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Wednesday, August 7, 2019
--- On commencing at 9:36 a.m.

DR. ELSAYED:  Good morning, welcome, everyone.  My name is Emad Elsayed.  I'll be presiding over this proceeding.  With me are Board members Lynne Anderson, to my right and Michael Janigan to my left.

Alectra filed an IRM application with OEB on May 28th, 2019, which included a proposal for additional capital funding, which it called the M factor.  The focus of today's presentation is on the M factor proposal and related elements, such as distribution system plan and the related deferral accounts.  We have asked Alectra to limit the presentation to those elements.

The objective of the presentation is to provide an opportunity for the OEB Panel to ask clarifying questions.  As explained in our letter of July 26th, OEB Staff and intervenors will have an opportunity to ask questions during the discovery process.  The presentation will be transcribed.

So before I turn it over to Alectra -- and for the record I would first ask OEB Staff and intervenor representatives who are present here to introduce themselves.
Appearances:


MS. WONG:  Good morning, everyone.  My name is Catherine Wong.  I am the case manager of Alectra Utilities' 2020 rate application and part of the OEB's incentive resetting and accounting department.

MR. WANG:  Good morning, everyone.  My name is Jerry Wang.  I am part of the incentive rate-setting group.

MR. MURRAY:  Lawren Murray, legal counsel, OEB Staff.

MR. GAPIC:  Dan Gapic, manager of incentive rate-setting and accounting.

MR. SHARE:  Alex Share, project advisor, incentive rate-setting and accounting.

MS. RAHIMTOOLA:  Batul Rahimtoola, CA on the case, from the Board Secretary's office.

MS. ING:  Good morning, Lilian Ing, hearings advisor for Registrar's office.

MR. RICHMOND:  Good morning, Mike Richmond from McMillan on behalf of Max Aicher.

MR. SHEPHERD:  Jay Shepherd, School Energy Coalition.

MR. GARNER:  Mark Garner for the Vulnerable Energy Consumers Coalition.

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

MR. LADANYI:  Good morning, Tom Ladanyi.  I am consultant for Energy Probe.

MR. McGILLIVRAY:  Good morning, Jonathan McGillivray for the proposed intervenor, the Distributed Resource Coalition.  I'm not joined today by my colleague, Lisa DeMarco, who will normally be appearing alongside me.

DR. ELSAYED:  Okay.  I will now turn it over to Alectra to introduce their team and start the presentation, please.

MR. MYERS:  Thank you very much, Mr. Chair.  I am Jonathan Myers.  I'm here on behalf of Alectra.  With me is Natalie Yeates, the director of regulatory affairs and reporting, and I will turn it over to Mr. Bentz to introduce himself and the panel.
ALECTRA UTILITIES CORPORATION - PANEL 1

Presentation by Mr. Bentz:
Brian Bentz, 

John Basilio, 

Max Cananzi, 

Indy Butany-DeSouza


MR. BENTZ:  Good morning, everyone, and thank you for meeting us here today, as we begin discussions about Alectra's proposed capital funding mechanism and underlying and consolidated distribution system plan.  I will be providing a high-level overview on a number of important matters, as indicated on the screens.  Others will share additional details.  These include, in order of their presentations, John Basilio, executive vice-president and chief financial officer, who will address the expectations from the MAADs decision and the funding gap that subsequently emerged; Max Cananzi, president, Alectra Utilities Corporation, who will provide an overview of the DSP through which Alectra has identified its capital funding need; and Indy Butany-DeSouza, vice-president, regulatory affairs, Alectra Utilities Corp., who will discuss the M factor.

The OEB asked us to prepare a five-year distribution system plan on a consolidated basis for all of our rate zones.  On the basis of our DSP we are seeking approval for a five-year capital program that combines a prudent mix of grid infrastructure renewal to address outages caused by failing assets, investments to increase resilience to extreme weather events, as well as the installation of new plant to facilitate load growth resulting from new customer connections.

Five years' worth of capital funding that supports Alectra's DSP will allow customers to have rate certainty over the five-year period, will also mitigate future impacts to ratepayers by avoiding the compounding affect of delaying currently needed investments with a looming bubble of capital assets approaching end of life.

We will be discussing some challenges that have occurred as a result of prior regulatory decisions which have confirmed that the OEB's existing mechanisms for obtaining incremental capital funding do not accommodate many of the investments that Alectra must make during the DSP planning period.  As a result, we are dealing with unforeseen financial pressures that will make it impossible for Alectra to fully execute its DSPs.

When municipal owners enter into these kinds of transactions, as you're aware, they do so without certainty that the synergies will in fact be achieved, and they are unable to recover transition, integration, and transaction costs.

In many cases, municipal owners give up control in these types of transactions.  It is very important that there exist reasonable predictability of regulatory outcomes for municipal shareholders entering into LDC merger or acquisition transaction.

We worked exceptionally hard to deliver the synergistic benefits arising from combining Alectra's four predecessor utilities.  We know and fully expect these benefits to be shared between customers and shareholders.

Our concern, however, is that in the absence of a reasonably predictable approach to the treatment of MAADs transactions and in particular recovery of capital over the rebasing deferral period, a certain damping of shareholders' desires to enter into such transactions will occur and there will be no benefits to share between either ratepayers or consumers, and that would be a most unfortunate outcome.

The OEB required Alectra to prepare the five-year consolidated DSP, which Alectra did on the basis of feedback received through an extensive customer engagement process is.  The DSP has identified certain capital expenditure needs, and it would be imprudent for Alectra to not seek the incremental capital funding that supports those investments.

The Alectra merger was built upon a number of important principles that focused on the best interests of our customers.  The expected benefits of the merger have proven to be true.  We are working to achieve synergies across the organization.  Our customer-service levels remain as good as or better than they were pre-merger.  Our workplace safety records are being maintained.  And we are establishing strong links to the communities we serve through our municipal outreach and engagement programs.

As I said earlier, our focus includes investing in the grid to maintain service quality and reliability while being sensitive to the impact that these investments have on customer bills.

Our aim is to deliver outstanding value for our customers.  Alectra was formed on the basis that the merger would provide better value for our customers than continuing to operate as separate utilities, because bringing those four, and now five, utilities together created a opportunity to achieve significant savings.

During the rebasing deferral period those savings allow us to offset the transaction and integration costs associated with the merger, and thereafter those savings will be for the benefit of our customers in perpetuity.

Throughout this period, we must be able to make the investments that are needed to maintain the level of service quality and reliability that our customers demand of us.  That value proposition for Alectra and its customers continues to hold true.

It is important to note that Alectra's rates are relatively low.  And it is our intention to keep -- to continue to keep them as low as possible going forward.  That said, we are facing the need to invest in our grid.  And our plan will maintain relatively low rates for our customers while delivering the reliable service that they have come to depend upon.

Alectra's primary focus is on, one, the expeditious integration of the merged companies operationally, and in planning capital investments across our service territory.  And two, this focus will enable us to maintain acceptable levels of service quality and reliability for our customers through ongoing investment in the distribution system.

The regulated distribution business at a glance serves more than one million homes and businesses across 17 communities, dispersed as far north as Penetanguishene, down through Barrie, Aurora, Vaughan, Markham, Mississauga, swinging out around the golden horseshoe to Guelph and through to Hamilton and St. Catharines.

Alectra is managing approximately $4.9 billion in assets, and we serve approximately 26 percent of the homes and businesses in Ontario.

Our system renewal needs are increasing.  It is important to note that the approximately two-thirds of our system is underground, and a high percentage of those assets are at or past their useful life expectancy.

We are experiencing an unacceptable number of outages caused by equipment failures on our system, and this trend will worsen if we don't begin to address it now through capital spending on asset renewal.  In fact, approximately 45 percent of our unplanned outages are caused by defective equipment.

Aging assets, combined with the destructive impacts and frequently occurring severe weather events on our overhead plant and significant growth in a number of the communities that we serve underscore the need for this five-year capital plan.  The plan will provide many customer benefits, including grid hardening to mitigate the damage caused by storms, asset renewal to address outages caused by equipment failures, a new plant to accommodate load growth caused by new customer connections.

Alectra continues to serve its customers well.  We are focussed on keeping costs low, and we are on track for cost reductions as we had promised in the MAADs application.

This application, if approved, will enable Alectra to continue to meet our customer service expectations.  It will enable us to renew and replace aging grid assets that are failing at an unacceptable rate and causing frequent and unnecessary power outages on our system.

Now is the time to begin to address these challenges.  Failing to do so will result in the further deterioration of these assets, more power failures across our service territory, and significant cost increases in the future to address a serious capital deficit situation.  It will allow us to accommodate load growth and additional customer connections.

Finally, it will also fund much needed grid hardening investments that will help to mitigate the impacts of severe weather events, which have been occurring with increasing frequency, as we all know.

That said, this application, and the M factor proposal in particular, has been developed consistent with Alectra's priorities, which are customer service, reliability, safety, and the drive to keep customer bills as low as possible.  We know that these are the priorities of the OEB as well.

I'd like to turn things over to John Basilio now, and he will further elaborate on some of the challenges that Alectra is experiencing which underlie the need for the proposed capital funding mechanism.

DR. ELSAYED:  Just before we do that, I forgot to mention that we should probably give your slide deck an exhibit number to become part of the record, if we can.

MR. MURRAY:  I will mark that as KP1.1.
EXHIBIT NO. KP1.1:  PRESENTATION SLIDE DECK


DR. ELSAYED:  Sorry Mr. Basilio, continue, please.
Presentation by Mr. Basilio:


MR. BASILIO:  Good morning, Panel.  In 2016, I was pleased to be part of the leadership team presenting a very exciting transaction to the Board regarding the merger of four large urban distributors that continue in Alectra.

Underpinning the economic viability and rationale of the transaction was the newly-minted report of the Board regarding rate making associated with distributor consolidations.  I am referring to EB-2014-0138, dated March 26th, 2015.

Customer benefits would flow from an estimated 50.5 million annual reduction in costs, about 14 percent of the consolidated OM&A base of the four consolidating distributors.  And that would translate into about $69 million of revenue requirement reduction relative to the status quo of not merging, post-rebasing deferral period.

The OEB decision on the Alectra MAADs -- and I am referring to EB-2016-0025 and 0360 -- reference benefits reviewed and tested in great detail, and I can certainly attest to the fact that they were tested in great detail during the proceeding.  A present value of over $400 million in customer revenue savings based on the merger synergy is expected to be generated.

The Alectra team in that proceeding asserted this to be an outcome that favoured customers 2 to 1 over the present value of net savings after transition costs that would flow through Alectra earnings during the rebasing deferral period.

Additionally, of the 400 million in customer revenue benefits, approximately 100 million of that on a present value basis would be realized within the rebasing deferral period as a result of the four utilities not otherwise filing cost of service applications during that period.

In its decision, the Board did not impose any special conditions or parameters to approve the merger, and shareholders subsequently approved the transaction on that basis.  As Brian said, Alectra is well on its way towards delivering those cost reduction benefits.

Alectra's shareholders relied on the two principle consolidation incentives in the 2015 MAADs report, both tested and supported in the OEB MAADs decision.

Firstly, a ten-year maximum rebasing deferral period that, based on the MAADs report, was extended to address distributor concerns regarding merger cost recovery and reasonable savings retention for shareholders as consideration for the risk of the merger.

The explicit intention of the extended rebasing deferral was to reduce risk in a MAADs transaction.  The OEB included an earnings sharing mechanism that served as a threshold test for excessive earnings that might be shared with customers during the rebasing deferral period, the latter five years of the deferral period, should those threshold tests be met.

Subject to price cap IR and ICM adjustments, it was the reasonable expectation of Alectra that base rates would effectively be unadjusted during the rebasing deferral period.

Alectra's shareholders also relied on ICM, as articulated in the MAADs policy, for normal and expected capital investments, and the normal and expected was an important enhancement at that time in the policy.

The OEB policy explicitly articulated the intention of ICM to address distributor concerns over capital investment during a deferred rebasing period which may encourage consolidation efforts.  And certainly in our case, its encouraged that.

It was identified in the OEB decision, based on Alectra projections tested through that proceeding, that ICM filings were expected each year for each rate zone under price cap IR during the deferred rebasing period, with forecasted ICM revenue at that time of 168.4 million and associated aggregate capital investment of approximately 588 million, or about 60 million a year throughout the ten-year rebasing period.

Considering the totality of the merger savings,  customer benefits, and ongoing ICM expectations based on policy parameters tested and embedded in forecasts, the OEB found in favour of the no-harm test with elaboration that customers, and I quote, "will in fact be better off and will likely benefit from the enduring benefits of scale in the long term."


So this was obviously a balanced transaction, balancing a variety of things, but certainly providing customers with reliable service at the lowest possible cost, providing incremental financing for normal and expected capital investments through the deferred rebasing period in support of sustainable customer service, and addressing transaction risks and providing incentives to shareholders that fully bear the significant transaction costs and risks.

The last two rate decisions since the MAADs decision are causing Alectra grave concern that this transaction is now out of balance with respect to the means to provide the ongoing and incremental financing expected under the MAADs policy in the Alectra MAADs decision.  Ultimately, financing to deliver necessary capital investment that is reasonably considered normal and expected through the deferred rebasing period, again, with such expectations for ICM capital clearly and transparently articulated in the MAADs proceeding.

Our experience in the first two distribution rate-setting applications has not been consistent with those expectations, and this is illustrated in the chart.

Due to specific restrictions on the type of investments that post-MAADs Board panels have determined can be funded through the incremental capital module, Alectra is falling behind on the capital investments needed to maintain its distribution system.  Mr. Cananzi will elaborate this further, but the result of that lack of funding is an increasing backlog of important investments in our system and declining reliability expectations for our customers, a condition that will persist and deteriorate if the trend in the table continues.

The table in this slide provides a summary of the 2018 and 2019 rate application outcomes relative to incremental capital needs based on the 2018 decision where, firstly, the Board panel denied funding for projects under 1.5 million due to an unexpected and new imposed project materiality threshold; and, two, the Board panel denied funding for projects that were considered to be part of typical annual capital programs, and I quote -- that's a quote -- "typical annual capital programs."

This resulted in the denial of funding for projects between 1 million and 2.6 million.  I am not sure why there should be any carve-out for capital that is clearly normal and expected.  And how does typical differentiate from the phrase "normal and expected"?

This new and unexpected approach taken in the 2018 decision is, in our view, out of step with the evidence reviewed and tested during the MAADs proceeding that clearly articulated thresholds and equations relied upon for ICM as part of the merger transaction.  It was clear in the MAADs proceeding and the Board's decision in that proceeding that ICM was a material concern to the viability of the transaction.  Again, no special conditions were imposed by the Board panel at that time specifically with respect to ICM materiality thresholds.

Additionally, and as a result of somewhat surprising intervention with respect to a matter of inconsequential accounting conformance that naturally results from any merger transaction, the Board resolved to consider what is tantamount to a micro-rebasing of an isolated issue regarding a change in estimate of costs subject to capitalization.

The implied outcome was that a non-cash reallocation of costs from operating to capital should be rebased, effectively rebased, through variance accounts for settlement with customers, since the reallocation purportedly improves income.

I can assure you as the CFO capital additions are financed through cash, not income, and the two are not necessarily the same thing.  This variance account construct reduces cash expectations through the rebasing deferral period, and as you can see in the chart through the remaining years that's about $40 million.

In our view, this approach clearly transgresses the notion of rebasing deferral, as this is the direct and expected consequence of a merger transaction.  And we are obviously concerned as to what might happen next with respect to that principle of rebasing deferral.

I have to wonder whether this would have been an issue at all had the impact identified in intervention gone the other way, to have potential adverse impact to customers.

In fairness, if fairness in terms of an excess benefit during the rebasing deferral was the concern in this matter, was that concern not already addressed through the ESM component of the deferred rebasing period?  Consider that, and please refer to the table.  Since the time Alectra merged, the Board has imposed monthly billing and other customer-service rules changes that have been a grind on LDC cash flows that cannot be rebased, in Alectra's case, until 2027.  These were not considered alongside the isolated accounting matter.  Consider that monthly billing costs -- and that's not in the chart -- are costing Alectra incremental $5 million a year in addition to what is in the chart.
As a consequence of these conditions there is $95 million of cash-flow erosion that is virtually impossible to mitigate considering the cost action already being taken as a result of the merger for the benefit of customers at the end of the merger rebasing deferral period.

If the Board is going to consider rebasing isolated issues in a deferral period, we suggest that it should do so balancing for other environmental changes outside the control of a distributor in that period.  Otherwise there should be a harder line not to effectively adjust base rates in the deferral period and rely on the ESM as the balancing mechanism, which was our expectation based on the MAADs policy and the MAADs decision.

We are imminently filing our final reply submission on this accounting matter, and hope that the Board will review this as part of the 2020 proceeding in the interests of its implication to the rebasing deferral policy and, more importantly, our concerns with respect to financing incremental capital through this period.

All of this is meant to highlight our concerns regarding confidently being able to finance normal and expected capital growth through the deferred rebasing period, growth that is now articulated in the first comprehensive Alectra DSP, growth that is necessary to support meeting our customer needs and expectations for a safe, reliable, and efficient distribution system.

Distribution system plans, as I'm sure everyone is aware, they are not five one-year plans, they are comprehensive plans through a time horizon that involves considerable planning, prioritization, and sequencing.

Continuing with the application approach of the last two years, that treats annual capital requirements as discrete from broader planning horizons, introduces a high level of execution and financing risk for Alectra, particularly considering the outcomes of the two prior years' rate applications.

For this reason we are proposing the M factor, which matches the duration of the funding request to the planned horizon of the DSP.

We hope that this application will be received and adjudicated in a manner that restores the balance previously -- earlier articulated, a balance articulated in the MAADs policy, and a balance articulated in our MAADs decision.

With that, I will turn it over to Mr. Cananzi to provide an overview of the DSP.
Presentation by Mr. Cananzi:


MR. CANANZI:  Good morning, Panel.  I will be reviewing Alectra's distribution system plan, as it is central to the M factor application.

The filed 2020-2024 Distribution System Plan represents Alectra's first integrated distribution plan across Alectra's entire service territory.  The conclusion of this plan and associated analysis demonstrates that the level of investment required for Alectra's distribution assets is materially above current base rates.  In addition, this application presents a critical juncture for Alectra to appropriately deal with the renewal of certain identified assets due to their deteriorated condition and customer-service levels experienced.

I hope to establish through my presentation the criticality of addressing these real customer needs in terms of system reliability and system renewal.  Time is of the essence.  In fact, throughout this process we have maintained customers' needs and priorities at the forefront, and we have attempted to balance the customers' interest in all of our communities within the changing regulatory framework to the best of our abilities.  We want to -- in fact we need to work together to solve our funding deficiencies.

When Ms. Indy Butany-DeSouza was briefing us on this application and some of the information that was coming out as a result of the work with our DSP, it became abundantly clear to all three of us here that we needed to be here to address the Panel because of the importance of this application and what it represents.

We are concerned that if this application is not successful in addressing the reliability and renewal needs of the system, it will put us on an unsound footing, as the funding gap will only continue to increase, making future applications increasingly more expensive for customers while exposing them to unreasonable and avoidable service interruptions, and as we have seen in certain situations, seriously impact the quality of life for local families and businesses.

The next few slides I will speak to the process that Alectra undertook with customers.  Alectra followed a four-step process to develop its DSP.  Customer impact was sought and incorporated right from the start and along the way to finalize our plan.

Step one involved customer needs and priorities.  Before investments were identified, Alectra Utilities engaged customers to understand their needs and preferences for outcomes.

Step two, identifying options based on customer needs, preferences and other corporate objectives, Alectra Utilities identified potential capital investments for the 2020-2024 period.

Step three, customer preferences and investment trade-offs were performed, and Alectra Utilities returned to customers to assess their preferences between potential investments and outcomes.

And finally, step four, the finalization of the DSP.  Alectra Utilities finalized the DSP adjusting the pace of investments and deferring certain projects based on those customer preferences.

In summary, the initial customer feedback in 2018 resulted in customers asking us to invest more to deal with reliability concerns.

In 2019, once we returned with details of those projects, customers continued to support elevated levels of investment above historical, but less than originally proposed by considering trade-offs.  We incorporated this feedback in our final plan, and I will walk you through the process we followed.

2018 consultation needs and priorities.  In mid-2018, Alectra engaged customers in the objective of determining the needs and priorities of customers, important for us to determine what was front of mind for customers as we started this process.

While price and reliability were identified to be customers' top priorities, not surprisingly, we found that it is important that distribution rates be reasonable, but it is also important to maintain reliability.  And for large customers, reliability in some cases was a higher priority than price.

Reducing the impact of outages due to adverse weather was also important to customers.  Customers ranked mitigating weather-related reliability as a top priority.  Investment in reliability was deemed to be appropriate.  Customers are generally willing to consider paying more to maintain a reliable system.

These needs and preferences were a foundation of the DSP.  In particular, commercial customers are very sensitive to declining reliability and power quality, and they were very supportive of the utility investing in these areas.

Next, we evaluated the potential capital investments that Alectra could make to respond to those customer needs and preferences.  This, identified by the blocks encircled in the red oval, we did not start with a slate of investments based on prior years' capital expenditures.  This was a bottom-up process to identify options to address our customers' needs.

It is important to note that at this stage of the process we did not attempt to prioritize investments.  This part of the process was to ensure that we were identifying work that responded to the issues facing customers, and the system in general.

As we'll discuss in a few minutes, declining reliability was one of the most pressing issues for our customers and the performance of our system.  So we focussed on identifying investments that would address the negative reliability trends.

We focussed, in particular, in identifying investments in areas and types of assets where customer reliability has been poor or worsening.  Of course, we also worked hard to find lower-cost solutions in an effort to keep the costs of the plan as low as possible, while achieving the outcomes that customers expected.  That was an ongoing element of the process.

Once presented with the investment options, customers told us to invest more than the current level of spend.  Customers' feedback presented itself in three major categories:  One, invest in assets that serve customers.  Customers strongly support investment in the distribution system, such as underground and overhead renewal, monitoring and control equipment, and other distribution assets.

Number two, invest to support growth.  A majority of customers supported investments in other core assets, such as system expansion responding to intensification and increasing capacity.

And, three, divided support on some investments.  Customers were divided on investments in general plant, innovation, and the replacement of less secure smart meters.

In response to customer preferences, Alectra Utilities deferred or reduced investments in six areas, and accelerated investments in underground asset renewal, and that impact of these and other adjustments was a net CAPEX reduction of 17.5 million.

The priority of investments that best addressed customer preferences and investment trade-offs was compiled with the assistance of Copperleaf C55.  Copperleaf C55 is an internationally recognized software application that allows utilities a value-based analytics approach in a robust, repeatable, transparent and data-driven way, enabling decisions for all investment needs.  It allows utilities to pace the sustained investments of the asset base, the growth opportunities, and the emergent needs.  It is an enterprise-wide solution that delivers a single source of the truth for organizations to effectively manage their data, their risk, and collaborate to discover optimal investment approaches.

Risk associated with safety, environmental challenges, and the ability to meet compliance requirements must be addressed, and these investments are provided for.

The tool is used by some of the largest utilities, such as Southern California Edison, National Grid, and Salt River Project.  Closer to home, this tool has been adopted by Hydro-Québec, Hydro One, Manitoba Hydro, and Fortis B.C., to name a few.

As a result of the customer consultation process that Alectra followed, the following priorities areas were identified as focus areas for investment during the 2020-2024 period.

One, underground renewal, preventing further decline in reliability due to deteriorating underground assets.

Two, overhead renewal, enhancing the resilience of its overhead system to adverse weather events.

Three, development and intensification, responding to anticipated needs in areas of new greenfield development and urban redevelopment and intensification.

Four, utilization of existing legacy distribution systems establishing additional linkages between legacy distribution systems and balancing loads across its entire service area so to mitigate the need for system expansions.

Five, mitigating the need to rebuild or construct new stations by enhancing the use of stations investment.  By enhancing the use of monitoring technologies, investing in oil containment measures, and strategically managing inventory on a consolidated basis, Alectra expects to mitigate the need to rebuild or construct new stations.  This is in order to achieve higher levels of utilization.  We need more data and more information and this achieves that.

The most urgent needs of the DSP are, not surprisingly, perhaps, focussed on reliability.  Over the last five years, Alectra Utilities customers have experienced longer and more frequent power outages.  Relative to 2014, the average number of hours that power to a customer was interrupted in 2014 was 44 percent higher.  If we include major event days for these statistics, the average number of hours that power to a customer was interrupted in 2019 was 30 percent higher.

With regards to major event days, where in the past we would experience one of these in every two or three years, we have experienced these annually multiple times.  Of particular note is that in 2018, we experienced nine major event days.  And of course, major event days include outages that are substantially beyond the normal outage operations and typically include major outage events that are beyond normal design and operational parameters.  Such events typically include wind or ice storms.

In developing the DSP, Alectra Utilities examined the leading causes of controllable outages.  Defective equipment or equipment failure and adverse weather accounted for 78 percent of all customer outages.  Defective equipment accounts for 45 percent of the controllable outages in the distribution system.  The majority of these outages are caused by failing cable, switching assets and overhead equipment, such as poles.  A closer look at the asset condition health index for these assets identifies a large number of assets to be in poor and very poor condition with urgent requirements to be renewed.

System renewal investments include the distribution system plan -- included in the distribution system plan addresses the deteriorated assets that require renewal in order to address the increasing number of outages in our system.

Over the last five years, Alectra Utilities and its predecessors have experienced a 5 percent average annual increase in customer hours of interruptions due to defective equipment.  Relative to 2014, the number of customer interruptions due to defective equipment was 14 percent higher than in 2014.

As previously stated, Alectra Utilities has experienced declining levels of reliability, both in terms of frequency and duration of outages, which are unacceptable to the company and its customers.  The leading cause of this trend is defective equipment, specifically failures of underground direct buried and cabled accessories.

Mitigating such reliability in customer impacts through the renewal of deteriorated underground systems is a key focus for the DSP and represents approximately 25 percent of the capital expenditure plan.

Alectra Utilities is entering a critical juncture, as I have indicated, as I have spoken previously, as it plans to deal with a period of heightened capital asset renewal as a large population of deteriorating assets are reaching their end of life.

The above graph shows Alectra's existing population of underground cable assets.  The first generation of underground cable technology was installed in the early 1960s, coincident with the start of large-scale municipal growth and expansion.

Alectra and its predecessors have been renewing the oldest cables on its system for some time now.  But as you can see from the graph, a significant population of older underground cable assets are still currently in operation that are 60 to 40 years old.

These cables are mostly in very poor condition.  These assets are the first-generation cable technology and are beyond their useful life and, as befitting of the standards of the time, directly buried in the ground, exacerbating their early degradation and making replacement costly and disruptive, as well as contributing to lengthy outages during repair processes.  These cables must be dealt with as a matter of priority and urgency and cannot be deferred.

Municipal growth and expansion continued at an exponential rate during the '70s and really accelerated during the '80s.  This growth was abruptly curtailed in the early 1990s, when a recession hit.  The expansion during this period were mostly all installed as underground assets.  This was and continues to be the standard for greenfield expansion.

This period of high growth resulted in an asset bubble that is proving to be challenging to our available capital resources to effectively renew these assets based on existing rates.  For a number of years now, Alectra and its predecessor companies have been increasing capital spend in underground cable replacement, but it has proven to be challenging and insufficient to keep pace with the continuing aging of the assets due to this asset bubble.

In large part, this is the essence of why ICM applications are incredibly important for Alectra.  Our underground renewal budgets are not in steady state, but rather are increasing exponentially in line with the demographic of our assets, and these underground assets are precisely the kind of assets that have not been able to be addressed in terms of investment.

This is a looming and serious issue to address.  The DSP addresses the replacement of cable in poor or very poor condition in area 1 and partly in area 2, largely XLP cables or cross-link polyethylene cables.  The DSP also addresses some of the remaining population of cables in area 2, installed between 1980 and 1990, that are eligible candidates for cable insulation injection in an effort to extend the life of the cable in this category.

The cable injection technology is a viable mitigation opportunity.  However, it must be performed prior to the point that insulation has not deteriorated beyond rehabilitation, or else injection will not be effective and the only solution is a complete replacement of the cable.

Our DSP identifies that we must replace the cables in area 1 while mitigating and slowing down the rate of degradation in area 2 to lessen the impact on customers both in financial and service terms.

The cost of replacing these underground cables is far above the level that can be funded through Alectra Utilities' base rates.  This investment cannot wait.  Not only is reliability declining due to cables that have already deteriorated, but there is an even larger renewal coming in the horizon due to the significant proportion of cables installed between 1995 and 2010 and onwards.

Alectra needs to get to a sustainable footing in funding for asset renewal.  Meeting these challenges will take successive applications over a decade or more, but the heavy lifting starts now.  If we get this wrong today we will be facing increasingly more challenging decisions in the future.  We cannot afford to snow-plough.  We need to meet our existing issues head-on today.  Consequently, it is imperative that Alectra Utilities address this large population of deteriorated cables as planned over the DSP period.

Over the last five years Alectra has experienced increasing severity and duration of adverse weather outages, coupled with the fact that we have large populations of poles and associated hardware in poor or very poor condition.  These assets are no match for the more severe adverse weather, which include wind and ice storms, that we have continued to experience with increasing frequency.

In the last five years we have seen customer hours of interruption due to adverse weather increase by nearly 375 percent, nearly a four-fold increase in five years.

In order to address public- and worker-safety concerns, as well as reliability needs, Alectra Utilities plans to invest in replacing and remediating overhead assets that are deteriorated or otherwise prone to failure from adverse weather conditions.

A particular focus will be on renewing deteriorated poles that have been identified through the utility's asset condition assessment process as being poor or very poor condition either through reinforcement or replacement.

Reinforcement and/or replacement poles are more resilient to ice and wind loading standards.  Alectra Utilities plans to target a particular population of wood poles in circumstances where they carry four circuits.  This is a scenario that Alectra Utilities has found to be particularly susceptible to failure during storm and high wind events.

In addition to meeting the challenges of our existing and in certain areas deteriorated system, Alectra serves the fastest growing communities in Ontario based largely in the Greater Toronto/Hamilton area and as evidenced by the significant investment in transportation by the province through Metrolinx.

In addition, significant identifiable development projects are occurring in these jurisdictions that bring to the market thousands of acres.  All of the above listed developments are in late-stage design and approval processing.

Alectra Utilities must ensure that its system has sufficient capacity to connect these new customers.  The utility's planned capacity investments are primarily driven by the pace and extent of urban developments in greenfield areas, the intensification and redevelopment of downtown areas, and the need to address specific locations where adequate backup capacity is not available due to the configuration of existing lines.

Principal areas of greenfield expansion include Markham future urban areas, west Vaughan, northwest Brampton, and Stoney Creek in Hamilton.  Areas of intensification and redevelopment include downtown Mississauga, the lakeshore area of Mississauga, Brampton city centre, Vaughan metropolitan centre, and several areas in Hamilton.

In Hamilton the city and Hamilton Port Authority is repurposing 1,000 acres of former industrial land to build high- and medium-density residential and commercial properties.

In Mississauga, the former industrial and oil refinery lands by the waterfront are being repurposed and developed for housing and commercial purposing, adding 306 acres of development land which is proposed to be redeveloped to provide needed housing for 31,000 people and provide 14,000 jobs.

In Mississauga, the Square One area, the heart of the city, construction is currently underway to add high-density residential and commercial space.  Once completed, the 730 acres of development land is planned to house a population of 22,500 people and provide for 12,000 jobs.

Similarly, Vaughan metropolitan centre is advancing, and within the life of this DSP, with 1680 acres of development lands, high-density residential and commercial developments are projected to house a population of 25,000 people and provide 32,000 jobs.

Alectra's DSP has also identified investments that will avoid costly capacity additions and make better utilization of our existing resources.  Alectra Utilities plans to make targeted investments in establishing additional connections between adjacent legacy systems to assist in balancing loads more effectively, thereby enabling it to defer more costly system expansions.

For example, capacity relief at Erindale TS is required, and previously needed a new municipal substation. However, as a result of the planning capital investments on an integrated and system-wide basis, a more prudent option was identified by linking together the predecessor Enersource and Brampton Hydro distribution system resulting in capital savings for mitigating the need to build a new municipal station.

To further increase utilization of these assets, Alectra Utilities plans to focus investment on renewing key equipment that is associated with controlling, monitoring, and protecting core system assets.  Much of this equipment is deteriorated and obsolete, which adversely affects reliability or lacks the ability to transmit key operating information for us to increase better utilization.

In addition, investments in monitoring equipment along with investments in oil spill containment will give rise to significant capital savings by enabling the company to defer station renewal investments that would otherwise be needed.

Monitoring solutions provide operators with more real-time data that can be used to proactively manage performance through maintenance, and also allow more visibility to planners on the condition of the assets to better identify when and where station rebuilds or equipment replacements are necessary.

Spill containment systems enable Alectra Utilities to defer station transformer replacements by operating assets beyond the typical useful life without the risk of environmental contamination in the event of a failure. Alectra Utilities implements a multi-layer passive secondary containment, which uses geo-synthetics materials to contain hydrocarbons that may be spilled.  Such containment technology allows water to flow freely through, but prevents hydrocarbons from escaping into the area.

The DSP produces a relatively consistent level of annual capital investment, ranging roughly between 250 million to just over 300 million.  Alectra utilized -- the use of Copperleaf C55 has allowed the company to prudently optimize its capital investment.  This industry-leading prioritization tool allows the utility to balance the cost and benefits of dissimilar investments, producing a capital investment profile that yields maximum value, is risk-informed, and incorporates financial and non-financial benefits and their attributes.

In conclusion, Alectra Utilities must execute this DSP in its entirety to effectively serve its customers over the 2020-2024 period and beyond.  The DSP proposed to customers was developed to maintain reliability levels.  In the development of the DSP, Alectra Utilities prioritized system renewal investments in underground and overhead systems, and slowed the pace of investments in station expansion and renewal.

Due to strong customer support for underground system renewal, Alectra Utilities proposed to accelerate the pacing of renewal by 22 million, which is projected to improve reliability by 4 percent over the next five years.

Should Alectra Utilities continue to receive partial funding, deferral of essential renewal investments would be required, and reliability is projected to further degrade by 50 percent over the next five years.

In addition to continual deterioration of reliability, the replacement costs over the long term are substantially higher if Alectra Utilities is unable to execute the DSP in its entirety.

Important to note that on a condition-based assessment of assets, independently verified by third0party experts, indicates that Alectra's planned renewal capital and spend should be more than double of what is contained in the DSP.  Recognizing that this would be a large impact on customer rates, Alectra has selected a risk-based approach targeting the focussed areas previously mentioned towards getting to a sustainable level of investment by 2030.

Deferral will increase impacts to customers in both financial and reliability terms, and is the snow-plough effect that I referred to earlier in my presentation.

Thank you.  And now I am going to turn it over to Ms. Indy Butany-DeSouza.
Presentation by Ms. Butany-DeSouza:


MS. BUTANY-DeSOUZA:  Thank you, Max.  Good morning, panel.

This morning, I will be speaking about the capital funding mechanism that Alectra has proposed to address the ongoing under-funding of capital investment in Alectra's distribution system.

The M factor is Alectra's proposal to solve a critical problem that we face:  the $55 million average annual gap between the capital investments our systems require and that our customers want us to undertake, and what we can do with the funding available in our base rates.

In the past two applications, the OEB has attempted to reconcile the needs of Alectra's customers with the available funding.  But the result has been the under-investment in the distribution system.

For the 2018 and the 2019 rate years, Alectra brought forward requests for capital funding using the incremental capital module.  The outcome of those applications were significant reductions to the important capital investments that we need, not because of any issue with the investments themselves, but because they did not satisfy some aspect of the ICM framework.

In particular, the Board was not satisfied that all of the projects proposed were individually material in the scheme of Alectra's overall capital budget.  However, when combined, the cost of those projects is in fact very material, and Alectra cannot bear the costs of those unfunded investments over the ten-year rebasing deferral period.

In addition, the annual exercise of bringing forward a multi-project ICM application is, by its nature, inefficient.  Annual ICM applications from Alectra consume a significant amount of resources, both at the Board and the utility.  There's little to no benefit to the Board or Alectra's customers from all of this effort, since a large part of Alectra's second ICM application consisted of reviewing the second phase of projects already approved in the prior year.

These issues are the result of Alectra's unique situation, and I can't stress that fact enough, that our situation is that:  unique.  The amalgamation of five LDCs, a ten-year rebasing deferral period, combined with Alectra's experience to date under ICM.  And the result for our customers is that our distribution system performance is suffering.

There are seven more years until Alectra expects to rebase, and as Mr. Basilio and Mr. Cananzi have demonstrated, neither our customers nor Alectra can afford to continue with the default approach to funding capital investment over those seven years.  To do so would undermine the physical sustainability of our distribution system.

In Alectra's view, it is incumbent upon the utility to propose an alternative form of capital funding that will allow us to make the investments that our customers need and want as set out in our distribution system plan, and to maintain the financial basis of our merger.

Our proposed solution to these issues is the M factor, and I will say that, clearly, being a marketer is not the forte of a regulatory expert.  The M factor would provide capital funding that fills the gap between the unified capital plan that Mr. Cananzi has presented and the level of capital funding provided by existing distribution rates during the DSP period.

The slide before you provides an overview of the elements of the M factor calculation and the bill impact of the resulting riders.  The details of the M factor calculation are included in our pre-filed evidence at Exhibit 2, tab 1, schedule 3.  And as you can see, the basis of the M factor is in fact the ICM formula.  The M factor formula, like the ICM and the ACM, is a calculation based on the maximum eligible capital value, which is the difference between the capital expenditures forecasted in our distribution system plan for 2020 to 2024 and the materiality threshold.

The M factor materiality threshold is calculated using the same formula as the ICM and ACM and includes the 10 percent dead band.  This calculation provides a total eligible capital amount of $274 million over the five-year DSP period.

In identifying the M factor investments, the capital investments were identified based on the priority needs of Alectra Utilities' distribution system, which are the same investment areas that we presented to customers and that customers supported during the customer engagement process.  The total forecast expenditures in this period, 2020 to 2024, is $265 million.

A means test is also applied using the M factor annually.  If Alectra Utilities' regulated return exceeds the 300 basis points above the deemed ROE embedded in our rates, M factor funding would not be available in that year.

And finally, in terms of customer bill impacts over the DSP period the average impact of the M factor riders on a typical residential customer's monthly bill ranges from 10 cents or .09 percent to 30 cents or .28 percent, depending on the rate zone.

As you can see, these relatively modest bill impacts based on the large capital investment and customer needs, these are relatively modest bill impacts based on the large capital investment and customer needs that they will enable.

The table in front of you compares the major elements of the ICM and the M factor.  The elements in black text are the similarities between the two approaches.  The green text identified the two main differences between the approaches.

Our overall goal in developing the M factor has been to strive for consistency between it and the ICM.  We have tried to retain as many of the elements of the ICM as possible in the M factor.  We have only proposed a new approach in areas where the ICM is not allowing us to do the necessary work that needs to get done.

Looking at the table, on materiality we have proposed a dead band to retain the 10 percent that's used in the ICM calculation.  As it would under the ICM, to the extent that our capital funding needs exceed the funding and base rates, Alectra will absorb that first 10 percent of excess.  I'd like to note that, unlike other LDCs, not in a rebasing deferral period, the impact of that dead band is far greater on Alectra, since we will be carrying that forgone revenue for a much longer period than the normal LDC would.

However, we are not proposing any adjustment to address that difference in available funding.  We believe that it is something that we need to find a way to manage.

On the subject of the materiality calculation, one key difference between the ICM and the M factor is that the basis on which -- is the basis on which materiality is calculated.  ICM is necessarily project-specific, or has been the case for several of Alectra's requests.  Multiple ICM funding requests may be tied to separate phases of the exact same project.

That project-specific approach may make sense for most situations in which a utility needs to fund a single large capital project during the IRM term.  But as you have heard from my colleagues, that is not the case for Alectra.  The DSP contains a wide range of projects that are essential to maintaining reliability and serving our customers.

Many of those projects are smaller when seen individually, but nonetheless make up a large amount of capital work that is needed over the distribution system plan period.  Alectra cannot absorb that volume of projects within existing funds, nor can we carry those projects, the cost of those projects, until 2027, when we rebase.

This is really the first key problem with the ICM for Alectra's current and unique circumstances.  And so we have proposed the M factor be calculated on a comprehensive basis, covering all capital expenditures over the five-year term of the DSP, including smaller projects that may be caught by the undefined project-specific materiality threshold under ICM.

In terms of flexibility, the M factor provides capital funding on a more flexible basis than ICM, which is critical, given the nature of the work that Alectra needs to accomplish over the next five years.  Our customers need us to invest in areas that are affecting their service, and those needs evolve with the events occurring to the distribution system.

As an example from Mr. Cananzi's comments, the deterioration of the underground system has driven the need for increasing the investment in that part of our system.  Those investments are responsive to our customers' needs, but we cannot make them if funding is locked to other projects, which is why we have proposed that the M factor provide capital funding on an envelope basis.

The M factor is grounded in the DSP.  It is calculated based on the cost of the specific project work in the plan, but this is a five-year plan, and the fact is that the grounds will continue to evolve.

Unlike the ICM, the M factor would allow us to shift that funding between projects based on the most prudent need of the funds as these needs evolve.  That lack of flexibility is another key problem with ICM for a utility in our circumstances.

Otherwise, much of the M factor is entirely aligned with the ICM.  Like the ICM, the M factor would include a true-up mechanism, ensuring that customers only pay for the work that's getting done.  In the ICM this is done through an after-the-fact process that is approved by the Board, and under the M factor it would be done through a capital investment variance account.

But the underlying purpose is the same under both rate-setting approaches.  As would be done under ICM, the M factor riders we are proposing have been calculated on the work planned for each individual rate zone, which is consistent with the expectation that Alectra would not harmonize rates until the rate differences are immaterial.

And finally, the M factor would include the same means test as used in the ICM.  We would not be eligible for M factor funding for a year in which our regulated return exceeds the deemed return by over 300 basis points.

There are other benefits to the M factor.  Customers are protected from under-investment.  We are proposing to establish the CIVA, the capital investment variance account, to track the differences between the M factor funding provided in the riders we seek and the actual capital investments that we undertake during the distribution system plan term.  This account would be symmetrical, refunding any under-investment to customers and recovering any prudent spending above the level of funding by the M factor riders.

It also lends itself to regulatory and cost efficiency.  By avoiding lengthy annual applications, the M factor would create significant efficiencies both for the OEB and for Alectra.  Without the M factor, Alectra will likely need to file significant applications on an annual basis over the 2020 to 2024 period and beyond.

Finally, the M factor helps provide longer-term rate certainty for our customers.  By establishing the M factor riders on a five-year basis, customers will have a longer-term view of their distribution costs.  Commercial and industrial customers in particular will be able to budget for the longer term.

I'd like to conclude by offering the following, that customers were the main focal point in the development of our new and first distribution system plan.  They helped derive the plan and they need and deserve the proper execution of this plan.  The M factor facilitates flexible execution of the DSP, maximizing value for customers while mitigating future rate shock and creating regulatory efficiency and savings.

To ignore the needed capital and deny the DSP or the M factor and let the impact roll forward to future ratepayers is simply not acceptable.  It would be irresponsible and pose an unreasonable burden to future generations of Alectra customers who will inevitably have to live with the reliability impacts and future rate impacts of insufficient capital funding over the 2020 to 2024 planning period.

I would now like to turn it back to Mr. Bentz for our concluding remarks.
Conclusion by Mr. Bentz:


MR. BENTZ:  Thank you, Indy.

In 2015 the OEB revisited its format for rate-making associated with distributor consolidation.  In its report the OEB referred to the benefits of consolidation cited by both government and government advisory panels, including the Ontario distribution sector panel, which in 2012 estimated predicted potential cost savings of 1.2 billion arising from utility consolidation; the Ministry of Energy's 2013 Long-Term Energy Plan, which included the expectation of government that electricity distributors would pursue innovative partnerships and transformative initiatives that would result in savings for electricity ratepayers.

And finally, the Premier's advisory council on government assets, whose final report included a view that consolidation was needed to encourage modernization of the electricity distribution system. Indeed, the OEB indicated in its report that its own expectations were that the distribution sector should continue to seek out Efficiencies, especially through consolidation.

To that end, as was mentioned by our CFO, Mr. Basilio, earlier, the OEB identified two specific policy amendments to encourage further consolidation in the sector.  These policy amendments included, one, changing the duration of the rebasing deferral period from 5 to 10 years to allow merging electricity distributors time to recover associated transition and integration costs, and to allow for a more reasonable sharing of benefits associated with consolidation.

And two, the incremental capital module was made available to consolidating entities for normal and expected capital investments during the rate rebasing period.  One of the reasons articulated for the MAADs policy amendment pertaining to ICM was to alleviate, quote, "the need of those distributors who may not consider entering into a MAADs transaction due to the concerns over the ability to finance capital investments", unquote.

Alectra's predecessor LDCs were supportive of these policy amendments and believed they were appropriate, well intentioned, and fairly balanced the interests between customers and municipal owners.  And I might add that these interests are not mutually exclusive.  Municipal owners are always concerned about competitive electricity rates for both community affordability and economic development retention and growth opportunities.

Alectra's original six municipal shareholders entered into the merger agreement based on these principles and fully cognizant that there are no guarantees with respect to ultimate MAADs or future rate decision, but that these principles would be adhered to.

Notwithstanding this, the economic business case was marginally -- marginal at best, largely because synergies were required to pay for both transaction and integration costs, as well as the $200 million purchase price premium on the HOBNI acquisition.

In addition to the marginal economics, many shareholders, including the city of Mississauga and the city of Hamilton, were giving up control of their LDCs.  We are now almost three years into the merger and are on track generally to achieve our cost reduction and productivity objectives.

Nonetheless, the statement made in the 2015 policy with respect to ratemaking for distributor consolidation now seems prophetic.  That statement which I mentioned a moment ago referred to concerns arising from the ability of a merging LDC to finance capital investments in the absence of a fully functioning ICM framework.  For Alectra, this is now becoming the case.  You have heard from our CFO that for 2018 is and 2019 alone, there was a $40 million capital funding shortfall and without a fair and comprehensive way to fund necessary capital investments, the LDC is going to find it increasingly difficult, or even impossible, to maintain service and reliability levels that are acceptable for Alectra's customers.

You have heard from the president of Alectra Utilities, Mr. Cananzi, that we are seeing an increase in our SAIDI trend line, with approximately four out of five outages occurring as a result of either defective equipment or adverse weather events.

We require further investment in renewal and rehabilitation in order to mitigate the real risk of long-term negative consequences for Alectra Utilities and the service quality experienced by its customers.

In addition, Alectra serves one of the faster and largest growing areas of the province, and requires continued investment to ensure sufficient capacity for new customer connections.

We have employed a comprehensive four-step customer based planning approach to develop our finalized DSP, including understanding customer needs and priorities, identifying options and reviewing those options on investment trade-offs and developing the DSP.

The utility has employed a targeted risk-based approach to replacing and rehabilitating a large population of assets reaching end of life.  To that end, we have identified an average annual funding gap of $55 million between the investments necessary to meet our customers needs and preferences as set out in the DSP.

We are proposing an M factor to resolve the capital funding gap, as we do not believe the current ICM rebasing deferral period framework can resolve the issues associated with the funding requirements in order to maintain existing levels and address potential financial viability issues.

As you have heard from Ms. Butany-DeSouza, there are checks and balances built into the M factor, including materiality threshold, identification of specific prioritized capital project, a 300-basis points earnings sharing mechanisms mean test, and a bill impact ceiling test.

I would like to take this opportunity to thank the Board Panel members for allowing us to make this presentation today.  We believe to this day that the formation of Alectra was the right thing to do for both our customers as well as our shareholders.  We also believe that the creation of the company was and is consistent with the Board's expectations that LDCs should continue to seek out productivity improvements and efficiencies through consolidations, and we have done that.

As part of our current rate filing, it is our hope that we constructively impart Alectra's mergers experiences to date for the Board's consideration so that it continues to encourage proper incentives and behaviours that will drive efficiencies and service levels for the benefit of our customers and the communities we serve.

Thank you once again for your time, and I and our team would be happy to take any questions you may have at this time.  Thank you.

MS. ANDERSON:  I don't know who I am directing these questions to; I will let you guys police that.

The first question -- and I think slides 28 and 29 talk about the comparison between the ICM and the M factor, and particularly one of the things mentioned was rate certainty.  And I think you highlighted it as rate certainty for customers, but I assume that's also rate certainty for the company.

Did you consider other options other than the M factor, such as a multi-year ICM and something similar to what we call the advanced capital module, the ACM, and did you consider that and if so, you know, why that wasn't proposed, or if not, why not?

MS. BUTANY-DeSOUZA:  It's not usually the case that we create a mechanism or try to enhance the existing regulatory framework.

In this case, we identified a specific need and I think the key difference between a multi-year ICM or more particularly an ACM was that the ACM is tied to a rebasing, and we recognize that we are specifically in a rebasing deferral period.

And so we have the distribution system plan comprehensive and the first for Alectra.  We have capital needs that far and away exceed that which is funded through base rates.  And so we were looking at what our alternative option might be, if not the ICM which in our experience, as identified over 2018 and 2019, has not worked out for Alectra, the ACM which is specifically tied to a rebasing 

-- bringing forward a rebasing application and distribution system plan, and then Alectra's unique circumstances which are that it has a distribution system plan, it is out from rebasing for a period of ten years, which is necessary as previously identified for the transaction to even be viable, and then the capital funding gap that then needed to be bridged.

The last piece, different from the ICM and ACM, is that we need an amount of flexibility.  The distribution system plan spans the five years, but as has been our experience over these first almost three years of Alectra, there are unforeseen weather events or now a trend in weather events as well as ongoing deterioration of the distribution system.  And that is certainly substantiated by the asset condition assessment that we undertook for Alectra in its entirety, all five rate zones, in order to build this distribution system plan.  And so that's the reason that, different from using the multi-year ICM or an ACM, that we are proposing the M factor, though I will stress again that we have tried to keep it as consistent with the elements of the ICM as possible.

In fact, a multi-year ICM with the two distinctions that I have offered that are, I think, a testimony to, if you're a merging utility or consolidated utility that's brought forward a consolidated distribution system plan, identified a capital -- the capital funding needs and gap in capital funding, and then are out from rebasing more particularly for a period greater than five years, and in this case, in our case, ten years.

MS. ANDERSON:  Okay, thank you.

So with the M factor, you're essentially proposing to customize the price cap IR rate-setting mechanism and particularly for the capital funding.  Did you consider customizing for other elements of the price cap IR that might, for instance, reduce the risk to customers, such as enhancing the earnings sharing mechanism or having a capital investment variance account that's asymmetrical instead of symmetrical?  I mean, those are just examples, but did you look at other elements that perhaps reduces risk to customers if you are getting incremental funding, you know, the other side of it for customers?

MR. BASILIO:  Maybe I will start, and then Indy will repair whatever damage I have done here.

I mean, we did consider asymmetrical but, you know -- and what does that do for customers?  Well, it protects them against spending for additional capital needs in the period, but I think our view is if those capital needs are prudent, you know, shouldn't customers pay for them?  That's the nature of cost-of-service regulation.

Of course, at the end of the day when we have a CIVA variance, we are coming back to the Board to render its judgment on whether that was prudent or not and whether it should be recoverable in rates, so that in our view was sort of the balancing mechanism for customers, that we don't just necessarily get the over-spending.  It's going to go through due process.

I think on the ESM we were sticking largely with the ESM that was proposed in the MAADs application to be consistent, something replied upon certainly by our shareholders as a component of the incentive regime to improve the transaction.

So I don't know, Indy, if you have anything else to offer to that?

MS. BUTANY-DeSOUZA:  No, I don't.  I think that it was certainly our feeling that the ESM balances the utilities' needs versus that of customers, and that it is certainly an important element of our ten-year rebasing deferral period, and then on top of that for the CIVA, for the capital investment variance account, because, as Mr. Basilio just identified, we are coming back -- we will come back to the Board, that CIVA variance would be reviewed, the projects themselves would be reviewed for prudence, that that in and of itself protects customers from just -- from the expenditure just happening, if you will.

MS. ANDERSON:  Thanks.  The next area I wanted to ask about is incremental revenue through load growth.  I believe part of the DSP is about facilitating load growth, and so one would then assume that load growth means you have more customers.  More customers means more revenue.

Does the M factor take into account the fact that you are getting incremental revenue from load growth?

MS. BUTANY-DeSOUZA:  The fact is that the DSP identifies an increased amount of customer connections, so that the expansion, as Mr. Cananzi identified.  But as I am sure is the Board's experience, and intervenors have heard this in other applications, the experience of the LDCs on an ongoing basis is that the load that our customers use, despite the fact that the number of customers may be increasing, the load continues to decline.

And so we are not seeing an overall huge ramp-up in amount of load despite the fact that there may be an increase in number of customers or number of connections. And so the M factor still is consistent with the load experience of Alectra to date, which is a declining -- overall declining load or a minimal or nominal amount of load increase relative to the number of connections and ongoing expansion work that we need to accommodate.

MS. ANDERSON:  Okay, so -- because I know you said you are the fastest growing communities in Ontario.  You're saying that's from a connection perspective, but that load is -- I don't want to put words in your mouth.

MS. BUTANY-DeSOUZA:  That's okay.  Load is pretty stable.

MS. ANDERSON:  Okay.  And then on that same point, I think it was on Slide 14, you had your priority investments, and I didn't see meeting load growth in that.  Is that the development?  That's the intensification one?

MR. CANANZI:  That's correct.

MS. ANDERSON:  Okay, thank you.  That helps.  Going through my notes.  I think I will pass it on to my other Panel members.

MR. JANIGAN:  Yes, I have one question.  Obviously you are proposing a new model here for capitalization that hasn't been dealt with in any policy or guidelines of the Board.  Is this a take-it-or-leave-it proposition, that in effect you either take your capitalization policy as it is written or we turn it down, we don't amend it?

MR. BASILIO:  Just to clarify, by "capitalization policy", you mean the M factor.

MR. JANIGAN:  The M factor, I'm sorry.

MS. BUTANY-DeSOUZA:  I think ultimately -- and perhaps this was consistent with my response to Ms. Anderson's question or her opening question -- we have identified what we think is an enhancement to existing policy for a very unique situation, where you have a consolidating distributor, a distribution system plan has been filed for five years that identifies both capital needs and a capital funding gap, and then a need for some flexibility.

So this was the extent of -- and I don't want to use the word "creativity", but trying to colour within the lines of existing regulatory framework but still meet the situational needs of Alectra Utilities.

That being said, if the Board were to find an alternative, call it a multi-year ICM, instead, we are certainly open to that.  The fact is we are trying to -- we are just trying to solve problem, which is the capital funding need that matches the DSP for the five-year 2020 to 2024 period.

MR. BASILIO:  Maybe more explicitly, I don't know that I have ever walked into an OEB proceeding with a take-it-or-leave-it proposal, because more often than not, you know, the -- what's presented isn't quite the same as what you get at the end of the day.

So we obviously -- we have a material need here, and we need to come out with some sort of material satisfaction of that need.  I think we are proposing something here that addresses some of the issues and experience that we have had in the last couple of years.

I'd also offer that, you know, as we look at the MAADs policy back in 2015 that I referenced -- I think it's, you know it's a 15-page document, something like that -- I don't expect that when Alectra came forward with a transaction to consolidate four entities that was necessarily what was contemplated in the policy, and as well, I don't necessarily expect that, you know, collectively through the stakeholdering and otherwise we would have necessarily had it all figured out.

So I think with the benefit of experience we are proposing something that we believe addresses some of the experience to date and, you know, hopefully you will find interesting and ultimately acceptable in addressing those needs.

MR. JANIGAN:  Thank you.

DR. ELSAYED:  Just to understand the history a little bit about how you got to where you are now, particularly with the reliability issue, let me first articulate my understanding of how a DSP is developed, and correct me if I am wrong.

So you go and you seek customer input, you look at your assets, you do a condition assessment, you do a prioritization process and optimization process, and you come up with a list of investments that you think would be necessary.  That's your DSP.

So my first question, I guess, is did the five LDCs that now make up Alectra have their own DSPs at the time of consolidation?

MR. CANANZI:  Yes, they did.

DR. ELSAYED:  So each of them did.  So how --


MR. CANANZI:  I think with the exception of Enersource, who was in the process of compiling its DSP.

DR. ELSAYED:  So how does the Alectra consolidated DSP now differ from the collective DSPs, I guess, of the five LDCs in the sense that -- did it identify more investments required than the sum of the other DSPs?  And if so, why, I guess.

MR. CANANZI:  Well, in all of the predecessor DSPs, and even for Enersource's case that did not have a DSP but also had documentation with regards to some of its asset needs requirements, underground cable renewal was a prominent ask within those DSPs with regards to cable replacement.

So in all, both from historical as well as what this DSP represents is a continuation of that theme.

What we've also experienced, though, is accelerating degradation.  And to the extent that some of the needs weren't properly addressed within the former years, what we are seeing is obviously a reactive replacement which is costing us significantly more, anywhere from, you know, three to four times more than what you would expend on a planned basis.

So it's the culmination -- so that's what's happening on the culmination of that.  But from a historical theme from a trend line, this has all been consistent over the last number of years that this is an area that is going to continue to grow and going to continue to be problematic for utilities to address.

DR. ELSAYED:  Yes, but again for my understanding, is that because of under-funding, or is that because of just not having enough capital to do what is needed?  Like, what is the reason for the problem being -- or getting worse over time?

MR. CANANZI:  In some cases, it's inadequate funding as a result of, you know, the capital envelope that has been approved by the OEB.  In other respects, it's also a matter of utilities trying to pace the investment for the benefit of customers and, in some cases, not getting that pacing quite right, so adjustments need to be made.

DR. ELSAYED:  Okay.

MR. BASILIO:  If I could just add, in addition to Mr. Cananzi's comments, certainly there was an awareness of the incremental amount of financing that would be required during the initial rebasing period, although this is the first comprehensive Alectra plan.  And I spoke to that earlier, that we did have expectation of additional ICM applications through the ten-year rebasing deferral period, averaging not far off what we are seeking on an annual basis in this application.

So an additional need was certainly understood.  This of course packages it in a far more detailed and comprehensive manner.  Rather than taking the five and looking at them discretely, we now have a comprehensive plan.

So expectations in terms of incremental financing, those were known and tested at the time that we put the MAADs application together.  It was reviewed by the Board at that time, if that helps.

MS. ANDERSON:  Just before I forget, because I see different asset management tools and you are using Copperleaf, does it -- can you explain it a little bit more?  Does it allow you to plug in all your projects and come out with a priority of those projects?.

MR. CANANZI:  Yes, it does.  You know, it's -- you have to put in a value-based matrix approach to it.  So, you know, you identify what the key areas are, the attributes that you are trying to address, and risk tolerances and all of those things, and it comes up with a priority of those projects.

You're also able to move certain projects forward in years and see what the impact would be on that  You know, like if you're trying to budget, sometimes you'll end up with perhaps a sub-optimal solution but within a budget envelope.  You know, those kinds of things so you can' what the impacts of those things are.

DR. ELSAYED:  And is that the tool you used as well you show on page 23 the -- and have tried to maintain the level of expenditure at a pretty steady level.

MR. CANANZI:  This is the result of the process which employed the tool.  This is the recommended capital spend that we see is required and specifically with regards to the previous questions, it's the red portion of those bars is the renewal capital.

DR. ELSAYED:  Okay.  With that, I would like to thank -- I would like to thank Alectra for taking the time to come here today.  It was a very helpful presentation, and I would like to thank everybody else for being here today.

And with that, we are adjourned for today.  Thank you.
--- Whereupon the presentation concluded at 11:13 a.m.
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