  If I can just clarify there?  For the stretch factor, we have proposed our own stretch factor through our own study.

MR. BRETT:  Yes, but my question really is that you are proposing a stretch factor along a -- it's a -- how do I put this?  It is an outside index.  It is an outside index that you justify by reference to a lot of research, a lot of Board documentation, and your proposal is how you fit your -- how you -- you have to fit your proposal within that framework, essentially.

Do you understand what I am getting at?  In other words, you are trying to say your stretch factor -- I am not asking the question about the legitimacy of your stretch factor here.  I am not interested in that at the moment.

I am just asking you to confirm that the Board has done this work on stretch factors and you are either going to have -- and they've categorized all of the utilities along a spectrum, and they have assigned stretch factors to these various cohorts.

So what your argument is, or any utilities' argument is if they want to move from that cohort, they have to provide a justification for that.  Right?

MR. HIGGINS:  Yes.  Specifically, I am trying to envision the OEB Handbook guidelines, which I have read several times in the lead up to the application.

It's specifically the expectations that there is a custom index, and that that index includes a continuous improvement incentive for productivity performance --


MR. BRETT:  Right.

MR. HIGGINS:  -- and that that be supported by an empirical study, which is our PSE study.

MR. BRETT:  All right.  That is your PSE study.

MR. HIGGINS:  Yes.

MR. BRETT:  Okay.  Now, the question I have for you is:  You would agree with me, I take it, that the capital factor, as you have defined it, is not -- it doesn't act as a constraint on capital expenditure.  Is that fair?

It doesn't act as a constraint on capital expenditure.  In effect, what it does is it provides the financing, it provides the revenue, it allows you to implement your proposed capital plan that you couldn't implement in full without it.

That's perhaps a crude way of putting it.  But it fills the gap between your capital plan that you have decided you need over five years and the amount of revenue which will result in a certain amount of assets in-service over five years, which will require a certain amount of revenue.

And it essentially -- what you are saying is, look, if all we have is one minus X, we cannot finance this amount of capital, so we need an additional amount of capital each year over the 5-year period to allow us to finance our program.

And that's, in broad strokes, what the C factor does for you.

MR. HIGGINS:  Yes.  In broad strokes, yes.  I think under the sort of basic IRM framework, I think the general rule of thumb, if I can use that term, would be that the depreciation expense is there to fund future capital needs.

I think as we saw in the -- I forget which exhibit it was.  I think it was KTC4.1 yesterday that the Board provided the 5-year depreciation expense roughly under IRM would be about 1.351 million over the 5-year period.

As you know, our capital request is more like $2.83 billion.  So it gives you a rough sense of the gap there.

MR. BRETT:  Yes, I understand that, but go to back my question.  So in light of all of that discussion, the C factor does not constrain your capital.  It is not a constraint on your capital expenditures.

MR. HIGGINS:  So it is there to reconcile that revenue requirement difference within the Board's incentive framework.

MR. BRETT:  Reconcile is sort of an odd word.  It is a word you keep using, but you are not really reconciling anything, are you?

What you are really saying is we've got a plan of X billion dollars over the next five years, and we've got a way to -- we can finance some of that through our depreciation and through our index, through our I minus X. But we require a lot more money than that to finance this large plan, and we're going to get that through the C factor.

For example, if the Board were to say -- well, I think you have what I am saying.  I think -- if the Board were to say in a decision, look, we think you should reduce your capital by 10 percent, which is what they said last time I believe.

In any event, just bear with me and make that assumption.  Then your C factor would be adjusted downward, right?  In other words, your C factor wouldn't stay the same.  Your C factor moves as necessary to finance the capital program that you have defined.

MR. HIGGINS:  Yes, there would be a consequential reduction to the in-service additions which would result in a reduction to the revenue requirement for the purposes of setting those rates, and we would then, just to clarify, we would then be constrained over the five-year period by that funding.

MR. BRETT:  You would be constrained by that reduction.

MR. HIGGINS:  Correct.

MR. BRETT:  But if you were to exceed your expenditures, let's say you were to -- for whatever reason you decided that you had to spend more in years one or two or three, more capital, you would recover that capital at some point, would you not?  You would recover that capital.  You wouldn't recover it in the year of, because your C factor isn't large enough.  But you would recover the extra capital expenditure -- in other words, overages, you would recover the actual capital expenditure in rates at some point, presumably at rebasing; is that fair?  Or how do you see that?

MR. HIGGINS:  It would be analogous to the basic IRM framework.  The overspending on a revenue requirement during the period would be at the company's risk.

MR. BRETT:  I am not --


MR. HIGGINS:  Sorry, I am speaking too fast.

MR. BRETT:  What would happen with the overspend again?

MR. HIGGINS:  Yes, so just like under, I think, the regular IRM framework, any overspending is -- would be at Toronto Hydro's risk during the rate period and then would be subject to review during the --


MR. BRETT:  During the rebasing.

MR. HIGGINS:  Exactly, yes.

MR. BRETT:  But -- all right.  But you would not -- let's put it this way.  You would have the opportunity to recover that capital in your rate base at rebasing to place those assets in-service at rebasing.

MS. KLEIN:  Mr. Brett, we would have the residual incremental revenue requirement associated with those assets, but we would permanently lose, of course, the incremental revenue requirement during the term.

MR. BRETT:  You wouldn't have the -- you wouldn't have the money in the year in question.

MS. KLEIN:  Year or years.

MR. BRETT:  What the C factor gives you is the money in -- it accelerates your -- it gives you the money in the year in which the asset goes into service.  Right?

MS. KLEIN:  Year or years.  I think it could be multiples, depending.  There is --


MR. BRETT:  No, no, but that is the difference.  That is the difference.  It is a cash-flow thing, in other words. You're --


MS. KLEIN:  It's not simply a cash flow.  If you have, for example, a 30-year asset and you are not receiving incremental revenue requirement for five years of that asset, then you are only receiving 25 years' worth of the incremental revenue requirement.  There is a permanent loss.

MR. BRETT:  That is for an overage we're talking about?

MS. KLEIN:  Correct, correct.

MR. BRETT:  Yes.  And you also have as part of your -- part of your model -- you touched on this a little bit earlier -- part of your model employs deferral accounts.  You have two that are of particular interest.  You have a deferral account for what you call externally-driven activity, right?  Externally driven expenditures?

And that deals with the relocation.  That deals with relocation.  So you effectively -- what you do -- I want you to confirm this if you agree with me -- you forecast your -- you forecast your relocation, likely relocation at costs, net of contributions.

And you -- but if those relocation costs over which you have little control are larger than that, those go into a deferral account for recovery later.  And in some instances system service projects, in other words expansion projects, just plain old-fashioned expansion, also go into that deferral account if they are linked to the relocation initiative.  Correct?

MR. HIGGINS:  I can't speak to this in -- sorry, from the operational perspective I can't speak to this in detail --


MR. BRETT:  We're not talking operation.  We're talking finance here.  We're talking purely finance.  This is part of your rate model.  The deferral accounts are part of your financing model.  It is nothing to do with
what's -- the details of what is in them.  It is how they operate in conjunction with your rates proposal, and what happens with this deferral account is, what it means in practical terms is, if you overspend on the relocation stuff, you don't have to eat that.  You don't have to reduce your other expenditures to balance your books.  That all goes into a deferral account.

So that's, in effect -- in effect that shelters you.  What you have done essentially is taken a risk and put it on the ratepayers, because the risk that you have incurred is that some municipality or railway authority that you didn't anticipate, you didn't forecast, has asked you to do something which by law and convention you have to do.

So you do it.  You are over your forecast, but you don't pay for it.  The ratepayers pay for it.  Right?

MR. HIGGINS:  So just to clarify, it is a symmetrical account, and so it is there, and the base line for that account, which is in rates, is only those projects to which I believe we currently have a commitment with respect to the work that is going to go ahead.

Should the forecast deviate from that, either under or over, and even on those committed projects there could be timing differences and anything can change, these are public-works projects, it would be -- the variance would be captured in either direction, and that is simply a reflection of the volatility of that work and the extent to which, unlike most other programs, it is largely outside of our control and at the control of other parties.

You spoke to the expansion piece.  I just want to clarify on that as well.  So the expansion piece with respect to that program is simply the advancement of expansion work that would be directly linked to the project being undertaken, and it is effectively -- we're taking advantage of opportunities where -- only where obviously the growth is going to be coming and we need to expand the system.

To do that work at the same time that -- we would not otherwise be doing that work at that time if not for the fact that a third party is going in, opening up a road, and likely there will be upwards of a ten-year road moratorium after that project is over, and so it really is a timing consideration.

MR. BRETT:  But it is an expansion project which otherwise you would have to -- you would have to include in your forecast, in your budget?

MR. HIGGINS:  It's work that would eventually --


MR. BRETT:  It is an additional financial source for you for that kind of project?  For --


MR. HIGGINS:  I apologize, I am not sure I follow that particular point about the financial...

MR. BRETT:  Well, my understanding was -- I take your point about it being advancement.  But that is sort of a shadowy line, it seems to me.  How do we know what is advancement and what is a new project that is made possible by the fact that Metrolinx is putting a line into a different area?

My point is that we could be talking about significant dollars there.  We may not be in every instance, but it seems to me that deferral account gives you additional comfort in that area.  Anyway, maybe I should move on.

I think the -- you were asked, I think, by -- and this is probably the -- you were asked by Mr. Millar the other day about the fact that -- he was asking you to compare your position, your financial position under this particular proposal with the capital index or the C factor and an alternative that you would have had, which is to go with price cap, revenue cap IR, with the ability to access ICM projects.

Do you recall that?

MR. HIGGINS:  Yes, Mr. Brett.

MR. BRETT:  And would you agree with me that if you -- that one of the consequences of -- had you chosen the -- had you chosen that option -- and I guess the other way to say it -- well, had you chosen that option, you would have had the ability to access ICM projects, but you would have had a materiality threshold and a dead band.

Now, with the capital factor and the custom IR construct, you don't have a materiality factor and you don't have a dead band.  Correct?

MR. HIGGINS:  Correct.  It's a different framework.  It does include as well a stretch factor on the capital-related revenue requirement, which has a significant impact.

MR. BRETT:  And the other part of that different framework, would you agree with me that the -- let me give you just a word of context.  Board policy is -- and there is a fair amount of record on this now -- that if you accessed ICM, before you can access ICM you need to show that your project is -- project-specific materiality is there, you have to show that you are eligible.

And what happens is you have a very detailed examination of the particular projects, project by project, to ensure that each of those projects for which you are seeking ICM approval is eligible.  And it has to be discrete, and it has to have significant impact on the utility.  There are a number of criteria, as you know.

On the other hand, in this particular model you have chosen, there's very little -- would you agree with me that there is less examination of the actual projects than there is in the case of the revenue requirement -- the revenue cap model plus the ICM?

There is much less examination of each of the projects that makes up the capital program.  Is that fair?

MR. HIGGINS:  No, I don't think so.  I think again we're talking about sort of different paradigms, one in which you have a utility in the IRM world whose accessing an ICM module for the purposes of funding -- I think typically, you know, the idea would be a one-off discrete project relative to --


MR. STERNBERG:  Can the witness please be allowed to finish their answers.

MR. BRETT:  Sorry, I apologize.

MR. HIGGINS:  Relative to that utility otherwise being what would presumably be sort of in a status quo -- in sort of a status quo with respect to the IRM rates funding their normal day-to-day capital needs.

So that is not our situation and that is why we filed a custom IR application was because of that difference.

MR. BRETT:  I don't want to talk about the whole paradigm difference, but...


MR. STERNBERG:  Just a second...


MR. BRETT:  He's finished, he's finished.

MR. STERNBERG:  If I could just ask.  I have resisted interjecting, and I apologize.  But I think it would be helpful in the witnesses are allowed to complete their answers before the follow-up question.

I don't believe this witness was finished that answer.  But just in general, I would ask that they be allowed to complete their answers, please.

MR. BRETT:  Perhaps I could ask -- I have allowed the witnesses to go on with very lengthy answers to a number of questions.  Mr. Lyle made several long answers.

I have let them go without trying to focus them too directly on the questions, so I don't think I have been unfair to the witnesses at all.

Mr. Higgins yesterday made a number of very long speeches, most of which were -- I don't know quite how I would describe them, but they were simply routine restatements of stuff that we all knew about and didn't need to hear ten times.

But let me get back to my question here.

You have -- if you've looked at the recent Enbridge case, for example, that is before the Board, there were a large number of projects, all jammed into one year.

And it's an ICM case, but it is a very large capital program.  But each of those programs -- each of those projects is going to get a detailed examination.

So I really -- I am surprised by your answer, because, you know, your people have told us on other occasions that you've got hundreds of projects, and you can't possibly discuss each of the projects.  You know, we'll allow -- we'll discuss with you "major projects", unquote, such as the Copeland expansion.

But this 5-year project that you've got, or plan is driving through a lot of projects of significant size, presumably.  And they're going to get almost no scrutiny on a project by project basis in this hearing.

And so what I am just -- I am asking you to simply concede that you are not getting the degree of -- that this model that you have concocted, kind of a hybrid model with a capital index is going to mean that the capital
project -- that your capital program, and this project is all about capital -- I mean, that's the whole game here -- is not going to get the same kind of scrutiny it would get if you were using the I minus X plus ICM treatment.

MR. HIGGINS:  So I am just not sure that is the case. When we filed this application, our guidance was the handbook and the very detailed filing requirements in both chapter 2 and chapter 5.

Chapter 5 is of course the distribution system plan filing requirements.  There are very detailed and specific expectations are laid out in there about not just the overall plan and the incremental information to be provided around outcomes and performance management, but there remains in those filing requirements detailed specifications as to what we need to provide on both the historical and forecast basis, including variance analysis -- I will try to slow down, sorry -- including variance analysis with respect to what are defined as material investments.

And our material investments are the programs over five years that we have forecasted out.  And for each of those programs we have provided all of that information and, we believe, sufficient detail and have, through the discovery processes, gone even deeper into, you know, the actual volumes that we did versus the proposed volumes, the performance that that drove over the historical period, how that links to the forecast period.

So in the interests of keeping my response short, I will leave it there.  But just to give you a sense of sort of how we built the evidence and the DSP, which is itself in the range, I believe, of about 3,000 pages of details.  We do believe that there is more than sufficient information to understand the plan and its objectives, and to scrutinize those.

MR. BRETT:  You refuse to prioritize any of these projects?  You said you couldn't possibly do that and -- I think I will end there.  Those are my questions.

MS. ANDERSON:  Thank you, Mr. Brett.  Ms. Girvan, oh, okay, Ms. Grice were you prepared to start?  I wouldn't mind going a little bit further before we break for lunch.

MS. GRICE:  Sure.
Cross-Examination by Ms. Grice:


MS. GRICE:  Good morning, panel.  I have a compendium that I would just like to get marked.

MR. MILLAR:  K7.2, the AMPCO compendium.
EXHIBIT NO. K7.2:  AMPCO COMPENDIUM FOR PANEL 3.

MR. MILLAR:  Madam Chair, does the panel have copies of this?

MS. ANDERSON:  We have it, yes, thank you.

MS. GRICE:  If we could please turn to page 2 of the compendium.

MS. ANDERSON:  If you find a natural break in sort of ten, fifteen minutes, something like that.

MS. GRICE:  Okay, sure, sure, thanks.  It just gives a highlight or an overview here under phase 1 of what's encompassed under the customer engagement.

Essentially, phase 1 is focussed on assessing customer needs and preferences, and it was conducted to generate a comprehensive view of customers' priorities as a front end input into Toronto Hydro's business plan, and a lot of people have drawn the attention in the hearing he can to what went into phase 1.

So if we can just please go to page 11, this is from the Innovation Research Group and it shows a summary of the phase 1 customer engagement, and the methodologies that occurred and the dates where they occurred.

I just wanted to confirm a couple of things about this summary.  My understanding is the focus groups provided qualitative information.  Is that correct?

MR. LYLE:  Correct.

MS. GRICE:  And then when you look down under qualitative research, it says there -- I'm sorry that has answered my question.  I wanted to know the interviews you did with the stakeholders; that was qualitative as well.

MR. LYLE:  Yes.

MS. GRICE:  Okay.  Then the telephone surveys were quantitative and you did telephone surveys with residential, small business, and low volume customers.

And then with respect to key accounts, it was an on line survey.  And that is also quantitative, the results from that survey?

MR. LYLE:  So for the lower volume, we have large populations for sampling from.

So those are generalizable, because we can apply margins of error to it.

When we are dealing with the key accounts, there's so few key accounts that you would have to get almost all of them to be able to really draw strong inferences.  So we have to treat the key account surveys as qualitative as well, even though they're consistent directionally with what we see from the random surveys in other classes.

MS. GRICE:  Okay.  Is there any reason why you did an online survey for key accounts and not a telephone survey as you did with the other customer classes?

MR. LYLE:  The key accounts are a huge challenge for us.  Mid-market is also a challenge for a different reason.  With the key accounts there is not very many of them and everybody wants to talk to them.  OPG wants to talk to them, Hydro One wants to talk to them, the IESO wants to talk to them, the OEB wants to talk to them, everybody wants to talk to these people.

So you really have to come to them on terms that work for them.  And what they've told us very directly is we like online surveys because we can do it when it suits our schedule and we can start and stop and I can check with other people because I am speaking from our organization.

So we do that in large part in response to the sort of comments that we've heard from key accounts over time.

MS. GRICE:  Okay, that is helpful, thank you.

And then we've already talked about this, but I just thought I would recap.  Under summary of customer priorities, for residential GS less than 50 and GS greater than 50, the top two are price and reliability in that order.  Then for key accounts it flips, and number one is reliability and number two is price, correct?

MR. LYLE:  Correct.

MS. GRICE:  Okay.  And then in terms of how you did your phase 1 and the information that you provided to customers, I just wanted to confirm, in this round it was your first round of consultation.  There was no information provided in terms of forecast spending?

MR. LYLE:  No.

MS. GRICE:  And there was no information provided with respect to bill impacts.

MR. LYLE:  No.

MS. GRICE:  Okay, thank you.  So can we please go to page 4 of the compendium.  And the second paragraph there, it that talks about what the timing of phase 1 allowed Toronto Hydro to do.

And it says here that it allowed Toronto Hydro to inform the development of the Outcomes Framework, which became the lens through which the utility assessed the value to customers of its program expenditure proposals.

And it informed the strategic parameters established for the business plan, which included an upper limit of 3.5 percent as a cap on the average annual increase to base distribution rates.

And my understanding it also -- it was also something that informed the capital budget limit of 562 million per year for the capital plan.  Is that correct?  It informed both of those things?

MS. KLEIN:  Yes.  Excuse me, yes.

MS. GRICE:  Okay.  I guess I was trying to relate the information that was gathered in the phase-one consultation and understand better how Toronto Hydro then landed on a 3.5 percent as the cap, and why it wasn't something else.  Why it wasn't zero, why it wasn't two, why it wasn't 2.8.

Can you help me understand that, please?

MS. KLEIN:  Yes.  So the strategic parameters, they were ultimately the result of our judgment, and of course that used numerous input factors.  It was customer engagement.  Legal obligations.  Technical and operational expertise of the grid and operational needs.  And we asked ourselves questions like what would maintaining look like, how low can we get this price increase, what sort of trade-offs can we make in the process or should we make in the process.

And the purpose of the strategic parameters, of course, was to provide focused direction to the organization.  So the rate parameter itself was an output of combining the high-level operational planning, and we talked about that at Exhibit 2B, E2, on page 5, as well as the customer feedback we received.

And again, that is just where you were, at Exhibit 1B, tab 2, Schedule 1, page 4, just provide that for reference.

And we set a plan that aligns with a system sustainment level of capital spending and an assumption that we would maintain or improve our outcomes.

MS. GRICE:  On landing the 3.5 percent, did you do an internal sensitivity analysis where you went through other scenarios besides the 3.5?

MS. KLEIN:  We did go through other scenarios from the operational capital planning perspective, and that is the E2 evidence that I just referenced.

MS. GRICE:  Okay, thank you.

Can we please go to page 5.  I just want to move into phase 2.  And this is just a good summary of what happened in phase 2.

So essentially you wanted to confirm the needs and preferences of customers, and we went over those on page 11 of the compendium, what those were.  And then you wanted to get customer feedback on the content of Toronto Hydro's proposed plans and the subsequent rate impact, and then also to solicit customer feedback on Toronto Hydro's planning development process, including the customer engagement process.  Correct?

MR. HIGGINS:  That's correct.

MS. GRICE:  Thank you.  If we can please turn to page 12 of the compendium.  This provides a summary of the customer engagement in phase 2.  And again, it shows that there was an online feedback portal that included a workbook, and my understanding that was a qualitative customer engagement activity?  The online workbook?

MR. LYLE:  Right.  The way -- sorry.  The way it was done in this case, it was done as qualitative.  So we had no systematic sampling framework, and we didn't develop any weights.

MS. GRICE:  Okay.  Then all of the telephone surveys were quantitative.

MR. LYLE:  Yes.

MS. GRICE:  And then -- and I understand now why you did the online survey again for key accounts for the reasons you mentioned before.

MR. LYLE:  And just, I don't know if you noticed, but it says XX on the sample.  The sample is 37, which is shown on another page.

MS. GRICE:  Yes, thank you.  And I wanted to ask you a question about that.  So the first time you did phase 1 you had 63 as your sample size and now it is 37?

MR. LYLE:  Right.

MS. GRICE:  Can you explain why there was a decrease for phase 2?

MR. LYLE:  Yes.  I mean, we are generally seeing a fatigue among people in the key accounts, and it would have just taken longer, and we were up against the deadline.

So the -- directionally it was not inconsistent with what we saw previously.  But it is becoming more and more difficult to engage key accounts.

MS. GRICE:  Okay, thank you.  That is sort of a natural break now in my cross.

MS. ANDERSON:  Thank you, Ms. Grice.  So we will take one hour for lunch.
--- Luncheon recess at 12:42 p.m.
--- On resuming at 1:45 p.m.

MS. ANDERSON:  Please be seated.  Thank you, we will continue with Ms. Grice.

MS. GRICE:  Okay, thank you.  The rest of my questions are focussed on the results of the online survey that was undertaken with key account members and large users specifically.

So if we can please turn to page 13 of the compendium, this is the results of a question, and this was I believe undertaken in phase 1, where there were 63 key accounts that participated in the results here:
"How familiar are you with the various parts of Ontario's electricity system, how they work together and which parts Toronto Hydro is responsible for?"


And the results here show that 22 percent are very familiar and can explain the details of Ontario's electricity system to others, and an additional 70 percent are somewhat familiar, but cannot explain all of the details of Ontario's electricity system to others.

It comes up to a total of the 92 percent that are familiar.

Would you say that compared to other customer classes, that that's a higher number, a higher percentage are familiar?

MR. LYLE:   Yes.

MS. GRICE:  Okay, thank you.  Then if we turn the page to page 14, this was -- the same question was asked in phase 2, and there were 37 participants in the sample size this time.

The same questions were asked, and it came out that 8 are very familiar and 23 are somewhat familiar.  So 31 out of 37 percent, which is a total of 84 percent of the sample.

Would you say still with these results that compared to other customer classes, that the familiarity level of key accounts is higher?

MR. LYLE:  Yes.

MS. GRICE:  Okay, thank you.  And then on page 15, this was part of phase 2, where the purpose of the question was to reconfirm the results of phase 1, which was what are the three most important priorities to key account customers, the first two being reliable electric service and delivery, delivering reasonable electricity prices, and the last one being preventing or reducing the length of prolonged power outages.

Phase 2 reconfirmed phase 1 in terms of what the priorities are.

MR. LYLE:  Yes.

MS. GRICE:  Okay, thank you.  Then page 16.  This is where you asked key accounts some questions about your draft plan.  If you look right underneath the investment alternative summary, you explain that Toronto Hydro has drafted a plan totalling approximately 4.3 billion over 5 years.

And then you have shown five key budget categories and how they make up that 4.3 billion.

You mentioned earlier that that's part of the plan to provide customers with context about what Toronto Hydro's plan is going to look -- could potentially look like.

Was there anywhere in the online survey where you showed what the spending was for these five key budget categories in the last five years, just to further enhance the context?

MR. LYLE:  No, no.

MS. GRICE:  No?

MR. LYLE:  No.

MS. GRICE:  Okay, thank you.  And then in terms of the questions that you asked on the 4.3 billion, your statement here underneath the chart there is:
"This proposed plan could translate into an annual average increase in your distribution rates of between 2.3 percent and 3.9 percent from 2020-2024."


Then if we turn the page, we can see the results of that, which is four responded that Toronto Hydro should improve service even if that means an annual increase that exceeds the proposed plan.

And then 25 out of the 37 responded that Toronto Hydro should stick with the proposed plan to deliver current levels of reliability and customer service.

And then the remaining eight were in the categories of keep increases below the proposed plan, four "other" and two don't know.  Correct?

MR. LYLE:  Yes.

MS. GRICE:  Okay.  So I just wondered, you provided customers with an annual average increase in distribution rates.  Was there anywhere in the survey where you told them that there was going to be an increase in 2019, before this plan even came into place?

MR. LYLE:  I don't believe so.

MS. GRICE:  And then in terms of the total bill impact over the five years, so adding up each annual increase from 2020-2024, was that number ever given to customers, or was it just the annual average increase?

MR. LYLE:  I will just double-check.

MS. GRICE:  Sure.

MR. LYLE:  So on -- in the final questionnaire on page 16, we indicated that over the course of the proposed 5-year plan, the typical mid-size business -- sorry, that is mid-size.  Sorry, I am looking at the wrong survey.

Yes, I believe that the -- in the key account survey, it was an abridged version of the main survey and that ended up not being included.

MS. GRICE:  Okay, thank you.  Can we turn to page 19 of the compendium?  This is a page out of Board Staff's compendium, and if we can just try and look at the percentages for large users.

AMPCO members like to look at bill increases without rate riders, so if we can just look at the without rate riders.

So I believe it shows here that in 2019, that the increase for large users is 3.8 percent.  That's right where the little hand is.  And then for 2020, it is 3.5 percent, then 3.3 percent, 2.5, 4.2 and 3.9.

So in terms of the math over what the increases would be 2020-2024, will you take, subject to check, that that's 17.4 percent?

MR. SEAL:  So the calculation you've done is for what years?

MS. GRICE:  I'm sorry, 2020-2024.

MR. SEAL:  That's a total increase that you are measuring?

MS. GRICE:  I am just adding up the percentages each year.

MR. SEAL:  Well, okay.  I wouldn't agree to adding up percentages like that; that's not the typical way you would want to measure an increase.

MS. GRICE:  Could you tell me what the increase is then from 2020-2024?

MR. SEAL:  Well, I think we have shown the average annual increase is 3.5 percent in the very last column.

MS. GRICE:  Sorry.  What I am trying to get is the total increase over the five years.

MR. SEAL:  I don't have my calculator to do that here.  I could undertake to do that calculation for you, if you'd like.

MS. GRICE:  If you could, please?  Thanks.

MR. MILLAR:  J7.3 is to calculate the total increase over the test period.
UNDERTAKING NO. J7.3: TO CALCULATE BILL INCREASES WITHOUT RATE RIDERS FOR LARGE USERS

MR. SEAL:  One thing I will point out in this, in this -- I guess it was from the technical conference, an undertaking at the technical conference.  This schedule was pre-our filing of our updated evidence, which had a new load forecast and consequentially had different rates included in it.

It also included, in the column 2019 in this particular schedule, the rates that we had originally proposed for 2019 because we kept this schedule consistent with the one that was filed with the evidence.  And I think Board Staff had just asked us to add information.

So the 2019 rates aren't our approved rates for 2019 either.

MS. GRICE:  Okay, could the undertaking be the rates that you are requesting now?

MR. SEAL:  Yes.  Certainly.

MS. GRICE:  Okay, thank you.

So just ballpark it, it's more than 15 percent?  Can you --


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

MS. GRICE:  Okay.  Then if we added in 2019 it is probably closer to 20 percent over the six years?

MR. SEAL:  Again, subject to check.  I can do the math after.

MS. GRICE:  Okay.  So if you were to have told your key account customers that were taking this survey that the increase that the plan delivers over the five years is more than 15 percent and then when you add in the 2019 increase you are closer to 20 percent, do you think you would have gotten the same results in terms of support for the proposed plan?

MR. LYLE:  If you look at the pattern across all of the rate classes, every other version of the survey has an introduction that lays out the total costs over the five years, as well as the rates, and is a similar if not lower reaction than what we saw with the key accounts.

And the key accounts showed more priority on reliability.  So, you know, you can't say 100 percent without actually doing it.  But the pattern where there was more information is not any different than the pattern that we see where there is less information.

MS. GRICE:  Okay, thank you.

Can we please go back to page 16.  Again, I just want to read what customers were being asked to respond to, and it's the sentence that's underlined:

"This proposed plan could translate into an annual average increase in your distribution rates of between 2.3 percent and 3.9 percent from 2020 to 2024."

If you look at the bottom of that page, under the question, question H20 said, you know, when you made your determination under the above question, why do you say that.

So can we please go to page 18 of the compendium.  And this captures some of the comments that key accounts provided with respect to their responses.

Under "maintain service" where there were 25 respondents, the first bullet there says:

"The increase of 3.9 percent over four years is appropriate as long as service and reliability is not reduced."

You will agree with me the participant who made this comment did not say the increase of 3 percent per year over four years.  They said 3 percent over four years.

MR. LYLE:  Yes.

MS. GRICE:  And then the second comment:

"I agree that the service should be at least maintained or even improved, even if we have to pay the related cost with an increase in distribution charges of maximum up to 4 percent."

And again, they didn't say at the end, per year.

MR. LYLE:  Correct.

MS. GRICE:  So just in my read of the results here and the fact that this was an online survey and not a telephone survey and there wasn't an opportunity to clarify any meaning in the survey, is it possible that these customers were -- I'm not putting fault anywhere, but were a little confused by the statement that they were responding to, in terms of what the increases were?  Is that possible?

MR. LYLE:  It's possible.

MS. GRICE:  Okay, thank you.

Then I just have one other question on the key accounts survey.  You have talked to others this morning about having questions about making choices.  You provided some benchmarking information in the other surveys about what Toronto Hydro's capital costs are compared to the Ontario average.

And then there were a lot of projects or programs that were shared and customers were able to make choices and trade-offs and talk about investment alternatives.

Those types of things, that wasn't included in the key accounts online survey, was it?

MR. LYLE:  Yes.  Because the key accounts have a different set of circumstance.  Depending on the particular key account and how they're connected to the grid, their rates can be calculated on a custom basis.  Toronto Hydro can tell you more about that.  Which is one of the reasons why we had to offer the range, because they have to calculate all of the key accounts individually.

So it's more of a challenge to have an engagement.  And what we were looking at is something that would supplement the ongoing engagement of the key account managers who speak to the key accounts on a regular basis.

MS. GRICE:  Okay.  So then they didn't weigh in on that, on the investment alternative portion of the customer engagement?

MR. LYLE:  Right.  Well, in many cases some of those investments wouldn't apply to them.  Right?  So I would be surprised if any of these key accounts would be paying for rear-lot conversions, for instance.

MS. GRICE:  Okay.  That's great.  Thank you.  Those are my questions.

MS. ANDERSON:  Sorry.  Just following on that, and it may be -- not be for Mr. Lyle but for Toronto Hydro.  You have to do them individually.  Is that because of their class A, class B global adjustment?  Is that the differences between the key accounts when you are calculating?

[Witness panel confers]

MR. HIGGINS:  Sorry, is the question with respect to engaging them?

MS. ANDERSON:  No.  There was something about, that there are differences in calculations.

MS. KLEIN:  I think we need to take that one back.  But we can certainly undertake to do that and provide a response.

MS. ANDERSON:  Okay, thank you.

MR. MILLAR:  That is J7.4.

MS. ANDERSON:  Thank you, Ms. Grice.

And Ms. Girvan, are you ready?

MR. STERNBERG:  Sorry to interrupt.  I think one of the panel members may be able to assist now with respect to the last question, so if he could be...

MR. SEAL:  Sorry, Madam Chair.  I didn't quite understand the question.

I think that there was a range provided because our key accounts can fall in a number of different rate classes.  So that the actual bill impact for a customer in one class versus a customer in another class might be a little bit different.

MS. ANDERSON:  These were total bill?  Or were you looking at the distribution?

MR. SEAL:  Those were the distribution.

MS. ANDERSON:  It was the distribution portion, okay, thank you.

MS. ANDERSON:  So I think we can cancel the undertaking.

MR. MILLAR:  Okay.  I will take it off the list.
Cross-Examination by Ms. Girvan:

MS. GIRVAN:  Good afternoon, panel.  I am going to primarily refer to the Innovative report.  So if you could turn up page 1 of that report.

So the first thing that I just wanted to refer to, in the first sentence it says that this engagement process was a part of the development of the financial and business planning process and the development of the CIR application, including the DSP.

And I just wondered if we have anywhere on the record a specific timeline.  I realize, Mr. Lyle, you have said you began your work in December 2016 through -- this is the first phase -- June 2017.  You did other work in 2018.

I am trying to get a sense of the sort of dates with the business planning process and the dates of Mr. Lyle's work.  If we have that somewhere potentially in some sort of schedule, that would be helpful.

[Witness panel confers]

MS. KLEIN:  Ms. Girvan, let me see if I can help.  At IR 1B-CCC-25, we have a list of the customer engagement activities, both the ones broken down by phase 1 and phase 2 with the specific date ranges.

And then at 1B-CCC-9 we describe each step in the business planning process and the timelines associated with that.

MS. GIRVAN:  Okay.  So I guess I am just trying to get a sense from your perspective at a very high level how you took the information from the customer engagement and how you fed that into your business planning process.

MS. KLEIN:  So in late 2016 and early 2017 we undertook the customer engagement phase-one process, and that's where it was that open-ended process to find out what customers needed, what they wanted, what they valued, what they prioritized.

And what we learned out of that is that customers' top three priorities were price, reliability, and safety.  And then some of our large customers placed reliability over price, but of course still kept price high ranking.

So from that process, plus the high level assessment in the capital operational needs process that we undertook in parallel, we took in those two streams of information plus a number of other data points that are described in the evidence -- and I can give you a reference in just a moment -- and we developed our strategic direction and parameters.  That was occurring in Q1 of 2017.

MS. GIRVAN:  Okay.  So when exactly did you land on those -- I call them sort of key numbers, the 3.5 percent and the 562 million?  What is the date you landed on that?

MS. KLEIN:  In Q1 of 2017 is when we first developed those strategic parameters.  There was some refinement of those over time, which of course are reflected through the initial penultimate and final plan.

But those were first developed in Q1 of 2017.

MS. GIRVAN:  So you are fairly comfortable customer perspective hasn't changed since then?

MS. KLEIN:  Yes.  In phase 2 of the customer engagement, which -- I am just going back to my timelines here.  So just to continue with the timelines.  So in Q1 of 2017, we developed strategic parameters and direction.

And this is where we were having tension between creating a plan that maintains largely results like safety and reliability, keeps prices as low as possible, and what our business experts are assessing is necessary.

So between that and Q3 of 2017, there's the creation and delivery of the initial plan, a flurry of activity right then, working up a first cut at detailed budgets and making trade offs in the refinements.

And we then in 2018, Q2 and Q3, we went back to customers.  In between, we developed a penultimate version of the plan that we took to our board.  You asked a IR about that; you have a presentation we gave you.

So 2018, Q2 and Q3, we took that penultimate plan back to customers, as well as spoke to them about the business planning principles again.

So we sought to confirm from customers whether or not we got it right, in terms of what we heard from them in the first phase of customer engagement with respect to their needs and priorities and the outcomes that they valued.

And then we also spoke to them about the details of the plan and the trade offs associated with certain aspects of the plan.

MS. GIRVAN:  Okay.  Did your board of directors see the specific results of the work of Mr. Lyle?

MS. KLEIN:  We spoke to the board at a high level about what we heard from customers, and specifically the way that they influenced the strategic parameters that we had set, and the Board did approve those strategic parameters.

MS. GIRVAN:  Okay.  So they weren't presented with this report?

MS. KLEIN:  We did not provide a copy of his report, no.

MS. GIRVAN:  Okay.  Mr. Higgins, maybe you could help me with this.  What was Toronto Hydro's specific involvement in the development of the Innovative work?

MR. HIGGINS:  Certainly.  So we were sort of picking up where we left off in 2015, in terms of taking the approach that we had developed there with Mr. Lyle and his company, and expanding on that, enhancing that in light of the additional handbook guidance and our decision.

So generally, you know, I think we would describe it as a co-research project where Mr. Lyle is responsible as the expert for sort of guiding us through in terms of what are the -- what are the best ways to he gauge customers, what is the most meaningful way to engage customers, those general best practices and tactics and strategies around getting a good customer engagement.

For us, we were providing information about the plan.  We were working with Mr. Lyle to make decisions about what ultimately we were going to include or not include within the constraints we ultimately have in an engagement like this.

So that was generally the nature of our involvement.

MS. GIRVAN:  Did you choose the programs that are dealt with in the Innovative work?

MR. HIGGINS:  Yes.

MS. GIRVAN:  And did you review any drafts of Mr. Lyle's final report?  Is that part of your co-research role?

[Witness panel confers]

MR. HIGGINS:  I believe we reviewed sort of a pre-final or near-final draft, yes.

MS. GIRVAN:  Okay, thanks.  If you could turn to page 2 of the Innovative report, at some point --


MR. HIGGINS:  Just to clarify on that last question.  We did not make any substantive changes to that report.

MS. GIRVAN:  All right, thanks.  On page 2, it talks about somewhere -- and I can't find it again, but you talk about re-engaging your customers, and I think it is re-engaging them from the first phase to the second phase.

MR. LYLE:  At the start of the bullet.

MS. GIRVAN:  I've found it.  So I am trying to understand.  Did you re-engage the same customers?

MR. LYLE:  No.

MS. GIRVAN:   Do you know if there were overlaps or not?

MR. LYLE:  It's quite possible that there were people that participated in phase I that did the voluntary part of phase 2.  But we didn't -- by the nature of the voluntary process, we don't track the individuals that did it, so we can't say that for sure.

MS. GIRVAN:  Okay.  And at one point with Mr. Brett, you were talking about vulnerable consumers and I think you said some self-identified, and I think you meant self-identified by way of it is hard for us to pay our bill.

MR. LYLE:  Right.

MS. GIRVAN:  But I thought you mentioned that you identified some that were on assistance programs?

MR. LYLE:  So I just have to double-check that I am not confusing myself here.

MS. GIRVAN:  Okay.

MR. LYLE:  Sorry, just self-identified.  My mistake.

MS. GIRVAN:  Oh, okay, because I was a bit concerned about that.  Okay.

So again on page 2, you talk about that customers are less supportive of innovation, and you deal with that sort of throughout your report.  But did you make any adjustments to your proposed budgets to reflect this concern?  This is for Toronto Hydro.

MR. LYLE:  Sorry, can I just go back just to clarify?

MS. GIRVAN:  Yes.

MR. LYLE:  So in the workbook, we didn't ask people the questions that identified whether they would be eligible for a support program or not. But in the telephone survey, we did.

So you will see when you read the telephone survey questions that we asked questions about how many people lived in the home, and what the family income was.  And then we used that to determine whether they were eligible for LIEN programs or not.

MS. GIRVAN:  Okay.  Did you ask any of the respondents if they were the ones who pay the bill?

MR. LYLE:  Yes.

MS. GIRVAN:  Was that a condition of participation?

MR. LYLE:  Yes.

MS. GIRVAN:  Okay.

MR. LYLE:  You didn't have to be the only person, but you had to have some responsibility for paying the bill.

MS. GIRVAN:  Okay, all right.  So then I -- back to Mr. Higgins.

MR. HIGGINS:  I'm sorry, Ms. Girvan, can you just repeat the question?

MS. GIRVAN:  Yes.  You had said that the survey results say that customers are less supportive of innovation, and I asked you if you had made any adjustments to your proposed budgets to reflect those concerns.

MR. HIGGINS:  So all of the adjustments that we did make in response to the customer engagement you can find in the response to 2B-Staff-73.

MS. GIRVAN:  Okay.

MR. HIGGINS:  With respect to the Innovation piece, there were no specific changes.  We held the modest amount of Innovation-related spending in the plan where it was.

MS. GIRVAN:  I saw you discussing and I wondered if you had anything else to say.

MR. HIGGINS:  That's it.

MS. GIRVAN:  Okay.  If you could turn to page 12 of the Innovative report, please.  This is back to you, Mr. Lyle.

MR. LYLE:  Yes.

MS. GIRVAN:  I just want some clarification.  You talk about conducting nine in-depth interviews with industry and social stakeholders.

MR. LYLE:  Yes.

MS. GIRVAN:  Can you explain who those are?  You two are on the same one.  You have to be careful.

MR. LYLE:  Yes.  So page 12 of the report.

MS. GIRVAN:  Yes.

MR. LYLE:  "Stakeholder outcome preferences" is the title.  So those would have been groups like business improvement associations and various types of social groups.  Industry groups.  We promise confidentiality, so we can't give you the exact list.

MS. GIRVAN:  Oh, okay.  What is a business improvement organization?

MR. LYLE:  So different areas of the city have organizations called BIAs that look for, you know, what can be done to foster groups, foster growth in our area.

MS. GIRVAN:  Okay.

MR. LYLE:  I think there is one actually here at Eglinton.

MS. GIRVAN:  Okay.  You learn something new every day.  Okay, thank you.

Could you turn to page 14, please.  I think you have talked about this a little bit.  But it says that a key part of the engagement is to ensure all participants have a basic understanding of key facts about Toronto Hydro and its role in the electricity system.

And I may have missed that, but what are these facts and who developed that background information?

MR. LYLE:  So this is something that we have the lead on.  It is a set of pages that we have developed over a variety of engagements.

So step number one that may seem obvious to everybody here is, we have to explain what a distributor is.  Right?  So we need to explain that there are generators, transmission companies, and distributors.

So that is step number one.  Then step number two a lot of people think all of the bill goes to Toronto Hydro, and of course it gets spread around, so step number two is to explain where the bill goes.

And then the third thing that we did in this particular workbook is just explained the process that was -- that was being conducted here.  Because people want to know, why are you talking to me about this?  Isn't this something an expert should be dealing with?

So we explain to them the process where under the OEB rules that the distributors are required to go to other customers and talk to them about their needs and preferences, and so that is also included in the workbook, and it is also dealt with, obviously in less detail, without diagrams in the telephone survey.

MS. GIRVAN:  Do you get into anything about ratemaking and how ratemaking happens?

MR. LYLE:  Not the details, but the fact that Toronto Hydro develops a plan and has to take it to the OEB, where there is a hearing and intervenors get a chance to ask questions, that is covered.

MS. GIRVAN:  Now, are customers ever told about the fact that distributors earn a return on equity, approximately 9 percent?

MR. LYLE:  No.

MS. GIRVAN:  No?

MR. LYLE:  No.

MS. GIRVAN:  Okay.  The follow-up -- this is just a follow-up to Mr. Stephenson's questions, and I was -- I sort of saw where he was going, and I just, I wanted to put this to you, Mr. Lyle.

Would you agree that if you told customers about the rate riders that the rates would be lower if those were applied?  You would also have to tell them that the rate riders really reflect an over-collection over a previous period?  Would you agree with that?

MR. LYLE:  I need to learn more about the particular rate riders that we're talking about here, but if the effect of the rate riders is that they're paying more now and then the rate comes down, the relative rate increase comes down, then it seems to me that if Toronto Hydro had done that that they would actually end up with a better result.

If the relative increase is lower, then they might have actually had people choose to increase to spend rather than decrease it.

MS. GIRVAN:  Yes, I guess my point was really another step in that process is the reason why they're getting the lower rate now is because they overpaid in a previous period.

MR. LYLE:  Yes.

MS. GIRVAN:  That would be an important consideration?  You can't just do one without the other.

MR. LYLE:  Fair enough.  But we didn't do either.

MS. GIRVAN:  Yes, okay.

MR. LYLE:  The easiest thing was to go with the base rates.  The other factor that was at play here was that we had the Fair Hydro Plan in the mix.

And so one of the things that we had to decide is, were we going to get into what that implication might have for what people pay.

And there were sort of two considerations in my mind.  One is it would take a lot of space to explain the Fair Hydro Plan, and number two, we were in the lead-up to an election and it might change.

So by the time we came to filing, would that information still be relevant?

So what I was hoping to do is to find an underlying reality that we could connect to that would be stable regardless of what happened outside of Toronto Hydro's control.

MS. GIRVAN:  So the Fair Hydro Plan was never mentioned?

MR. LYLE:  It was never mentioned.

MS. GIRVAN:  None of the customers asked questions about it?

MR. LYLE:  It would occasionally come up, but I think they understood that what we tried to explain to them was that this was about choices in the business plan that had costs, and it would impact reliability or other benefits for them.

And so regardless of when they paid, they would pay sometime.  So we felt comfortable that we were talking about the underlying costs and the underlying benefits and that regardless of what rate plan, whatever government was elected put in place, the underlying cost story remained true.

MS. GIRVAN:  Okay.  And I think, Mr. Higgins, you told me that you helped identify the six programs that you put in the research; is that correct?

MR. HIGGINS:  The programs were identified in working with our operations folks.

MS. GIRVAN:  Okay.  How did you go about doing that?

MR. HIGGINS:  We knew sort of what the various programs were -- that we were proposing were for the program, and so we went through and looked at the programs where, you know, we felt that there were -- operations folks in particular felt that there were meaningful choices to be made and we wanted to get feedback from customers on that so we could react to it.

Ultimately we had certain constraints with respect to which -- the number of programs we could go in, so we tried to select the ones that would be the most meaningful in terms of getting that feedback.

MS. GIRVAN:  I guess in terms of selecting only six programs --


MR. LYLE:  Sorry, can I just correct?  If you turn to page 61 of the workbook what you will see is there are actually nine programs.

MS. GIRVAN:  Okay, sorry.

MR. LYLE:  So just, it is just if you want to at a glance see what was covered you can see it really easily there.

MS. GIRVAN:  Yes, thanks.  I guess my question is really the fact that you focus on nine programs.  How can you really fairly conclude that customers are supportive of your entire plan?

MR. HIGGINS:  So again we had -- we had certain constraints.  There is only so much, and Mr. Lyle can speak to the theory behind this better than I can, the practicalities of it.

But we only have so much time with the customers.  We only have so much information that we can induce -- introduce and the amount of complexity that we can introduce in an engagement like this.

So that kind of guided our approach to selecting first of all the area of our expenditure plan to drill down into, and then the specific programs we selected.

Generally we tried to select programs that even if another particular program from the renewal program, for example, the system renewal category, for example, was left off the table in the engagement, there would be another program that at least reflected some of the same decision principles with respect to pacing.

But ultimately we felt these were the ones that sort of taken together as a package were most representative of the key choices we had made in arriving at the plan.

MS. GIRVAN:  Okay.

MR. HIGGINS:  Can I just -- just in going through the nine programs, I think I am now on the same page as you when you asked your earlier question.  When you were referring to load support for innovation was there a particular data point you were looking for?  Because I...

MS. GIRVAN:  No, no.  It seemed to me that when I read through this that the customers did say they have less support for innovation.  All I was looking for is did you incorporate that into your plan.

MR. HIGGINS:  Right.  I just note there is three different innovation areas that we actually asked about.  One was the energy storage program.  The other was microgrids, which we didn't have in our plan, but we wanted to ask about.  And then the middle one there was investoring and monitoring control equipment, which is one of the programs we did get the most support for and where we did make increases to the pacing as a result.

MS. GIRVAN:  Okay.  And with respect to pacing, how did you explain pacing to your -- to the customers involved in the surveys?

MR. LYLE:  So pacing is a very broad concept.  We didn't try to make it a 30,000-foot discussion.  We tried to make it a tangible discussion.

And so what we would do is say -- and I am just looking for an example, but we would say, let's take a look at one of the more specific ones like -- rear-lot replacement is a good example, right?

We asked them, you know, how fast should we replace these lots, right?  Toronto Hydro's initial plan is, if you turn to page 35 of the workbook -- well, that's fine.  I can speak to it here.

So if you just go up the page, and there we are.  So we had an explanation saying, Toronto Hydro's plan will phase out rear-lot feeders by 2033, and a quarter of the highest-risk direct buried cable by 2024.  And then we asked then specifically when it comes to rear lot, should they stick with their plan that would see all of it converted by 2023, or are you willing to pay an additional two cents a month, 11 cents more over the average bill by 2024, so that Toronto Hydro can remove all of the rear lot feeders by 2029.

So we didn't talk about it in the theory.  We said basically are you prepared to pay to advance it from removing them all by 2033 to removing them all by 2029.

And we did the same thing, for instance, with vaults, and did the same thing with direct buried line.

MS. GIRVAN:  So really from a residential customer perspective, I would be -- myself I wouldn't be able to answer those questions.

MR. LYLE:  But I guess the point that I would make is that nobody was forcing anyone to finish the workbook, right.  So you could get into the workbook and you could say this is too much, I don't understand it, it doesn't make sense to me, and just quit.

Ten thousand people went all the way to the end.  And when they went to the end, we asked them what was your overall impression; they liked it.  Was there too much too, little; they said about right.

That was because we worked at it, because we tested it before it went out to make sure it wasn't too long, it wasn't too short, that the questions had enough information to answer, but not so much that people felt swamped.

So on any given one, I am sure there were people who would liked to have had more information, and also people that would have liked to have less.  But overall, people felt pretty good about it.

If you look at the top of this page, that is being suggested -- so we made the point several times, and we made it again on this page, that you have been asked about some of the key choices that could impact your rates.

So then we say so let's take a look at the decisions you made, now that, you know, and look at them as a whole.  Here are all of the choices you made.  They would see their choices for nine.

If you go ahead two, and the next page, so they're seeing all of those different programs and what they chose.

Then at the bottom of that they see, if you keep going, perfect, they see how much that costs, what those incremental choices, those particular parts of the plan, what their choices would mean.

Then they were given the opportunity on the online survey -- we couldn't do this on telephone, but on the online survey, they had the chance to change their mind.  If they thought they were spending too much, they could go back and change it.

And then on the following -- and can I just get you to go back two, before I then go forward three.  But if you could go back two.  When they're doing this they're doing it in the context -- one more.

MS. GIRVAN:  I am getting dizzy.

MR. LYLE:  Yeah, I know.  When they're doing it in the context of the current plan would result in a bill increase of $1.51 each year.  The total impact is 7.54.  Average bill will go from 41.60 to 49.17.

So they have a very clear context that if they're picking the recommended approaches across everything, this is what it will end up being.

MS. GIRVAN:  I guess my question is really how do you really know they understand the implications of doing the rear lot over 3 years versus 6 years?  I have trouble understanding how a residential customer will be able to do that.

You're saying it is a price thing.  I'm saying, well, I would like to fully understand the implications of that and if it's going to be over a faster period, is it going to cost more.

MR. LYLE:  Sure.  But the fact that it would -- if it is faster, it will cost more and this actually says it.  And if you don't like the total impacts, then you could change them.  So the -- and again, they did it.

I mean, if this was too much for people, they would have stopped, or if they went through it --


MS. GIRVAN:  Maybe.

MR. LYLE:  -- grudgingly and said I'm bound and determined to do this, but then at the end they would have told us, you know, this was awful, I will never do it again.  Don't make me do this again.

MS. GIRVAN:  I am just questioning whether -- the sort of confidence in the answers, that's all.

MR. LYLE:  I am pretty confident.  I mean, so when we do discussion groups -- so for this stage, we didn't end up doing discussion groups.  But what is really interesting when you do, and we have for Toronto Hydro on other occasions, is that unlike a lot of the focus groups we do, at the end of the focus groups there is always people who hang around at the end.

Because we know they don't know very much, right.  I mean, I went into this with a lot of trepidation.  But what happens at the end they go and say, you know, this is pretty amazing, all of the stuff that is going on here.  I had no idea it was this complicated to get electricity to me.  And they really like this.

Now, they may have a tough time and they may say I can't afford to do all of this.  It sounds very interesting, but it is no good for me because I just don't have the money to spare.

People don't want to do this every day, but they get this is a really important thing in their life and when they go through it and they see what is going on, they're very interested in it.  They're very intrigued.

Again, they're not going to make it a hobby, but they really like the process.

MS. GIRVAN:  Okay, thanks.  So if at the end of the day the OEB approves your application, this is for Toronto Hydro, are you going to go back and survey your customers to see how they feel about that?

MS. KLEIN:  We do a lot of customer engagement on an ongoing basis, including through our customer satisfaction survey.  We also have a customer advisory panel that helps us with certain business decisions we make, like redesigning a website or, you know, potentially launching something new.

So we certainly expect that ongoing engagement with our customers, in the details and at the high level, will continue to be part of our process.

We also of course have customer engagement when we're out doing projects in neighbourhoods, and the list goes on and on -- I won't give you the full list.

I am not sure exactly what you are asking about type of customer engagement.  We certainly expect the components of this plan and planning and their satisfaction generally will continue.

MS. GIRVAN:  Just sort of almost a check on your work to say, okay, we have a rate increase of 3 percent, three and a half percent per year.  How do customers feel about that?

MS. KLEIN:  It's an interesting suggestion.  I can't say that we have plans to do that right now.  As with all things, there are always, you know, trade offs in the realm of what you would like to do and then what ultimately you can do.

So it is an interesting suggestion.  We will certainly reflect on it.

MS. GIRVAN:  Okay.  Again with respect to this customer...


[Witness panel confers]

MS. KLEIN:  Sorry, I did fail to mention one thing, which is our annual customer satisfaction survey does include price on it.  So we do have price as part of that.

MS. GIRVAN:  Okay.  So you have essentially it says, I think on the first page of the engagement, that you are doing this in large measure because it is a requirement really by the Board through its RRFE policy.  Is that right?

MR. HIGGINS:  That's one of the reasons, yes.

MS. GIRVAN:  That was really the impetus for the last one and for this one?

MR. HIGGINS:  That's fair.

MS. GIRVAN:  Okay.

MR. HIGGINS:  We see it as important in the context.

MS. GIRVAN:  Would you be doing this type of analysis if the Board didn't require you to do it?

MR. HIGGINS:  That's a very hypothetical question.
We certainly value this process.  In particular, one of the key innovations of this round was beginning customer engagement before we had even picked up the pens on the business planning process.

And that is something that I can certainly speak to in terms of my engagement with the business and the feedback we got on that.  People found this to be a very meaningful exercise, one that was very insightful and useful in the development of the business plan, and something that was really accepted within the business.

MS. GIRVAN:  So do you have, in your budget going forward, a provision to do this extensive work again?  Is that in the budget?

MS. KLEIN:  Not specifically for this.  We do have -- our budget does include items for customer research, which would include typically our customer satisfaction survey and our customer engagement panel.

We don't have a specific line item for this.

MS. GIRVAN:  For this particular work?

MS. KLEIN:  Correct.

MS. GIRVAN:  Okay, thank you.  You talked a little bit, I think with Mr. Harper, about CDM and the impacts of the cancellation of the consumers first -- is that what it is called?  The Conservation First initiative.

If this gets -- if this is significant, if there's some sort of measurable impact on your load resulting from the cancellation of those programs, would that qualify as a Z-factor, from your perspective?

MR. SEAL:  I can't imagine the impacts of anything outside the CDM amounting to something that would be a Z-factor, but of course we would have to determine that at the time.

MS. GIRVAN:  Okay.  The government has announced this 12 percent -- and I am going to say it the way they say it -- "reduction in rates".  I am sure you are familiar with that?

MR. SEAL:  Yes.

MS. GIRVAN:  Do you have any insight into how that is going to be implemented?

MS. KLEIN:  No.

MS. GIRVAN:  Okay.  Have you looked at all of -- I guess, Mr. Seal, this is just really a question for you.  Have you looked at whether this might impact your load going forward?

MR. SEAL:  Sorry.  Looked at what?

MS. GIRVAN:  Well, electricity is going to be cheaper.

MR. SEAL:  Oh.

MS. GIRVAN:  Have you incorporated that at all into your planning process?

MR. SEAL:  In our load forecasting exercises, we have in the past done analysis of modelling with energy prices in the modelling.  We have not found energy prices to be a significant -- significant variable in any of the models that we have developed to date, so we haven't done any analysis.

MS. GIRVAN:  So there is no price impacts in the models?

MR. SEAL:  We have not found in our modelling in the past that there has been any -- that the variable -- any price variables end up being significant drivers of the volumetric forecast.

The statistics on those variables are just not supporting them being a explanatory variable for our models.

MS. GIRVAN:  Okay.  We have heard some discussion -- well, it is certainly in the papers these days, and I think Ms. DeMarco has been asking you a bit about this, but there is a lot of developments in the energy sector coming forward, and we have heard -- I mean, I have been to lots of conferences, and we have heard about the, you know, the increasing electric vehicles, DERs.  Climate-change initiatives that might increase electrification of the system.

And given all of these initiatives, are you comfortable that your load forecast is sustainable for five years?

MR. SEAL:  As I noted in my evidence on the load forecasting, we did consider electric vehicles and whether they should be included, whether we should include anything in our load forecast relating to electric vehicles.  We simply don't have enough information at this time to reliably include anything in the load forecasts that we use for determining rates.

I indicated previously that it is early.  We have had in our actual loads to date.  Any electric vehicle loads that are part of that would be reflected in there, but we do not have anything I would say reliable to include in my forecast.  That being said, I am comfortable in the forecast that I have for the period that we're forecasting in this application.

MS. GIRVAN:  Okay.  Well, I have heard, you know, in some -- there's some schools of thought that this might happen quite quickly.

Just in light of that, would Toronto Hydro be willing to have a mid-term review with respect to its load forecast?

[Witness panel confers]

MR. SEAL:  I am not sure we could answer that right now.  As I have said, I am confident in the load forecast that I have put forward, but we would have to consider if something significant occurred during that period.

MS. GIRVAN:  Okay.  And are you planning on reporting to the Board each year on your load?  Is that part of your reporting process?  I am not sure.

MR. SEAL:  It's normally part of the RRR process that that data is part --


MS. GIRVAN:  But a report beyond that?  It is just the RRR?  That's the only --


MR. SEAL:  And the handbook information.

MS. GIRVAN:  Okay.  So you filed this rate plan under the RRFE, and under the RRFE the custom IR requires the plan to be five years or more.  That's correct, right?

MR. HIGGINS:  Yes.

MS. GIRVAN:  Okay.  If five years wasn't part of the Board's policy, would you be filing for a different period of time?  Is there a more ideal rate plan process that you believe might be more appropriate than five years?

MR. HIGGINS:  I'm not sure I have an answer to that.

MS. KLEIN:  Ms. Girvan, I think we can say that we have found the five years to be an effective planning horizon from an operational perspective.

So I think, to Mr. Higgins' point, because it is an item that is noted in the Board's policy, it certainly became our presumption, but from the experience of the last five years we certainly have felt that it has provided some of the long-term planning horizon and other operational elements that have enabled us to plan and execute on an efficient and effective basis.

MS. GIRVAN:  So you would prefer five years to, say, four years?

MS. KLEIN:  It's hard to speculate about hypotheticals. I can only speak to what our experience has been with the five years.  And we continue to seek five years, and we're not seeking an amendment from that Board guidance.

MS. GIRVAN:  All right.  Thank you.  Those are my questions.

MS. ANDERSON:  Thank you, Ms. Girvan.

Mr. Rubenstein.

MR. RUBENSTEIN:  Thank you very much.  Just before I begin I was wondering what time you would want to take a break, just so I can plan.

MS. ANDERSON:  Find a natural break between 3:00 and 3:15, in that range.

MR. RUBENSTEIN:  Sure.  I have a compendium of documents, if I could get that marked.

MR. MILLAR:  J7.3, and do members of the panel have it?
EXHIBIT NO. K7.3:  SEC COMPENDIUM FOR PANEL 3.
Cross-Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  Before I begin, I just have a couple of housekeeping or follow-up questions.

With respect to the AMPCO cross and in Board Staff they brought you to, JTC4.6, Appendix A -- this is the big table with the bill impacts -- Mr. Seal, you were mentioning with respect to your answers to Ms. Grice that these don't reflect the updates in the update.  Correct?

MR. SEAL:  That's correct.  This table is filed as part of the technical conference -- undertakings for the technical conference.

MR. RUBENSTEIN:  Can you update this technical-conference undertaking to update it for 2019 rates or, you know, the latest best information we have?

MR. SEAL:  Yes, we can do that.

MR. MILLAR:  That is J7.4, Madam Chair.  If I misspoke when I identified the compendium, it is K7.3. I may have said "J".
UNDERTAKING NO. J7.4:  TO PROVIDE AN UPDATED VERSION OF JTC4.6, APPENDIX A INCLUDING THE LATEST, BEST INFORMATION

MS. GIRVAN:  Are you going to update this whole chart?

MR. RUBENSTEIN:  That is what I am asking.

MS. GIRVAN:  Okay, good, thank you.

MR. SEAL:  I'm sorry, I didn't hear Ms. Girvan.

MR. RUBENSTEIN:  Mr. Girvan asked if you were going to update the entire chart.

MR. SEAL:  The entire Appendix A that was part of JTC4.6, yes.

MR. RUBENSTEIN:  Ms. Klein, in response to some questions from Ms. Girvan you mentioned that you do an annual customer survey?

MS. KLEIN:  Yes.

MR. RUBENSTEIN:  I don't recall receiving any information about that in the evidence.  Can you help me?

MS. KLEIN:  I believe there is some information in the evidence.  I believe we also share the results of that, at least every two years, as part of our reporting.  I will confirm that for you, though.  I can confirm that.  It is part of our electricity distributor scorecard is our customer satisfaction results.

MR. RUBENSTEIN:  So that is what you're referring to, is the score on the scorecard?

MS. KLEIN:  You will have to forgive me.  There are quite a bit of information on the record.  I know that we have referred to it.  I cannot recall in my mind right now whether anything has been filed in respect of it, but as I mentioned on the electricity distributor's scorecard, we do report the results of it.

MR. RUBENSTEIN:  And is that what the survey is, it is just a number -- maybe we can pull up the scorecard.  I have that in my compendium.  If we can go to page 48 of my compendium.

So this is the customer satisfaction survey results you are speaking of?

MS. KLEIN:  Yes.

MR. RUBENSTEIN:  And is that just a -- is it a composite score?  Or is that -- maybe just help inform me about this.

MS. KLEIN:  I would have to refresh my memory on this, but I can do that for you.

MR. RUBENSTEIN:  All right.  I don't know if an undertaking, or if just -- if it is somewhere in the evidence that it could be pointed to me...

MR. MILLAR:  I guess we will mark it as an undertaking.  It's J7.5.
UNDERTAKING NO. J7.5:  TO PROVIDE THE SATISFACTION SURVEY RESULTS OR ITS LOCATION IN THE EVIDENCE.

MR. RUBENSTEIN:  Now, Mr. Lyle, with respect to the customer engagement evidence that you did with Toronto Hydro, you would agree with me that the quality of the insights that Toronto Hydro is getting from the customer engagement is dependent on the quality of the information and the options presented to customers, correct?

MR. LYLE:  The background information is important.  So, yes.

MR. RUBENSTEIN:  And so you would agree with me that in many places when you go through the programs you are essentially providing customers with, are you willing to pay X dollars for some outcome or level of activities?  Correct?

MR. LYLE:  Right.

MR. RUBENSTEIN:  And you would agree with me that for the insights of the survey to be useful, the dollars got to be calculated correct and the output, the outcomes or unit of activities has to be correct?

MR. LYLE:  Right.

MR. RUBENSTEIN:  And so as I understand it, that's information Toronto Hydro provided to you.  You didn't verify that information?

MR. LYLE:  No.  I mean, we wouldn't be in a position to.

MR. RUBENSTEIN:  Fair enough.  Now, in your experience, and you have done many surveys for many utilities, do customers come in with any expectations with respect to how a utility will -- when you provide them with such an option, how they will perform?

So for example, if they're paying X dollars for some set of activity or outcome, the utility is undertaking that activity in a most productive and efficient way that they can.

MR. LYLE:  That's a reasonable assumption.

MR. RUBENSTEIN:  You would agree with me it would be reasonable then for customers to expect that the utility, when they're asked for more money in their rates, are doing the most that they can to perform -- doing the most with the money they already have.

MR. LYLE:  Right.

MR. RUBENSTEIN:  I have a grab-bag of issues I want to talk to the panel about that hasn't been addressed by some of my friends.  So I hope you excuse me over the next little bit of time.

I want to start off with the CIR framework and there was a length yes discussion you had with Mr. Millar yesterday.

And as I took it, you agreed the CIR framework was the same that was approved in the last proceeding, but obviously the input values are different in this case?

MR. HIGGINS:  That's correct, yes.

MR. RUBENSTEIN:  If we turn to page 3 of my compendium, we have the formula for what you call the custom price cap index as it is applied in years two through five of the plan.  Correct?

MR. HIGGINS:  Hmm-hmm.

MR. RUBENSTEIN:  So the custom price cap index is calculated the same way.  You take inflation, plus an X factor, plus a C factor, minus an amount to reflect growth.  Correct?

MR. HIGGINS:  That's correct.

MR. RUBENSTEIN:  And in addition to the custom price cap index, there are other elements of the -- what I would call the framework.  Correct?

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  So for example, you are proposing that you still be eligible for a Z-factor using the Board's Z-factor rules, correct?

MR. HIGGINS:  Yes.  Standard Z-factor policy.

MR. RUBENSTEIN:  You are maintaining the CCRRVA -- I probably got that acronym wrong -- that was approved in the last case, the same concept going forward?

MR. HIGGINS:  Yes.  That is one of the key ratepayer protections that carries forward.

MR. RUBENSTEIN:  You are maintaining the same earnings sharing mechanism that was approved in the last case?

MR. HIGGINS:  Correct.

MR. RUBENSTEIN:  And with respect to the formula, the plan is to update the -- the only update that will occur to the input values is the inflation value that you will update when you seek to implement the rates of that coming year, correct?

MR. HIGGINS:  Yes.  That's the only element of the CPCI formula that we would propose to update annually.

MR. RUBENSTEIN:  And so with respect to that inflation amount, your plan is to use the Board's methodology, which is now the two factor, 30-70 labour/non-labour split, correct?

MR. SEAL:  That's correct, yes.

MR. RUBENSTEIN:  So you were asked at page 17 by Board Staff essentially what happens if the Board's generic inflation formula methodology changes.

Your response at a high level, I would say, is we don't know, we will have to assess the impact at the time.  Is that a fair summary of your response at the highest level?

[Witness panel confers]

MR. SEAL:  Yes.  I think that is fair.  We don't know what any change -- if any change would occur.  So it's impossible to speculate.

MR. RUBENSTEIN:  I just want to ask, when the Board is approving the framework, what actually you're seeking that framework to look like with respect to the approvals.

So are you asking the Board essentially that Toronto Hydro, I guess, reserves the right, if the Board changes the inflation methodology on a generic basis, that it shouldn't apply to you?

MR. HIGGINS:  I mean, I think just -- I think what that response is reflecting is the fact that because we're setting, you know, rates for five years, one of the key aspects of custom IR is that it does come with some risks. Those rates are set.  We are constrained by that plan over the forecast period.

So one of the important things, since we cannot come back and make those adjustments, is that having a certain amount of certainty in the funding model is important.

MR. RUBENSTEIN:  I am not -- my point is not about good or bad.  I just want to understand, so the Board understands what you are actually -- when it is approving the framework, what it is actually approving with respect to the inflation.

Is it that if the methodology changes, you reserve your right, I guess, to ask the Board -- or that the Board allows you to ask it that it shouldn't apply to you.

[Witness panel confers]

MR. HIGGINS:  I think what I can say is presumptively, we're seeking to keep the methodology or the inputs fixed as they're proposed in the current model, and we would have to assess the Board's changes at that time.

MR. RUBENSTEIN:  All right.  Now, with respect to the X factor, am I correct it is made up of two parts?  It is the productivity factor and the stretch factor, correct?

MR. HIGGINS:  That's correct.

MR. RUBENSTEIN:  And the productivity factor, you are using the Board's zero percent, which is based on the work it did with respect to Ontario distributors, correct?

MR. HIGGINS:  Correct, yes.

MR. RUBENSTEIN:  So you were asked a somewhat similar question on page 19, 1B-Staff-19, if the Board updates that, does that apply to you?  What happens?

You essentially go back, you refer parties to page 18.  So I want to understand what is your position.

If the Board changes the base productivity amount on a generic basis to some other number, is what's being set the to zero percent?  Will that amount change?  Can you help me?

[Witness panel confers]

MR. HIGGINS:  Again, presumptively we are seeking to fix those values that constitute the X factor and, you know, we're going off the information we have now in that respect.  We would have to evaluate any changes when they occur.

MR. RUBENSTEIN:  Well, the difference I see between the two, or possibly between the inflation and the base productivity, is the inflation you're seeking an update every year.

MR. HIGGINS:  That's correct, yes.

MR. RUBENSTEIN:  I didn't read that language with respect to the base productivity amount.  I guess it is zero now.  But if --


MR. HIGGINS:  We are seeking to fix it at zero percent, yes.

MR. RUBENSTEIN:  Okay.  Now, with respect to the stretch factor component, you are proposing a 0.3 factor, correct, and that is based on the benchmarking work done by your expert, PSE, which uses six Ontario utilities, I believe, and a large sample of American utilities, correct?

MR. HIGGINS:  That's correct, yes.  It is based on the PSE study.

MR. RUBENSTEIN:  As I understand it, you are fixing that amount for the term of the plan, correct?

MR. HIGGINS:  Yes, yes.

MR. RUBENSTEIN:  And as I understand it, the 0.3 percent amount for I don't remember stretch factor is different than what the Board would have given you if you were using -- if you're under IRM, or using the IRM stretch factors that it assigns every year, correct?

MR. HIGGINS:  Yes.  I mean, this is a custom IR proposal, so a key feature of that is the empirical basis on which the custom index is set.  That is the PSE report, yes.

MR. RUBENSTEIN:  But as I understand it, it is based on what the Board puts out every year, you would be in cohort five and that would be a stretch factor of 0.6, correct?

MR. HIGGINS:  Correct.  But I will note in this proceeding the Board's expert, PEG, has filed an update of essentially what I guess is a mash-up of the two methodologies in terms of PSEs and their own, adopting some key features, including the peer group we used minus the Ontario distributors, and adopting most importantly the urban core variable as it was designed by PSE, and that has actually caused the two stretch factors to converge, and we are no longer by PEG's results in the same cohort.

MR. RUBENSTEIN:  No, I understand PEG, the updated work that it's done would put you in the -- they would give you a different stretch factor.

But based on the methodology the Board uses, you would be in cohort five and a 0.6 stretch factor.  Correct?

MR. HIGGINS:  Yes.  The way I put it was based on the methodology that produces the efficiency score on the EDS scorecard, then, yes, we would -- I believe -- I haven't actually checked, but I believe we would be in the same cohort.

MR. RUBENSTEIN:  Am I correct that based on even your forecast information in this application, using the Board's IRM methodology and the material that it puts out every year, you are forecasting to remain in the fifth cohort?

MR. HIGGINS:  I am actually not sure that that information has been generated in this proceeding.  The forecast information that I am familiar with is the information in the PSE report and then the reply PEG report.  So honestly I am not sure that that's actually been produced.

MR. RUBENSTEIN:  Well, let's turn to page 34 of our compendium.  This is from your application.  And my understanding, this comes from the Board's model that it asks applicants to present using --


MR. HIGGINS:  My mistake.  I forgot this was a new filing requirement, yes.

MR. RUBENSTEIN:  And so what it shows is, you're in the fifth cohort, which you will remain in the fifth cohort, correct?

MR. HIGGINS:  That's what this shows, yes.

MR. RUBENSTEIN:  Now, if we turn to page 29 of the compendium.  This is an interrogatory from Board Staff, and they're quoting from the handbook, the rate handbook, which I assume you are familiar with, correct?

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  And line 26 they're quoting from the rate handbook.  This is page 29, sorry.  Line 26, it says:

"It is insufficient to simply adopt the stretch factor that the OEB has established for electricity distribution IRM applications.  Given a utility's ability to customize the approach to rate-setting to meet its specific circumstances, the OEB would generally expect the custom index to be higher, and certainly not lower, than the OEB-approved X factor for price-cap IR, productivity and stretch factors that is used for electricity distributors."

Do you see that?

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  You were essentially -- and then in the next line the Board is -- the Board Staff is saying that -- showing that your proposal of zero base productivity and 0.3 stretch factor appears to be lower than the Board's zero and 0.6 if you were using the X factor for the price-cap IR and you were asked to explain how that satisfies the rate handbook.

To be honest, I don't fully understand your response to the question asked.  Can you help me?

MR. HIGGINS:  Yes.  So, I mean, the broader context, I guess, of that excerpt from the Handbook -- and I am just skimming through it now.  But the first thing stated there is the annual rate adjustment must be based on a custom index supported by empirical evidence using third-party and/or internal resources --


MR. RUBENSTEIN:  In fairness, let's pull up -- bring it up --


MR. HIGGINS:  Sorry, yes, so it's page 25 of the OEB's handbook to utility rate applications.

MR. RUBENSTEIN:  I don't know if that is an exhibit.  I had given a copy to my friend.  I have a feeling it could somehow lead into some -- from somewhere else, so I don't know if we should mark that as an exhibit.

MR. MILLAR:  I don't believe this is otherwise on the record.  Is that right?

MR. RUBENSTEIN:  No.

MR. MILLAR:  We might as well mark it.  Do you want to mark the entire handbook?

MR. RUBENSTEIN:  Yes.

MR. MILLAR:  Well, I want to avoid a hard copy.  So is it just page 25?

MR. RUBENSTEIN:  Page 25 and 26.

MR. HIGGINS:  For this specific purpose, 25 and 26.

MR. MILLAR:  Pages 25 and 26 of the rate handbook.  Is it the most recent version?

MR. HIGGINS:  October 13th, 2016 is the one I am reading off of.

MR. MILLAR:  Okay, thank you.  Sorry, it's K7.4. 
EXHIBIT NO. K7.4:  PAGES 25 AND 26 OF THE OCTOBER 13TH, 2016 HANDBOOK.

MR. RUBENSTEIN:  So we can all follow.  At least I can follow.

MR. HIGGINS:  Yes, thank you.  So, I mean, I won't read it off if you want to just put it up on the screen.

So maybe just also the second -- I will read out the paragraph, so:

"Custom IR is not a multi-growth service.  Explicit financial incentives for continuous improvement and cost-control targets must be included in the application.  These incentive elements including a productivity factor must be incorporated in the plan through a custom index or explicit revenue reduction over the term of the plan."

So we have aligned with all of that.

In terms of the empirical evidence, so we do have the PSE study.  That study is responsive to -- I believe if you read the report there is a section in Mr. Fenrick's report that goes through the various pieces of OEB guidance from our decision to which we have been responsive throughout and including advancing the urban core variable which from our perspective has been a really important business driver to capture and get right in this model.

And as I mentioned before, PEG has since adopted that in their reply model, and that has resulted in the recommendation of a lower stretch factor than what they would have recommended through the normal course.

There's also additional evidence that we have included that I think further aligns with this; for example, the UMS unit cost benchmarking study.  We believe the results of that study show that we are an average cost performer on the capital side when compared on a units basis, which aligns fully, again, with the PSE study.

So in those respects, the information we put forward to support our custom index ultimately aligns in our view with the Board's guidance in the handbook.

MR. RUBENSTEIN:  Can you flip to, sorry, the -- Jack, if you can flip to the next page.

But the Board's handbook says -- I'll read it again:

"It is insufficient to simply adopt the stretch factor that the OEB has established for distribution IRM applications."

I take it you didn't do that?
"Given a utility's ability to customize the approach to rate-setting to meet its specific circumstances, the OEB would generally expect the custom index to be higher, and certainly not lower, than the OEB-approved X factor for price-cap IR (productivity and stretch factors) that is used for electricity distributors."

You would agree with me that you have adopted a custom index that is lower than what the Board would have approved based on its price-cap IR productivity and stretch factor assignments?

MR. HIGGINS:  The stretch factor is lower.  It is in base -- it is based, excuse me, on empirical evidence.

MR. RUBENSTEIN:  That's a different -- I understand that.  But my question is just, it is lower.  Correct?

MR. HIGGINS:  Yes, it is lower.

MR. RUBENSTEIN:  And is the reason it's lower, we think our numbers are better, so this doesn't apply to us?  I am just trying to understand.  On its face it seems you have not met the requirements of the handbook.

MR. HIGGINS:  I read the -- this may be a point for argument, but I read the guidance there as being one of setting out certain expectations, but key to those expectations are supporting the stretch factor through empirical evidence.

We did the empirical research in a more advanced way than the previous application, in a way that has influenced the Board's expert, and ultimately that is the foundation for what we have proposed.

MR. RUBENSTEIN:  Now, you did benchmarking with respect to the stretch factor, and I assume -- and I think it's been discussed in the evidence in the last case -- in your view Ontario-only comparators were not appropriate to Toronto Hydro.  Is that at a high level...

MR. HIGGINS:  Can you repeat the last part again?  I just missed it.

MR. RUBENSTEIN:  My understanding is why you did
the -- why PSE did its work is because, in your view, Ontario-only comparators was not appropriate for a utility such as Toronto Hydro.

MR. HIGGINS:  Yeah, I think that's correct in a general sense.  More specifically, the genesis of the first round of PSE research in the last case was really the fact that there are not a lot of utilities like Toronto Hydro, if any, in Ontario.

We knew at that time that we had specific urban challenges that we felt were not being appropriately reflected as a business driver.  And part of reflecting those was going out and expanding the data set to get more comparable utilities to Toronto Hydro.

MR. RUBENSTEIN:  So the PSE results, as I understand it, are primarily -- there's some Ontario, but it is primarily American utilities that you believe are more comparator -- are a better comparator for a utility of your size?

MR. HIGGINS:  That's the starting assumption.  But again, this is an econometric benchmarking exercise.

So that takes some of the judgment out of it, I think, at the end of the day.  It is an expanded data set because we know there are utilities outside of Ontario that are more like Toronto Hydro.  But the benchmarking model itself then does the work of ensuring an appropriate comparison.

MR. RUBENSTEIN:  Yes.

MR. STERNBERG:  Sorry, I would just interject.  If Mr. Rubenstein is asking about the witness's understanding of something, that's one thing.

It sounds like he may be asking about details of PSE's methodology and of course we will have the author of the report here to testify and those kinds of methodology questions may be more appropriate for the expert that did the study.

MR. RUBENSTEIN:  Don't worry I don't know enough about the -- I don't understand the model enough to be able to ask those questions.

But just going back, in the results of the PSE work, for those reasons, is a lower stretch factor than the Ontario-only amount that the Board would have provided?

MR. HIGGINS:  If I am interpreting the question correctly, it may actually be a more analytical question.

I mean, there are -- the drivers of what caused these changes throughout this proceeding and between the two reports, I think, are studied in detail by both experts.  So you may want to dig in deeper on that with them.

MR. RUBENSTEIN:  I just mean mathematically, the Board would put you in cohort five based on the work it had done on Ontario only.

The PSE work, which has an expanded data set, for the reasons we just talked about, would give you a stretch factor of 0.3.  It is lower.

MR. HIGGINS:  Yes.  And I believe the biggest driver of that is the urban core variable.

MR. RUBENSTEIN:  But with respect to the base productivity amount, you're adopting the Ontario-only work that the Board did.  Correct?

MR. HIGGINS:  That's correct.

MR. RUBENSTEIN:  Why didn't you go out and do a further analysis looking at productivity of American utilities, like you were doing with the PSE work for the stretch factor?

[Witness panel confers]

MR. HIGGINS:  We sort of spoke about the -- in the previous -- in the 2015 application about sort of the question of what was custom about the application.

And one of the principles we laid out in that application was to effectively minimize the level of customization with respect to the formula, and ultimately generate a formula that was -- that ultimately was as close to the Board's price cap IR formula as possible.

So that was one variable that, in our assessment, we didn't see the need to study that further in a customized way.

MR. RUBENSTEIN:  Well, let's turn to page 38 of the compendium.  This is from the PEG report, their evidence.  This is the last sentence on that page.  It says:
"PEG calculated the MFP trends for a large sample many of US power utilities in its recent study on multi-year rate plans for Berkeley Lab.  We reported MFP trends of 0.45 for the full 2018-2014 sample period, and 0.39 for the more recent 1996-2014 sample period.  In a fall of 2017, a presentation funded by LB&L,  which Dr. Lowry made to the New England Council of Public Utility Commissions, Dr. Lowry reported that the MFP trend of sampled power distributors for the more recent 1996-2016 sample period was 0.43 percent per annum for the full US sample, and 0.31 percent for the North East US."

Do you see that?

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  And I don't know much about those studies and I am less interested in the details.

MR. HIGGINS:  Me either.

MR. RUBENSTEIN:  At least Dr. Lowry in his evidence is obviously referring to some work in the US that shows there is positive productivity in the US distribution sector.  Do you see that?  Would you agree with me?  That is his takeaway, I guess?

MR. HIGGINS:  Yes, I see that.

MR. RUBENSTEIN:  But you didn't look into -- you didn't look into that for Toronto Hydro to import that into your plan, correct?

I think you already said to me you didn't want to customize it, you wanted to limit the customization.

MR. HIGGINS:  We did not do a study of that factor, no.

MR. RUBENSTEIN:  Aren't you cherry picking the aspects of the X factor?

MR. HIGGINS:  No, I disagree with that.

MR. RUBENSTEIN:  How is that true?  On one hand, you are using US utilities for the stretch, but you are picking the zero percent Ontario number for the productivity.

MS. COBAN:  Mr. Rubenstein, sorry to interject.  I think this is a question that you should ask PSE.

My understanding is that they have done some analysis that maybe Mr. Higgins is not familiar with, as he has spoken about his sort of general familiarity with the study that was taken, but not into the specifics.

So perhaps this could be a question that you could direct to PSE.

MR. RUBENSTEIN:  This is a question about the framework, what choices you made.

I understood the evidence was we wanted to limit the customizable -- I don't recall the exact language, I apologize.  So you did the stretch factor.

I am trying to understand.  Isn't that cherry picking?

MR. STERNBERG:  Madam Chair, if I may while the witnesses are looking?  First of all, I think the witness just answered that exact question and gave his answer.

But secondly, I have some concern with the basis for the question, because it is based on an extract from the PEG report.  I don't believe PEG has made a recommendation in respect of the productivity factor along the lines that's been suggested.

So I question the basis and the evidence for it.  It would be different if there were a different recommendation being made by PEG.

MS. ANDERSON:  It does seem to me that as far as the overall framework, it is relevant as to whether or not Toronto Hydro -- why or why not decided to do a study on productivity.  We can obviously ask the experts what they think of it, but I think at this stage, we're at the framework stage of, you know, why did you do a study for stretch factor versus productivity.  I think that is relevant to the framework.

MR. STERNBERG:  Thank you.  That's fair enough.  I wanted to make sure the panel wasn't getting the wrong impression about what recommended PEG is making or not.  But they will be here as well in person to assist us on that.

MS. ANDERSON:  Yes, thank you.

MR. HIGGINS:  This is an issue where, to be honest with you, I think I would have to go back and talk to some of the folks involved in scoping and doing the study.

So I would be happy to take an undertaking on this point to explain why we have not included that.

MS. ANDERSON:  I think we will get an undertaking on that.  Thank you.

MR. MILLAR:  So we will mark that as J7.6.  
UNDERTAKING NO. J7.6:  TO EXPLAIN THE DERIVATION OF THE PRODUCTIVITY ANALYSIS


MR. RUBENSTEIN:  I think that would be a good time to break.

MS. ANDERSON:  I think we will take our morning break -- morning!  Oh, boy, afternoon break.  Day 7, right?  Twenty minutes.

[Laughter]
--- Recess taken at 3:15 p.m. 
--- On resuming at 3:44 p.m.

MS. ANDERSON:  Please be seated.

Mr. Rubenstein.  If you would continue, please.

MR. RUBENSTEIN:  I would like to talk about another element of the plan, and that is I think the language you have used, Mr. Higgins, earlier on, what you called ratepayer protection mechanisms.

So as I understand, the first is the CRRRVA, which as I understand -- we talked a lot about it in panel 1 -- protects against under-spending and timing differences over the term with respect to the capital portion of the revenue requirement?

MS. CHAN:  Yes, that's correct.

MR. RUBENSTEIN:  And besides the CRRRVA, there is also the ESM, the earnings sharing mechanism, that you talked about yesterday with Mr. Millar, correct?

MS. CHAN:  Yes.

MR. RUBENSTEIN:  As I understand the ESM that you are proposing, it deals with protecting against over-earning on the contributions to ROE related to the non-capital revenue requirement only.  Correct?

MS. CHAN:  Sorry, can you repeat that statement?

MR. RUBENSTEIN:  Sure, it may be an inelegant way to put it.  But as I understand it, it protects against or provides customers or the utility with a share, I guess, if there's over-earnings or under-earnings, on the contribution to ROE related to non-capital revenue requirement.

MS. CHAN:  Yes, that's correct.

MR. RUBENSTEIN:  Non-capital revenue requirement is OM&A and other revenues, correct?  I think you may use the term "revenue offsets".

MS. CHAN:  Yes.

MR. RUBENSTEIN:  And so as discussed with Mr. Millar yesterday, essentially, and I believe you agreed, really it is a true-up for actual OM&A and actual revenue offsets and their impact as it relates to ROE, correct?

MS. CHAN:  Yes.

MR. RUBENSTEIN:  Are you aware of any other ESMs that the Board has approved that only deals with comparing your actual OM&A to OM&A in rates and revenue offsets, other revenue, your actual other revenue, revenue offsets to what's built into rates?

MS. CHAN:  Not that I am aware of.

MR. RUBENSTEIN:  And are you aware of any other Ontario utilities that have symmetrical ESMs?

MS. CHAN:  Not that I am aware of.

MR. RUBENSTEIN:  And as a general rule, as I understand it, most ESMs look at your actual versus your deemed ROE, correct?

MS. CHAN:  Are you referring to overall versus just non-capital-related revenue?

MR. RUBENSTEIN:  Well, so as I understand it, most utilities, most ESMs at a high level, they start with looking at your actual ROE versus the deemed or built-in ROE in the plan.  Correct?

[Witness panel confers]

MS. CHAN:  I can't speak to that.

MR. RUBENSTEIN:  But your plan obviously doesn't do that?  Your ESM proposal, correct?

MS. CHAN:  Our ESM in the decision was defined as the difference between the actual and the funded non-capital-related revenue and was approved as symmetrical.

MR. RUBENSTEIN:  No, I understand what the Board approved in the last case.  I am just -- now you are proposing to bring it into the new plan.  Correct?

MS. CHAN:  Yes.

MR. RUBENSTEIN:  I just want to explore the ESM concept with you.

I am not sure if you are aware, other utilities have ESMs, correct?  It is not -- the Board has approved other ESMs?

MR. SEAL:  I think we are generally aware of that, yes, Mr. Rubenstein.

MR. RUBENSTEIN:  I think you just said you are not aware -- and I asked you, ESMs at a high level usually look at just, you know, your actual ROE achieved in the year, versus the deemed ROE or the ROE built into rates.

MR. SEAL:  I'm not -- I don't think anybody on the panel is necessarily intimately familiar with how other ESMs are working in other utilities.  But our application is a continuation of the ESM mechanism that the Board expressly approved in our last application, and we're continuing that application at the same time.

Remember, our ESM is part of our framework that includes the variance accounts for capital-related variance accounts, derecognition accounts, it is all part of that framework.

MR. RUBENSTEIN:  No, I understand.  So as I understand your -- for Toronto Hydro -- maybe we can turn to page 48 of the compendium for this.  This is your scorecard.

We take a look at 2015 over 2018.  Looking at the ROE on the scorecard, as I see you have actually over-earned in three of the four years of this plan so far.  Correct?

[Witness panel confers]

MS. CHAN:  What I can confirm is that the numbers on the scorecard in the achieved are greater than the deemed in a number of the years.  However, I would not refer to them as over-earning.

MR. RUBENSTEIN:  Well, how would you refer to it?

MS. CHAN:  There are elements within the calculation of ROE that relate to, for example, out-of-period items that don't specifically relate to earnings within the period. So that would contribute to some of the calculations around ROE that you see within the scorecard.

MR. RUBENSTEIN:  Fair enough.  I think in 1B-CCC-12 you provide some explanation.  I understand that.

Am I correct in looking at just the numbers here on page 48, does it reflect the impact of the CRRRVA in any of the years?

So for example, 2016 you had over-earned -- sorry, 2016, for example, you have an achieved ROE of 1218 and you had a deemed included in rates of 930.

I want to understand, is the impact of the amount that would be booked in the CRRRVA included in the achieved amount or is that not included?  Is that a reason for the over-earning or is that in the calculation you would have taken that into account?

MS. CHAN:  Sorry, I am just taking a moment to think through the calculation and the numbers that are running through the ROE.

So I believe to your second question around what's contributing to the ROE within these periods specifically related to CRRRVA, we're still requesting disposition of this account at this point in time.

So the, I guess, revenue-related impact to that should be reflected in the period in which we're clearing that account.

With respect to, should we be, I guess, looking at the ROE in those periods, you would see the reflection of that in the calculation as an adjustment to an out-of-period.

MR. RUBENSTEIN:  Just to be clear, I recognize I am being a little inelegant in my questions.

I am trying to understand if one of the reasons that you over-earned, or, using your language, you achieved a higher ROE based on the Board's calculations than the deemed amount, is it based on the fact that in 2016 you brought into service or the revenue requirement built into your rates is less than actually it was.  So that is why you have booked an amount in the CRRRVA?

MS. CHAN:  Sorry, can you repeat that?

MR. RUBENSTEIN:  Sure.  I am trying to understand is if, using 2016 as an example, the 12.18 percent -- which to me looks like you have over-earned -- I am just trying to understand, as a contributor to that in 2016 that it -- you ended up bringing into service that year less revenue requirement than you built into rates.  I recognize that customers are getting that value in the -- getting returned to them later on.  I want to understand if that's in the calculation and you have already made that adjustment.

And I ask the question as a background, because in 1B-CCC-22, you don't mention it.  And one would have assumed that you would have said, well, we've over-earned, but you are getting the money back.  You would have volunteered that information.

If you would like to take this back by way of undertaking, I have no problem with that.

[Witness panel confers]

MS. CHAN:  Mr. Rubenstein, as you had noted in our response to one of our IRs, the achieved ROE is greater in some of these years due to -- you will see in previous years, specifically 2014, and if you have seen 2013 in your of our IR responses, there are those out of period items that are contributing to the achieved higher ROE in some years and under achievement in other years.

MR. RUBENSTEIN:  No, I understand your response.  But my question is specifically about the CC -- the amounts you are booking in the CRRRVA.  Is that essentially backed out of the achieved amount or not?

MS. CHAN:  I will have to confirm that through an undertaking.

MR. RUBENSTEIN:  That's fine.

MS. FRANK:  Can you actually show us a calculation so that we could -- rather than just words, show us how it works in terms of the amount that's going into the calculation of the ROE, the achieved, and what's going into the CRRRVA, so we can just understand how the two interplay.

MS. CHAN:  Yes, we can do that.

MS. FRANK:  Thank you.

MR. MILLAR:  J7.7. 
UNDERTAKING NO. J7.7:  TO EXPLAIN THE INTERPLAY OF THE ROE AND THE CRRRVA


MR. RUBENSTEIN:  Now, another way in which you can achieve a higher ROE than the deemed amount, correct, is if the load growth is different than what is built into the G factor in the custom price cap index, correct?

MR. SEAL:  On the overall ROE, yes.

MR. RUBENSTEIN:  And I understand you are building in an average of 0.2 percent growth each year, correct, in the G factor?

MR. SEAL:  Our forecasted G factor is 0.2 percent based on or load and customer forecast, yes.

MR. RUBENSTEIN:  And if, for example, everything else being equal, if your actual growth rate is 0.3 instead of 0.2 percent, you would earn more revenues?

MR. SEAL:  In a hypothetical world, yes.

MR. RUBENSTEIN:  And what protection mechanism deals with that scenario?

MR. SEAL:  Within our rate framework, there is no specific protection mechanism for variances in load and customer forecasts.  And I am not aware of any -- other than the general review of ROEs and when ROEs go beyond, I think, 3 basis points, on potentially a review of those.

But I am no not aware of any others that include any kind of variance for, or protection for load forecasts that would be either higher or lower than what potentially were involved in setting rates.

MR. RUBENSTEIN:  And that, in your view, would include utilities or ESMs that include all elements of the ROE?

MR. SEAL:  Again, not that I am not aware of.

MR. RUBENSTEIN:  And would you have -- would you be opposed to including in the ESM calculation -- in your proposed ESM something that captures the difference between what happens when your actual customer growth and load growth is higher or lower than your forecast?

[Witness panel confers]

MR. SEAL:  So our ESM proposal is as we have described it, and that is our proposal.

MR. RUBENSTEIN:  All right.  Would you have an objection to having an ESM proposal the way I am framing it?  What would be the harm of doing it?

MR. SEAL:  We don't believe it is appropriate to have a sharing mechanism for variances in load and customer forecasts.

MR. RUBENSTEIN:  Why not?

MR. SEAL:  We're not aware of any other utilities that have such a protection mechanism.  I am not aware of any in my whole history of testifying before the Board in any of the applications, any kind of variance account or protection for variances from load and customer forecast.

MR. RUBENSTEIN:  Is that your only reason, that in your view, you have never seen it before?

MR. SEAL:  Well, I think the load forecast is a risk we've always taken, the load and customer forecast is a risk we have always taken, higher or lower than what we forecast.

In fact, I think if you look at our load forecast variance that we submitted the correction for yesterday, our load forecast at least for the first four years was slightly -- or the actual was slightly below what the forecast was.  So we take that risk.

MR. RUBENSTEIN:  Doesn't that protect also against Ms. Girvan and Ms. DeMarco, their view about we're electrifying the grid very quickly?  That would protect against that possibility which, as I understood from your evidence, is I haven't seen -- essentially, I haven't seen enough -- we haven't seen enough.  Toronto Hydro hasn't seen enough data to...


MR. SEAL:  I don't have anything to reliably include in my load forecast, yes.

MR. RUBENSTEIN:  All right.  As I understand how you calculate the growth factor, it is actually an average of the annual growth rate of revenue at 2020 rates based on your load forecast every year.

Maybe we will just -- it's probably best if we turn to the page.  Can you turn to page 12 of the compendium.

Do I have that right?

MR. SEAL:  Yes, generally that's correct.  What we're trying to simulate is the additional revenue that would come strictly from the growth in customers and load over the period.

MR. RUBENSTEIN:  So what you did was you took -- maybe you can help me with this.

So for example, revenue at 2020 rates based on this information -- it may be updated, I don't know.  But using this as an illustrative example, 796.8, do you see that --  million dollars, I guess, in 2020.  In 2021, 797.8, and you calculate it as a 0.1 percent difference.

MR. SEAL:  Correct.  We took the 2020 rates and  applied the forecasted billing units in 2020 to those rates to come up with the revenue that would be generated by that.

MR. RUBENSTEIN:  And then you averaged a bunch of numbers, and you get to the annual average of 0.2, correct?

MR. SEAL:  Correct.  Our CPCI formulation includes a G factor as one of the components in the formula to account for that growth.  So it is 1 G factor.

MR. RUBENSTEIN:  Help me understand.  What exactly did you average to get to the 0.2?

MR. SEAL:  It is an average of the growth in that revenue over that period.  So it's not -- if you are just doing a simple average of those numbers at the bottom in the percentages -- and again as I've indicated, averages of percentages is not the appropriate way.  So it is an average increase of 2024 revenue over the 2020 revenue annualized.

MR. RUBENSTEIN:  You're the math whiz here.  You're taking the 804.8, correct?

MR. SEAL:  Yes.

MR. RUBENSTEIN:  You are dividing it by what?  The 79...

MR. SEAL:  96.8.

MR. RUBENSTEIN:  And then dividing that by?

MR. SEAL:  It's actually the cumulative annual growth rate.

MR. RUBENSTEIN:  Thank you very much. If we can turn to page 31 of the compendium.  Mr. Millar brought you here in your discussion with him yesterday, from the RRFE.  Do you recall your discussions yesterday?

MR. HIGGINS:  Pardon?.

MR. RUBENSTEIN:  Do you recall your discussions about this?

MR. HIGGINS:  I believe so, yes.

MR. RUBENSTEIN:  And as you can see under operational effectiveness, it says:
"Continuous improvement in productivity and cost performance is achieved."

Do you see that?

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  That's one of the things the Board expects under the RRFE, or RRF now, I guess, correct?

MR. HIGGINS:  That's correct.

MR. RUBENSTEIN:  If we turn to page 33.  And I raised this in panel 1, and Mr. Millar talked about this yesterday.  This is from your expert, Mr. Fenrick.

What I see is that your cost performance from -- in the previous years that are respective of their current plan as well as projected into your proposed plan, your cost performance is getting worse.  Do I have that right?

MR. HIGGINS:  That's not how I would characterize it, no.

MR. RUBENSTEIN:  How would you characterize the numbers?

MR. HIGGINS:  So reflected in these benchmarking results are a number of different things.  This is obviously a total cost benchmarking result.  So it is at a very high level, but has some strengths for that reason.

But embedded within all of this is the experience that we have had over this period.  That includes both the productivity we have achieved, and I think in the evidence-day presentation we talked about how since amalgamation we have achieved over 2 billion -- $2.2 million worth of productivity.  There is additional productivity evidence throughout the application.  I won't dwell on that.

But the other side of the equation, of course, is the cost pressures, and the biggest cost pressures we have faced over this period and particularly since 2010 has been the capital cost pressures and the need for -- the need for a sustained renewal program as well as dealing with growth.

So in our view, what this shows is convergence with the benchmark, which is something to be expected if you are going from being a good cost performer but ultimately having these capital needs, but throughout the period and through the forecast period we do remain below that benchmark, according to PSE's results, and therefore a good cost performer.

MR. RUBENSTEIN:  It's continuous improvement, correct?  Not regression to the mean?

MR. HIGGINS:  I think the continuous improvement aspect needs to be placed in the context of the cost pressures that we face.  And despite those cost pressures 

-- and this is just one data point that reflects, obviously, the cost element of our experience over the last couple of decades, but in addition to that we have seen continuous improvement throughout the other 44 measures that were measured upon, as well as various other metrics and aspects of our plan over that period.

MR. RUBENSTEIN:  Where do you -- sorry.  Where in the evidence would I see continuous improvement in the plan in productivity and cost performance?  I'm talking about cost performance.

MR. HIGGINS:  Sorry, what was the second comment?

MR. RUBENSTEIN:  I am talking about cost performance.  Where are you showing that the plan will have continuous improvement in cost performance?

MR. HIGGINS:  I am just trying to think of how to cover this in a succinct way.  But there has been a fair bit of productivity evidence discussed throughout, I think the first two panels.

We have talked about the balance between costs and outcomes and the cost pressures and the productivities we have achieved that have helped us contain costs and deliver performance over time.

I spoke about the historic productivity aspect.  We have reduced our headcount from 2,500 to 1,500 employees since amalgamation.  We have spoken throughout the evidence about our safety record and how that drives savings, our attendance record relative to the industry, it far exceeds industry averages.

In just the most recent period we successfully completed our facilities consolidation plan, which reduced square footage for employee from 430 to 240 square feet and resulted in $150 million being returned to customers, thereabouts.

I have a number of other examples I could go through.  I also think, you know, in terms of point-in-time benchmarking, we filed the UMS benchmarking study which shows good cost performance on actual unit costs.

So I think the general point is, in terms of cost performance and cost control, we have performed well, and this is in spite of the cost pressures and the needs of the system, which are, of course, driving up those investment requirements when you look at the total cost view.

MR. RUBENSTEIN:  And the productivity savings you said you have achieved, the headcount reduction and the space reduction that you are talking about, that is all included in your actual and forecast total cost.  Correct?

MR. HIGGINS:  Sorry, are you saying --


MR. RUBENSTEIN:  They would be included in your actual costs to 2017 and your forecast costs up to 2024.  Correct?

MR. HIGGINS:  Yes.  And our position would be that those costs would be higher if not for our successes on productivity.

MR. RUBENSTEIN:  Even with all of those productivity savings that you just talked about, your performance based on your own expert is getting worse.

MR. HIGGINS:  We are converging towards the benchmark, as I mentioned, as a result of our large and sustained capital investment program.

MR. RUBENSTEIN:  Why should customers accept the results of the forecast?  Why is that appropriate that the declining cost performance on this benchmarking is appropriate?

MR. HIGGINS:  The question is why should customers accept the PSE benchmarking --


MR. RUBENSTEIN:  Why [speaking over each other] for customers to expect that your cost performance would get worse over the forecast term?

MR. HIGGINS:  The takeaway here is that we continue to be below the predicted benchmark.

MR. RUBENSTEIN:  So based on your own expert you are going to remain below -- you are going to be at 2.6 below in 2024, correct?

MR. HIGGINS:  That's correct.

MR. RUBENSTEIN:  So in 2025 you are going to be above the forecast?  Or --


MR. HIGGINS:  I can't speculate on that now.  It will depend on what happens across all of the peer group and what our investment needs are at that time.

MR. RUBENSTEIN:  But that is the trend.  You are getting worse every single year, almost.  Correct?

MR. HIGGINS:  We're converging with our predicted benchmark over time, yes.

MR. RUBENSTEIN:  And if this trend continues, next custom IR term you are going to be above the benchmark.  Correct?

MR. HIGGINS:  I can't say whether or not that is true.  We will have to investigate that at the time, but we did engage our customers on the rates, on the costs, on the trade-offs, and ultimately the result of that engagement was a constrained plan.  I think Mr. Lyberogiannis spoke about the $400 million reduction between the initial and penultimate plan.

This is a sustainment plan with targeted improvements.  It is the lowest cost plan we felt we could put forward while meeting the priorities and the outcomes that customers told us they wanted.

MR. RUBENSTEIN:  Am I correct that total cost benchmarking performance -- sorry, the total cost benchmarking evidence and these results, they weren't put to your customers in the customer engagement, correct, Mr. Lyle?  I didn't see this information or similar information in any of your activities.

[Witness panel confers]

MR. RUBENSTEIN:  Sorry.

MR. HIGGINS:  Sorry, we did include -- we were just talking to Mr. Lyle, because he may not be familiar with the source of the information, but within our customer engagement workbook we did show them the PEG results of the OM&A per customer and the capital cost per customer.

So that we could show for two customers sort of where we were, where we were more like the Ontario industry and where we had more unique -- where we were deviating on the capital side.

MR. RUBENSTEIN:  And you say that is from PEG?

MR. HIGGINS:  Yes.  I believe we used -- subject to check, I believe we used the Board's annually reported results for that.  Yes, we did.

MR. RUBENSTEIN:  Sorry, I missed that.

MR. HIGGINS:  The annually reported cost per customer -- or cost per customer results for OM&A and capital, yes.

MR. RUBENSTEIN:  From the yearbook?

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  I am not sure that that's PEG's involvement, but it is from the yearbook.  I guess we can all look.

MR. HIGGINS:  My recollection is those are produced from the econometric benchmarking model, those values.

MR. RUBENSTEIN:  I believe they're from the RRRs, but I don't -- I guess we can all look --


MR. HIGGINS:  Subject to check, but anyway, there was that benchmarking information, yes.

MR. RUBENSTEIN:  Ms. Klein, you mentioned yesterday in your discussions with Mr. Millar that your view -- and I think I wrote this down correctly.  I forgot to look at the transcripts -- but Toronto Hydro, I think you said, has a robust outcomes framework.  Do you recall that?  Or at least do you agree with that characterization?

MS. KLEIN:  Yes.

MR. RUBENSTEIN:  Can you help me understand what you mean by "robust outcomes framework"?

[Witness panel confers]

MR. HIGGINS:  So the framework that we developed was developed first and foremost using phase-one customer engagement results.  I believe we have described that and spoken to that previously.

So our goal when we set out to develop the outcomes framework, if I can maybe just step back, we had a couple of objectives.  One was to ensure alignment with our corporate pillars.

The second was to ensure alignment with the Board's RRF outcome categories.

And the third was to ensure that we had an outcomes framework for this business planning process that came directly from an engagement with customers as to which outcomes were most important to them.  And so that is the preferences and priorities piece that we have spoken about a number of times.

And we used the results of that phase one customer engagement and ultimately translated it into an outcomes framework that fit within those three objectives.

And then with respect to how we then flowed that through the business planning process, that outcomes framework was the paradigm that we ultimately used to determine what the impacts of our plan were going to be as we were making trade off choices.  It flowed through the business planning process and then into drafting, and it forms an important structural element throughout the application.

We then chose basically an incremental 15 measures on top of the existing measures on the Board's scorecard that we felt augmented that scorecard in a way that really reflected both the material aspects of the plan and the objectives of that plan, and also the aspects of performance that we felt customers would care about.

MR. RUBENSTEIN:  So it's the metrics that are how the Board will judge the outcomes of the plan?

MR. HIGGINS:  During the period as we're executing the plan, that is the purpose of the measures is to -- you know, we chose these 15 because we believed they are a balanced view of the most important outcomes in the plan.

And the idea is by doing that, we're ultimately held accountable for some of the key performance aspects in that plan over the course of the period.

MR. RUBENSTEIN:  Am I correct there's no incentive or penalties if you meet the metrics or don't meet the metrics, correct?

MR. HIGGINS:  That's correct, yes.

MR. RUBENSTEIN:  When so you say you are being held accountable, what do you mean by that?

MR. HIGGINS:  We have set targets and will be reporting on the results publicly in the exact same manner that the existing scorecard is administered year to year.

MR. RUBENSTEIN:  Now, as I understand in the last case you had about -- you proposed about 12, I think the number is 12 metrics above, at least with respect to the DSP?  Do I have that right?

MR. HIGGINS:  Yes, that's correct.

MR. RUBENSTEIN:  As I frantically try to find the page in my compendium -- we can turn to page 61 of the compendium.

And this is the results of the previous metrics or the custom metrics that you had proposed, correct, at least up to the end of 2017?

I am less interested in the results more the results of the measures.

MR. HIGGINS:  Yes, that's the list.

MR. RUBENSTEIN:  As I look at it here, there are four metrics that deal with what I would call cost efficiency.  Do you see that?  It's the last four.

MR. HIGGINS:  Those metrics deal with pure cost efficiency.  There is also the distribution system plan implementation metric, which deals with cost overall.  And then of course there's the performance metrics that go hand in hand with those other measures.

MR. RUBENSTEIN:  But there is four that deal directly with cost efficiency.

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  Am I correct that they're all gone.  You have new ones this time, correct?  You're not continuing to include these metrics going forward?  You have a different set of metrics to deal with cost performance.

MR. HIGGINS:  Yes.  And the reason for that is they have effectively been replaced by the unit cost measures that we're putting on the scorecard this time around.

We felt those unit cost measures were more comprehensive, and as well that they were more aligned with the expectations set out in the OEB's guidance.

MR. RUBENSTEIN:  If we go to page 57, we see under cost control you are proposing two, right?  Average wood pole replacement costs and vegetation management costs per kilometre, correct?

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  So we're down from four to two.  Correct?

MR. HIGGINS:  That's correct.  But those are -- those are measures that actually measure the end result as opposed to a specific sort of element in the cost chain.

MR. RUBENSTEIN:  If we go to page 59 -- well, before we get to page 59, am I correct that when you are looking at wood poles and you are looking at vegetation management, that's just a small part of the overall capital plan.  Correct?

MR. HIGGINS:  Those are material programs.  They're two of our biggest programs.  It is our biggest maintenance program, subject to check, or segment.  And poles are a part of our -- I want to say our second largest single program on capital.

MR. RUBENSTEIN:  Part of a larger program.

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  But just looking at replacing wood poles, I believe is the only capital because the other one is an OM&A program, correct, vegetation management?

MR. HIGGINS:  Yes.  Maybe I can provide a little more context.

MR. RUBENSTEIN:  Just one second.  Am I correct, you only had one capital cost efficiency metric and there is one OM&A cost efficiency measure, correct?

MR. HIGGINS:  In addition to the existing electricity distributor scorecard cost control measures, yes.  We're trying to augment what is already there, without creating something too unwieldy.

So we had to make some choices, yes.

MR. RUBENSTEIN:  But you were talking about unit cost is a better cost efficiency metric.  I don't disagree with that.

MR. HIGGINS:  Hmm-hmm.

MR. RUBENSTEIN:  You'd agree with me that that's only a small part of a very large capital plan, wood pole replacement?

MR. HIGGINS:  Yes.  So as you know, we measured 11 different units as part of that unit cost study.

We didn't feel it was appropriate, given the length of the scorecard already and, you know, the additional other measures we were looking at that measured a number of different outcomes and pieces of the plan, to put all 11 of those on the scorecard.

And another aspect of that decision is the fact that these are relatively new measures that we don't have a lot of experience with.

And so we wanted to, in the interests of meeting the filing requirements and advancing the objectives of the RRFE, and also understanding the direction benchmarking is going in in the sector, we wanted to propose something that would be helpful in terms of reporting on our costs over the period to get some experience reporting that publicly, analyzing those trends and giving some insights to customers in the scorecard.

So we chose those two measures, the pole one because it was material, but also because we were looking for something that we could go hand in hand with as well and ACA related measure on the scorecard.

Condition; you know, poles are as much about safety as they are reliability.  And the condition driver is really a key driver of what we're trying to do in else terms of the pacing of the overhead program.  So we thought there was helpful symmetry to having the poles be on there both in condition form and unit form.

With respect to vegetation management, we wanted to have something substantial from the maintenance side and vegetation management obviously is a big driver of SAIDI and SAIFI which is a key objective of our program.

So that is just some of the thinking behind why we chose those.

MR. RUBENSTEIN:  Now, with respect to the targets, and if we go to page 59, as I understand it, the 2024 targets for average wood pole replacement costs, which is the bottom and the top of the next page, vegetation management costs per kilometre is monitor performance.  Correct?

MR. HIGGINS:  That's correct.

MR. RUBENSTEIN:  So there is no actual target?  You are just going to monitor what the answer -- I'm sorry, what the results are, correct?

MR. HIGGINS:  So out of the 15, we proposed four do have a monitor objective.

MR. RUBENSTEIN:  But in the cost control custom metrics, you have none that have targets.  Those are the only two.

MR. HIGGINS:  That's correct, and I am just -- I am pausing because I am thinking about the existing scorecard and the cost control measures that are there.  And I believe they also are reported in the same manner, there are not targets.  There's a general expectation of continuous improvement.  So it is similar in that way.

And I do believe in the Board's original guidance around this -- and I would have to go figure out whether it was in the RRF or in later filing requirements, but we are invited -- utilities are invited in the interests of advancing measures and scorecard development in the industry to propose measures that without targets, if it is for the purposes of developing new measure capabilities.

MR. RUBENSTEIN:  And ultimately you chose for these not to have targets?

MR. HIGGINS:  That's correct.

MR. RUBENSTEIN:  And so how are you going to be held accountable on these metrics if there are no targets?

MR. HIGGINS:  So for all of these measures we'll be reporting the results every year, and the results will show either improvement or not.  And that will be publicly reported in the same way that all of the other measures on the existing scorecard are publicly reported.  So it is part of being accountable to the public on our performance and on our objectives.

When we return in five years, or however many years it will be, obviously we will be filing a detailed assessment of how we fared relative to our objectives for the distribution system plan as part of the overarching variance analysis requirements of any rebasing application.

MR. RUBENSTEIN:  Well, so I understand you don't have a specific number in the target, but help me understand.

When we're back here in five years should the numbers be going up, should they stay stable?  Should they go down?  Help me understand.

MR. HIGGINS:  For the monitored measures we have not set specific numeric targets.  We will obviously seek to achieve continuous improvement, as we do with all of our measures, but these ones do not have targets.

MR. RUBENSTEIN:  So we should be seeing declining costs per unit?

MR. HIGGINS:  I think that is part of the challenge in setting targets for some of these, is how these should be defined.

We need some experience understanding how much of this is in our control, what the volatility is.  These are ultimately unit costs.  Every year the program changes a little bit.  Every unit is different.

We don't have a lot of experience.  These were developed in this form through the UMS study for the purposes of this application.  And so it is just a matter of gaining some experience and seeing where the benchmarking paradigm goes overall.

MR. RUBENSTEIN:  Can you turn to page 67 of the compendium.  This is an undertaking response from the oral hearing in the last case.  J1.1.  Essentially, the undertaking you gave in the last case was to identify what incentives or penalties with respect to the metrics and targets you were setting at the time.

I am interested if we just go down to the bottom, you are explaining why you didn't think it was appropriate.  You said:

"Moreover, a number of the proposed metrics are still in early stages of development and require further research/pilot studies to confirm viability.  Accordingly, Toronto Hydro does not believe it would be appropriate to set targets and associated incentives and penalties for these metrics."

Do you see that?

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  So in the last case, you felt, I think, very similar to what you are saying now:  These are new metrics, so we can't set targets.  Correct?

MR. HIGGINS:  Yes.  But I think, just to be clear, we have set targets for the rest of the measures on that scorecard.

MR. RUBENSTEIN:  But not for the cost control?

MR. HIGGINS:  Correct.

MR. RUBENSTEIN:  The cost-control metrics that you proposed in -- I'm not sure if they're formally approved, but that you used in the last case, they're gone.  We have new ones, correct?

MR. HIGGINS:  Correct.  And I believe there is an undertaking response or IR response where we have gone through the reasons for why we felt those measures were not worth carrying forward and what they have been replaced by.

MR. RUBENSTEIN:  Now, as I understand it, part of at least management compensation at Toronto Hydro is based on the results of the corporate scorecard?

MS. KLEIN:  That's correct.  Part.

MR. RUBENSTEIN:  And you would agree with me for why Toronto Hydro does that is it creates an incentive for employees to reach company goals.  There is a financial incentive.

MS. KLEIN:  Yes.  Every corporate KPI fits into a larger framework at Toronto Hydro in terms of how we manage performance.  I think I referenced that pyramid earlier, and the corporate scorecard is at the top, and underneath it are additional layers of how we measure and govern performance that feed up.

MR. RUBENSTEIN:  If we go to page 70 of the compendium.

MS. KLEIN:  Yes, I have that.

MR. RUBENSTEIN:  Page 3 of 1B-SEC-8.  You're showing the 2018 corporate scorecard and the 2019 corporate scorecard, correct?

MS. KLEIN:  Yes.

MR. RUBENSTEIN:  Where do we see cost control in the corporate scorecard?  What metric would I see cost control?  Sorry, key performance indicator, I think is the language you used.

MS. KLEIN:  Embedded in net income is prudent management of operating expenses.  So net income is one of those metrics that includes underneath it certain aspects like cost control and efficiency.

MR. RUBENSTEIN:  What about for your capital program?

MS. KLEIN:  Our capital program would also have elements of efficiency embedded into it.  Certainly with respect to -- I think I was having a discussion with Mr. Stephenson earlier about the way in which there are numerous checks and balances for ensuring that we are delivering a capital program cost-effectively, as well as in accordance with the plan.

MR. RUBENSTEIN:  Sorry, can you show me which metrics deal with cost control, cost efficiency, whatever language you want to use?

MS. KLEIN:  Again, on the corporate scorecard level, net income is going to be the general one that will embed that.

I mean, every KPI at our corporate level certainly incorporates productivity to some extent, in terms of the operation of the program.  For example -- and I don't believe this is every utility's practice, at least I understand that, anecdotally, we set targets at the beginning of the year, and our practice is not to reopen them, because unexpected things happen.

So for example, we don't adjust the targets because unexpected costs pop up, so that drives us to find productivity savings in any given year throughout all aspects of the program and in terms of achieving those key performance indicators.

MR. RUBENSTEIN:  We were just having a discussion about the cost-control metrics you are proposing in this plan, and I think, as I understood the evidence was they're better than the previous cost-control measures, and the last plan is because they're showing unit costs or a dollar of -- what does it cost to do a unit of work.  Correct?  These are better to show efficiency and cost control.  Right?

MR. HIGGINS:  That's correct.

MR. RUBENSTEIN:  I don't see that on the corporate scorecard.  You don't have any metrics like that.

MS. KLEIN:  So we track our productivity through a number of operational processes.  Throughout the evidence there are numerous examples of our success in the search for savings, and Mr. Higgins referenced a number of those.

As I mentioned, the results of that find their way into the corporate scorecard on the operational side through net income.  We demonstrate the results of our productivity through other outputs, such as our unit cost benchmarking, for example.

MR. RUBENSTEIN:  But the results of the unit cost benchmarking, you don't feed those into -- they're not KPI?

MS. KLEIN:  They're not a corporate KPI, no.

MR. RUBENSTEIN:  And as I understand with respect to the capital plan, when I look at the scorecard we have in 2018, the one-year distribution system plan investment and then the five-year CIR distribution system plan investment, and then 2019, the last year of the plan, you just had the five-year CIR distribution system plan investment?

MS. KLEIN:  Correct, because it was the last year of the plan.

MR. RUBENSTEIN:  And as I understand how you went -- and we asked you about exactly what are those -- how do you calculate those.  I understand the numbers, and you provided them in response to JTC3.27 on page 79 and 80.

You explained that there are some -- you are essentially pulling out some aspects that were externally driven, I believe, that is not included in those numbers.  Correct?

MS. KLEIN:  We removed the items that were in that externally driven external and variance account, correct.

MR. RUBENSTEIN:  Am I correct it is a capital expenditure number, correct?

MS. KLEIN:  It is a capital expenditure number, yes, it is measuring our progress relative to the plan.

MR. RUBENSTEIN:  You would agree with me for ratemaking purposes and what ultimately the customers pay, they don't pay capital expenditures.  They pay in-service additions, correct?

MS. KLEIN:  Yes.

MR. RUBENSTEIN:  So why would you not have in-service additions on the scorecard?

MS. KLEIN:  We do track in-service additions, and it is something we have been working on refining our capability of in the last several years.

MR. RUBENSTEIN:  But why would you not put it on the scorecard?

MS. KLEIN:  I think the art and science of a corporate scorecard is we're trying to break down what the company does into its simplest components, our four pillars of operations, people, financial, and customer.  And then each year the task is to choose what is essentially a handful of metrics that spread across these four pillars and unite hundreds of employees towards the same objective.

The cap ex measure is an understandable expression of a capital program at a high level that assists in a uniting our employees with respect to working the plan, and that is essentially why we have chosen it over time.

As I have mentioned, we do track in-service additions.  While it does not appear at the top level of the pyramid in the corporate scorecard, it is part of the overall system that we use and it is something that we have been developing better capabilities on over time.

MR. RUBENSTEIN:  Can you tell me why you can't, using your language, unite the employees around in-service additions?

MS. KLEIN:  I'm not saying we can't.  I am just giving you an understanding of what we have done and why we think it is appropriate.  One of the difficulties or the nuances, I should say, with in-service additions is it is fundamentally a ratemaking and a financial concept.

And it is -- one of the aspects of it is that much of our work spans multiple years, and so work that is done this year, you might not see in an in-service addition until next year or the year after, whereas the capital expenditure gives us a snapshot on an annual basis.

We do look at corporate performance on an annual basis; we of course look at it over time.  So there is a degree of symmetry there. You know, again, that is the reason why we've done it.

The in-service additions is something that we recognize the value of.  We track it through the CRRRVA and we do also track it internally at the company.

MR. RUBENSTEIN:  So we asked you at page 71, JTC3.26, essentially is the 2020 scorecard going to look similar to the 2019 scorecard.  Your response is essentially, well, we don't know.  It's not 2020.

MS. KLEIN:  I'm sorry I'm having trouble hearing you. I apologize.

MR. RUBENSTEIN:  Sorry.  We asked you in JTC3.26 to confirm whether in 2020 in the CIR plan, the corporate scorecard will contain similar metrics of whether there is a plan that they will change materially.

Your response, Toronto Hydro's response is they can't speculate on the content of the future scorecards because they haven't been developed.

So I want to understand, recognizing that, but also recognizing that the scorecard metrics drives employee performance, will you look at -- is the expectation, if the Board approves this plan, that the scorecard that drives employee performance will look similar to the 2018-2019 scorecards?

MS. KLEIN:  When you say the Board approves a plan, you mean this Board, I assume?

MR. RUBENSTEIN:  Yes.

MS. KLEIN:  Yes, okay, thank you.  So I think I have two things to say about that.

The first is that if you look at our scorecards historically and you did include the interrogatory that has that -- let me just reference it.  One moment, please.  That would be 1B SEC 8, and it doesn't need to be pulled up, but just so we're on the same page.

You will see that there is a fair degree of continuity for our scorecards over time.  There are some changes in the metrics, but we also see a mum of the metrics have continuity.

So sitting here now, there's no reason to think that that approach would change in the future.  That being said, it is our board that sets our corporate scorecard and the metrics associated with that.

That is an annual process they undertake, so I can't speculate as to what the decisions will be around that.

I would also say the second thing is that there is a high degree of alignment that I see between our corporate scorecard and the regulatory scorecard that we report on.

If I look, for example, at our 2019 scorecard -- so just referring to that same interrogatory at 1B SEC 8, 
-- I see that five out of nine of the metrics one here are metrics or subsets of metrics that are on the OEB's scorecard, and the other four align with the categories of the electricity distributor scorecard and the RRF outcomes.

So again, I can't speculate on the future, and that is what this IR response is intended to say.  But if the past is any indication, we expect to see a degree of continuity going forward.

MR. RUBENSTEIN:  In the discussions you had with Ms. Girvan, she asked you, if you recall, if you were familiar with the government's objective to lower electricity rates by 12 percent.  I think you said you did.

MS. KLEIN:  Yes.

MR. RUBENSTEIN:  Like at a high level.

MS. KLEIN:  Yes.

MR. RUBENSTEIN:  Tell me how your proposal is contributing to that goal.

MS. KLEIN:  Certainly one of the government's objectives -- and I know it is no longer called the Fair Hydro Plan; there is a new plan.  But a stated objective is rates be kept at inflation.

Our net rate increase in this case is less than 1.1 percent for the average residential customer.

So I would say that what we are proposing here is certainly within some of the stated objectives from a policy perspective, and a price perspective.

MR. RUBENSTEIN:  It's increasing.

MS. KLEIN:  It is less than inflation, though.  It is less than that stated objective.

MR. RUBENSTEIN:  If you include the riders, correct?

MS. KLEIN:  That's what the customers pay, yes.

MR. RUBENSTEIN:  And some of those riders reflect amounts that they, in essence, overpaid previously, correct?  For example, the CRRRVA.

MS. KLEIN:  Yes.  There is a ratepayer protection, absolutely, asymmetrically to provide customers the cumulative under-spend that would have occurred in the plan, which they would receive back with interest.

MR. RUBENSTEIN:  So an amount that was built into rates that ultimately you didn't spend?

MS. KLEIN:  It is the nature of deferral and variance accounts, and that is of course why we have them.  There is always some -- not always, but in some cases there is time lags around certain aspects of rates and ratemaking.

MR. RUBENSTEIN:  Just stepping back on the application, and I think we've listened to a lot of the discussion over the last two weeks, the main driver of the application is the capital plan, correct?

MS. KLEIN:  The capital plan is a very significant aspect of our plan, of course.  There's also the other side, which is our operations.

MR. RUBENSTEIN:  But the capital plan is what is driving why you need a custom IR.  All of the things you talked about the needs of the system are capital related needs, correct?

MS. KLEIN:  Yes.  The needs of the system and the expectations and needs of our customers are certainly what led to the capital plan, and then the capital plan helps inform what ratemaking approach is going to be appropriate for us.

MR. RUBENSTEIN:  I think what we got from the customer engagement, and I think is embedded in a number of things in the application is customers prioritize price and reliability.  Correct?

MS. KLEIN:  Price, safety and reliability are the top three things that customers prioritize, from my understanding.

MR. RUBENSTEIN:  But the top two are price and reliability, correct?  Mr. Lyle, that what your evidence showed?

MR. LYLE:  Yes.

MR. RUBENSTEIN:  And as I understand what customers are getting with respect to reliability is that the plan was designed to reach, at a high level, a rate impact that would maintain system reliability.  Correct?

MS. KLEIN:  The overarching objective is to maintain system reliability for those who are experiencing average reliability, and to have targeted improvements for those who are below average reliability or who have special reliability needs.

MR. RUBENSTEIN:  I assume the converse of that is customers who have better reliability may see a decrease.  If system reliability is being maintained and some are getting an improvement, some must be getting a reduction in their reliability.

MS. KLEIN:  I am not an engineer and I don't know how to comment on that.  I can say we're not going to go out and replace some equipment that is working well with equipment that is not working as well to lower the reliability.  So that is all my comment.  I would leave that for the engineers.

MR. RUBENSTEIN:  I accept that.  But just mathematically speaking at a high level, if some customers are getting the benefit and the system reliability is roughly maintaining, then there will be -- I'm not saying a material degradation, but there would have to be some at least small degradation to the rest of the customers, or some component.

MR. HIGGINS:  I think you will probably recall from the custom scorecard we also have two sort of proxies, or as close as we can get to customer-specific reliability measures at this time.  We call them FESI, but it is feeders experiencing sustained interruptions.

And those measures for FESI 7 were looking to continue to improve, and what that mean is over the course of the plan there will be -- hopefully, you know, with what the plan proposed, there will be a lower number of feeders with seven or more interruptions per year. And there is an equivalent key account measure for FESI 6.

And so the reason I bring that up is because while we're holing the averages steady, the manner in which we prioritize our investments using various risk-based analyses and historical reliability performances that we go after the worst of the worst feeders, in terms of those that are already experiencing multiple interruptions and those that are most likely to experience a large number of interruptions.

And so the idea is, we're ultimately managing performance for those customers who are most at risk of experiencing poor performance, and then the remainder of the performance is driven by a number of other factors that appear in the system average indices.

MR. RUBENSTEIN:  And if we go to JTC4.6 -- you can pull this up if you want -- this was the bill impact table.  And I understand this is not the latest version, but generally the update, they're materially similar -- there's no material differences.  Correct?

[Witness panel confers]

MR. SEAL:  They are different.  But, yeah, I don't think they're materially different, especially for the residential class.

MR. RUBENSTEIN:  So just to repeat what you said to me with respect to the plan, you're asking this Board to approve through the plan a revenue requirement essentially the money you need to maintain system reliability and do a few targeted improvements.  Correct?

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  And the money that you need is recovered through rates.  Correct?  Ultimately.

MR. HIGGINS:  I apologize, can you repeat that?

MR. RUBENSTEIN:  The money you need and the money that the Board approves is ultimately recovered by way of rates that customers pay.

MR. HIGGINS:  That's correct.

MR. RUBENSTEIN:  And it is specifically through their distribution -- base distribution rates.  Correct?

MR. HIGGINS:  That's correct.

MR. RUBENSTEIN:  And what we see depending on the class, if I look at the '20 to 2024 numbers on this table, and what we see is it is a 3 percent base distribution rate increase on average for residential customers, and then it increases and some customers are paying up to 3.5 percent, so for GS under 50 3.4 percent.  For GS over 50.  Do you see that?

MR. HIGGINS:  Yes.

MR. RUBENSTEIN:  And if we use the Board's current inflation number of 1.2 percent, we're talking about a rate increase of base distribution rates of either two and a half times or maybe even close to 3 percent of inflation.  Correct?

MR. SEAL:  I mean, the values are what the values are.  The three and a half percent.

MR. RUBENSTEIN:  And the Board's inflation rate is 1.2 percent?

MR. SEAL:  That is the current inflation rate used for the I factor, yes.

MR. RUBENSTEIN:  So the message to customers is, your rates are going to go up 2.5 times the Board's inflation factor.  Or maybe more.  But there will be no system reliability benefits.  Correct?  That is the message?

MS. KLEIN:  I wouldn't characterize it as no system reliability benefits.  And panel 1 spoke at length about this, and I won't even try to summarize that evidence.

But panel 1, I believe, also articulated that a number of the investments in this case are driven by other things that customers value, such as safety, such as service, so there are a number of investments, including in the renewal category, that while they don't have large contributions to reliability they are critical and urgent investments that have contributions to other outcomes that customers value.

And then again on reliability, I wouldn't quite say that nothing is happening on reliability, because of course underneath large averages are some pockets and details that we are ensuring are being addressed.

MR. RUBENSTEIN:  But for the average customer, price and reliability are their top two priorities.  They're going to pay two and a half depending on the customer class, three times the Board's inflation number, but they're going to get no benefit in system reliability.  Correct?

MR. HIGGINS:  So I think Ms. Klein just spoke to, there are a number of drivers of need in this plan.  So the reliability component has been calibrated through the pacing of investment and the balance between different programs to target a sustainment -- a sustainment measure on the system-wide averages.

But in terms of what else is driving that rate increase, when we set the strategic parameters which were in part based on customer engagement but also based on an assessment of the needs of the system from the bottom-up, there were other major challenges which Mr. Lyberogiannis spoke to, which includes the PCBs issue, which includes safety with respect to critical civil infrastructure, such as cable chambers which are deteriorating.

And so I think if you were to examine the distribution system plan evidence, there is a number of data points in there that demonstrate how pacing of investment has been set in order to ensure that we meet all of our obligations, that the system stays safe for the public as well as our employees, and that we deal with environmental risks and obsolescence considerations and various things that drive inefficiencies in the system over time as the system ages.

MR. RUBENSTEIN:  So is your answer essentially that is what it costs to maintain system reliability, two and a half, three times?

MR. HIGGINS:  That is what it costs to maintain system reliability and meet the host of other critical objectives that drive cost at a distribution utility in our situation.

MR. RUBENSTEIN:  So rates that are two and a half, three times inflation, that -- with no system reliability benefits, it is value from -- customers are getting their value for money?

MR. HIGGINS:  I don't think I accept the premise that there is no system reliability improvements.  We are making targeted improvements.  Not just in the FESI aspect, but there is also, as we discussed with customers in the customer engagement workbook, areas such as rear lot where the experience of customers is typically much worse when outages do happen.

And so we're going after those areas that are the worst of the worst and have the biggest challenges.  These problems, such as rear lot, are multi -- are multi-distribution system plan issues.  They take a long time to execute, and so part of this is just keeping up with those needs that we face, not just over this term but over the long-term as well.

MR. RUBENSTEIN:  Thank you very much, panel.  Those are my questions.

MS. ANDERSON:  Thank you.  That clock -- my phone here says it is eight minutes to.  So -- and I think, Mr. Hann, first of all, I think you did volunteer to go ahead.  I think we have run out of time today.

The other question I had for you is, have I been mispronouncing your name the whole time.  Could you pronounce it for us?

MR. HANN:  Madam Chair, you have been pronouncing it correctly.  It is Hann.

MS. ANDERSON:  Hann.  Okay.  Thank you.  I apologize if I haven't.

So we will go back to the order that we were, I guess, looking at.  Ms. Ing is looking at the schedule.  We have asked her to send out three days' worth of the hearing.  Particularly I note that we've got some people coming in externally, and, you know, with people flying in we do want to make sure that if -- if you are scheduled to go in next day, make sure you are prepared to move forward by -- to the -- to an afternoon.  You know what I am trying to say.  I am not saying it well.  It obviously must be late in the day.  But we need to be flexible so that we appropriately use the time of the people flying in.

And so because Ms. Ing is doing the three-year (sic), we really want to get accurate updates of your times so that we've got the right scheduling, because we did -- we were looking at it over the break and wondering whether we needed to move PSE up at all, and so we need to get those accurate forecasts.  So I wasn't sure if that was even a possibility if that happened.

MR. STERNBERG:  Can I just ask a time of question of when we might see the most up-to-date schedule, just because we will be coordinating logistics with folks flying in who may need to be travelling tomorrow.

MS. ANDERSON:  And I know Ms. Ing generally tries to get it out in the evening, and I am seeing the nods of yes, so we will try to get it out tonight.  And hopefully -- but please, everyone get your time updates to her so that we can get an accurate schedule.

And I believe with that, we will be back Thursday.  That's our 9:30.  It is still our 9:30 start.  There is one morning we're going to start a little late.  But, yes.  Thursday at 9:30.  Okay, thank you.
--- Whereupon the hearing adjourned at 4:54 p.m.
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