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Thursday, October 17, 2019
--- On commencing at 9:37 a.m.
ALECTRA UTILITIES CORPORATION - PANEL 1, resumed

Glenn Lyle,
Neetika Sathe,
Max Cananzi,
Tom Wasik,
Indy Butany-DeSouza,
Natalie Yeates,
John Basilio, Previously Affirmed.

DR. ELSAYED:  Please be seated.

Good morning.  Before we start, I would just like to thank Alectra for the effort that they made to provide the financial plan in a timely fashion yesterday.  With that, I would like to take appearances, please.
Appearances:


MR. KEIZER:  Charles Keizer on behalf of Alectra.  Sorry, you want appearances or just deal with preliminary matters?

DR. ELSAYED:  Let's start with preliminary matters then, because I think we have everybody that we had yesterday, with the exception, I think, of --


MR. KEIZER:  It is my understanding Mr. Shepherd is listening in.

DR. ELSAYED:  Okay.


Preliminary Matters:


MR. KEIZER:  Sorry, just one preliminary matter, Mr. Chair.  Through the course of yesterday in preparing for today, as a result of some of the things that Alectra had to review, they found an error with respect to one of the data inputs in a calculation that forms part of the evidence.  And as a result, we obviously have to disclose that matter to the Board.

So it may be if I can ask Ms. Yeates to take us through the correction and the data input that was inputted in error.  Thank you.

DR. ELSAYED:  Okay, thank you.

MS. YEATES:  In response to interrogatory G-Staff-8, Alectra Utilities submitted five attachments, one for each rate zone with respect to the ICM model.  The ICM model contained the calculation of the threshold values for each rate zone.

Yesterday afternoon we identified that the input in tab 6, growth factor, of the ICM model for the Guelph rate zone -- which was attachment 5 -- contained an input error for the billing determinants.

The billing determinants in tab 6 should have been Alectra Utilities' predecessor Guelph's 2016 Board-approved billing determinants.  The billing determinants that were inputted were 2017 actual billing determinants.  So we've identified that error, and we will resubmit the Guelph rate zone ICM model with the corrected billing determinants.

MR. KEIZER:  Sorry, Ms. Yeates, in terms of you providing the additional billing determinants is there -- can you clarify if there is any effect or implication associated with that?

MS. YEATES:  Yes.  So if we -- I would just like to quickly take you to Table 3 in Exhibit 2, tab 1, schedule 3.  So Table 3 is this summary of the threshold calculation for each rate zone.  If we can just zoom in a bit to the Guelph rate zone.

So currently the growth factor is 1.6 percent, and the threshold over the 2020 to 2024 period for Guelph is 59.2 million.  With the correction, using 2016 Board-approved billing determinants, which should be the inputs in the model, the total threshold over the 2020 to 2024 period is now 42.6 million.

Therefore, the total Alectra threshold was 1182 million and will be revised to 1165.

So the next step, I will take you to Table 4.  If you just scroll down, yes, thank you, Mark, Mr. Wells.

In Table 4 we identify the maximum M-factor eligible capital of 274 million.  As a result of the update for Guelph, the 274 million now becomes $291 million as the maximum M-factor eligible capital.

MR. KEIZER:  And maybe, Mr. Chair, just to assist the Board, we don't have those this morning, but we could undertake to provide a blue-page update with respect to this particular table, as well as to the appendix on G-Staff-8.

DR. ELSAYED:  Yes, please.  Thank you.

MS. GIRVAN:  I just have a quick question.  Does this change the applicant's request in this case at all?

MS. BUTANY-DESOUZA:  No, it does not.  It doesn't change the list of projects and what they total.  It just changes the calculation.

MR. MURRAY:  Sorry, I have one further question.  I didn't catch -- so the growth factor for Guelph changed from 1.6.  What did it change to?

MS. YEATES:  The revised growth factor is minus .19 percent.

MR. MURRAY:  Thank you.

MS. YEATES:  You're welcome.

MS. DeMARCO:  And if I might just be crystal-clear on that calculation Ms. Butany-DeSouza just provided, in relation to Board Staff JT2.2, 2.1, attachment with the list of projects totalling 265 million, nothing is changed?

MS. BUTANY-DESOUZA:  Right.  So the revenue requirement associated with the list of projects and therefore the relief sought remains the same.  Just as there was a difference between the maximum eligible capital before and the capital for which Alectra Utilities was seeking relief or incremental funding, that number hasn't changed.  The list of projects sums to the same total and, therefore, the relief sought, based on associated revenue requirement, remains the same.

MR. GARNER:  Can I ask a further clarification question?  But the variance around the CIVA account, is it now adjusted by the increased amount?

MS. BUTANY-DESOUZA:  There is an increased -- there is an increased difference between what was previously the 9.3 million and is now -- Ms. Yeates will help me out.

MR. GARNER:  I understand the math.  What I'm asking
-- or I understand how you do the math.  I am asking, is it now your request to have that change?

[Witness panel confers]

MS. DeMARCO:  Just in the interests of potentially bridging solutions here for my interest and my client's interest specifically, it would be very useful to see on a series of pages the relative impact on any of the requested relief and the supporting calculations, if that is possible.

MS. BUTANY-DESOUZA:  So, sorry.  Before we leave Mr. Garner's question, Alectra Utilities confirms that the CIVA would still be around the 9 million.  9.3 million.

DR. ELSAYED:  Okay.  And response to Ms. DeMarco's question?

MS. BUTANY-DESOUZA:  Ms. DeMarco, you've asked for the pages.  I think Mr. Keizer confirmed that we will do the blue-page update.

We do have it available to e-mail.  It wouldn't be a blue-page e-mail, but we can share it at the break.

MS. DeMARCO:  Actually, just to be clear, I haven't asked for a blue-page update, but just a summary sheet of any implications.

MR. MURRAY:  Ms. Butany-DeSouza, also when you are providing that update if you could also provide a copy of the Excel spreadsheet G-Staff-8.

MS. BUTANY-DESOUZA:  Yes, I think Ms. Yeates indicated that we would provide the model --


MR. MURRAY:  Okay.  Thank you.

MS. BUTANY-DESOUZA:  -- yeah, which was included with G-Staff-8.

MR. KEIZER:  We can note in the undertaking what the implications are and the relief sought for --


DR. ELSAYED:  I think it would be helpful to have some sort of cover sheet, a summary to explain all the applications on your application of that correction.

MR. KEIZER:  My sense from what Ms. Butany-DeSouza and Ms. Yeates have indicated is it doesn't change the request, either related to the number of M-factor projects or the revenue-requirement implications of that, nor does it affect the parameters of the capital investment variance account.

DR. ELSAYED:  Yes.  That would be helpful to state that --


MR. KEIZER:  And we will confirm that as part of the undertaking.

DR. ELSAYED:  Thank you.  Anything else before we resume the cross-examination?

MR. MURRAY:  Do we want to mark that as an undertaking?  We will mark that as Undertaking J2.1.
UNDERTAKING NO. J2.1:  TO PROVIDE A BLUE-PAGE UPDATE WITH RESPECT TO THE PARTICULAR TABLE, AS WELL AS TO THE APPENDIX ON G-STAFF-8.  ALSO TO PROVIDE A COPY OF THE EXCEL SPREADSHEET G-STAFF-8.

DR. ELSAYED:  Thank you.  Okay, so now we will continue and now I think it is AMPCO, Ms. Grice, it is your turn.
Cross-Examination by Ms. Grice:


MS. GRICE:  Good morning, thank you.  I have a compendium, if we could please get that marked.

MR. MURRAY:  What will be Exhibit K2.1.
EXHIBIT NO. K2.1:  AMPCO CROSS-EXAMINATION COMPENDIUM


MS. GRICE:  If we can please start off with page 1 of the compendium.  This is a page from the evidence where Alectra is providing long-term system renewal trends.  I just wanted to make sure that we fully understand what this table is showing.

So my understanding is that the blue bars represent the condition of the utility's assets.  That's a condition-based assessment, and it adds up to a dollar value.

Then the green line is the DSP, so that would be the planned system renewal costs.

Then the purple line is a partial funding scenario that shows that if the planned DSP is not funded, that there would be a gap in funding that would likely end up in a decrease in reliability and a potential increase in reactive capital.  Have I summarized that appropriately?

MR. WASIK:  So, Ms. Grice, I would like to perhaps clarify a few items for you.  So the blue bars represent the need of the renewal.  The green represents the Distribution System Plan for 2019-2024 with a continuation with the focus to maintain reliability levels.

The purple represents a scenario we have assessed based on the current path that we have been experiencing with partial funding.

And the benefit of examining the particular graph in this manner over a long term perspective, it does provide two key outcomes.  The first outcome is that by deferring these needs, there is an increased cost over the long term, when you look at it from a 20-year perspective.

The second element around it also reflects that there is a gradual increase that allows Alectra Utilities to catch up with the needs of the distribution system assets based on the asset condition.

This graph only reflects the planned system renewals, and does not include reactive capital in there.  So this is simply a consistent comparison of planned renewals over the two different scenarios, and does not include reactive.

MS. GRICE:  Okay, thank you.  So then the green line represents the Distribution System Plan that Alectra filed with this application.  Did they match up with respect to the system renewal spending?

MR. WASIK:  They would match up with the planned system renewal spending, yes, based on the condition needs of the system.

MS. GRICE:  Okay.  Then in terms of the M-factor, is it represented in this figure in any way?

MR. WASIK:  No.  This is an overall indication of the Distribution System Plan.  So once again, the Distribution System Plan, Ms. Grice, was developed separately.  It was developed based on the needs of the system, and a scenario was selected in terms of the current level of renewal to reflect what the impacts is if we continue to defer these needs.  That is the essence of the snowplow.

MS. GRICE:  Okay, thank you.  So if the M-factor investments are added on to the purple line, then the gap decreases.  Is that the idea?

MR. WASIK:  Yes, so they are a part of the green line.  So the M-factor funding allows us to implement the green line.

MS. GRICE:  Okay.  So the M-factor funding is in the green line?

MR. WASIK:  That is correct.  The M-factor projects are in the DSP and the DSP is reflected in the green line.

MS. GRICE:  Okay, thank you.  If we can just please turn to page 3.  In this question, we were trying to understand how the needs of Alectra were determined in the blue bars.

It says here in the response that you projected assets that required renewal -- require renewal over the long-term by estimating the number of units expected to fail in each year.  Then these failed assets are replaced with new assets at the cost of the asset in that year.

So my understanding is you took the number of failed assets, you multiplied it by the cost to replace those assets, and that's how you came to the dollar value for each bar.  Is that correct?

MR. WASIK:  Yes, that is correct.  I think it would also be helpful, Ms. Grice, if we clarify that for each asset type, there's a calculation that determines the probability of the failure and each asset type has a different cost of replacement.

I think that is very important to understand that we've taken it down to the asset type, and it also matches how we approached our asset condition assessment.

So the calculations and the projections not only match up to the Distribution System Plan, but also reflect how we've conducted the asset condition assessment for consistency.

MS. GRICE:  Okay.  In terms of those asset failure rates, my understanding is they're not based on actual failure rates of those assets, but a methodology that is typically used when utilities do not have actual failure data.  Is that correct?

MR. WASIK:  Yes.  So consistent with how we have developed our asset condition assessment, we have used a methodology to calculate the deterioration of assets.

If I can take your attention to the asset condition assessment, which is I believe Appendix D of the DSP, on page 15, please.  So what we talk about here and you see that there is a similarity in terms of -- it's the same.  It is the same formula that was provided in your compendium, is that we first start with looking at the asset depreciation study which was completed for the Ontario Energy Board, which includes a typical useful life and end of useful life of each asset type.

We then use industry accepted practice of looking at the comparison to make a model to derive a curve for each particular asset.  From that curve, we can derive the probabilities.

So these curves match what has been on the record for the Ontario Energy Board study, which was the asset depreciation study, and they're also reflective of the deterioration over time, as was represented by the Gompertz–Makeham model.

When we applied this, we also had an independent third party, which was Kinectrics, come in and assess the application of this approach, and they have agreed that for a utility that is now starting to gather all of the failure data in a consolidated manner, that this approach is appropriate and that this approach is typically used in determining the probability of failures of assets.

MS. GRICE:  Okay, thank you.  Can we please turn to page 5?  This is an undertaking from the technical conference where we asked, based on your response to AMPCO 3 where you said you took the failed assets and you multiplied it by the cost of each asset, and you came up with a total number of units and that is in the right-hand column.

I am just looking at 2020-2024, and if you will just take it subject to check that when you add up those five numbers that start 2,703 assets in 2020 all the way through to 2,579 assets in 2024, I get a total of 13,270 assets.  Will you take that subject to check?

MR. WASIK:  Yes, I will take that subject to check.

MS. GRICE:  Okay, thank you.  Then if we can please go to page 7.

Now, this is asking the same question but for the green line, which, based on what you said this morning, is your planned system renewal spending in the DSP that includes the M-factor.

If we look at the number of units there, starting with 2260 in 2020, all the way to 2580 in 2024, subject to check, will you accept that when you add up all of those assets you get 12,183?

MR. WASIK:  Yes, subject to check I will accept 12,180.

MS. GRICE:  Okay, thank you.  So did you derive the total units in this DSP scenario on the same basis as the blue bars?

MR. WASIK:  No.  The units were derived based on taking into consideration the condition of the assets, plus other factors that require replacement, could be functional obsolescence, there could be hazards, there could be other elements that are not just condition-based.

We were trying to simply reflect here that, just based on the condition, the Distribution System Plan isn't going to remove all of the very poor and poor assets that are projected to fail.  During that time we plan to increase renewals.

The one element, Ms. Grice, that I would caution here is that you are adding up total units.  This is not how we plan.  The issue that we have in front of us, Ms. Grice, is that this table reflects the various different assets we have taken into account.  We have blended in your total units as you asked us to present to you assets that are a lot more expensive than other assets.

So for example, you have added up the units, and it includes distribution transformers.  The average cost of replacement of a distribution transformer is approximately $12,000.  You have blended that together with switch gear for stations, which is about a million dollars per unit.  So I really caution about sort of looking at it in terms of units.

One sort of analogy that I think might be helpful is that if you were to look at perhaps the condition of a vehicle and you look at it and say, you know, I've got two issues.  One issue is the engine and the other issue is the headlight.  You can't say, well, there's two issues.  The issue with the headlight could be much more easily resolved at a lower cost than if you had an issue with the engine, which could be quite expensive and take a significant amount of time.

So the caution here that I wanted to sort of present, Ms. Grice, is that, you know, I think from adding up things, this is convenient, but when you look at the overall plan, our plan is derived based on the needs of the system, and we have put a really extensive explanation in the DSP about our strategy that we take for each different type of asset.

I think that is really important to take into context here, is that when we looked at the snowplow we really did break it down by the type of asset and the risk associated with -- the criticality associated with each asset failing, and then that weighed also into it.

So condition is one of the inputs, but there are multiple of other inputs that we would consider, including, you know, criticality, we would look at the environmental impacts, we would look at the reliability impacts, we would look at the various different things.

So when we derived our plan, it's not one-dimensional in the sense of condition and that is the only result. Condition is one of multiple of inputs we consider.

MS. GRICE:  Okay, thank you.  I guess based on what you have said I am having trouble squaring away the way that the blue bars were created compared to the green line and then what it is telling us when you layer the two on top of each other in terms of a comparison, because they're not created on the same basis, and there's a calculation that goes into those two lines to come up with a dollar value.

So I am just having trouble squaring away the blue bars versus the green line.

MR. WASIK:  Very good, Ms. Grice.  I can help clarify that for you.  What this reflects is that Alectra Utilities has a backlog of deteriorated assets, and our plan is over the next several years to increase our system renewal to allow us to keep pace and reduce the amount of deteriorated assets and keep pace with the deterioration of the assets that are anticipated over a 20-year period.

I would clarify that the calculations are consistent.  The dollar unit of replacement is consistent.

The other component that I think is going to be helpful, and I think it is one of your questions in terms of AMPCO 12, which really does nicely explain this particular situation, is that over the last five years our rate of replacement -- let's just focus on cables, because that is one of the priority areas of the Distribution System Plan, along with the five others -- but when we talk about the main issue of our need, it is around the underground cable.

So this really does reflect the fact that we've got a large volume of deteriorated cable that is currently in the system, should have been replaced.  What we are proposing to do is gradually increase that renewal over the Distribution System Plan, with the continuous focus on improving those particular assets.

And when we look at AMPCO 12 and we look at our renewal rate, it shows that we haven't been replacing and rehabilitating the cables at the rate that the failures have been taking place.

So we are falling behind and we have now the next wave of cables coming due.  So we are carrying a backlog, plus you consider the next wave of cables that is anticipated to come due for replacement over the next 20 years.  We find ourselves in a very difficult situation where we won't be able to keep pace and the deterioration will continue, and we will continue to have a deteriorated reliability as a result.

MS. GRICE:  Okay, thank you.  And I just want to finish off this figure on page 1 of the compendium.  I just want to talk about the purple line.

And if we go to page 8 of AMPCO's compendium, this is a table again where you provided the total units, and just to be consistent in my methodology of my cross, if we add up the five years, 2020 to 2024, will you accept that that is 10,148 units, subject to check?

MR. WASIK:  Subject to check, I will accept that, Ms. Grice.

MS. GRICE:  Okay.  Now, is the purple line an illustrative line?  Or is there -- are the dollar values representing some aspect of this application?

MR. WASIK:  So the purple line, Ms. Grice, in this particular figure represents a scenario that we've annualized to understand the long-term implications of snowplowing by deferring needed investments and the implications of the overall cost to the ratepayers by us not taking urgent and needed action now.

MS. GRICE:  Okay.  So when you calculated the total units for the purple line, is it a different calculation than the blue bars and the green line?

MR. WASIK:  No.  It is the same calculation.  I think that the biggest element -- and we explained it in the Distribution System Plan when we looked at the various different pacing.

I think it might be helpful, Ms. Grice, if I can take you to Appendix A-10 of the DSP.  I think if we can start with figure A-7 it will help to set the context of how that purple line reflects a significant increase over the long-term, is that on figure 7 -- which is page 13 -- right there.

So this reflects -- the red reflects the backlog of deteriorated assets that we have to deal with.  The first wave, which is currently the cables that are somewhere between the age of 27 and about 34 years, are what we anticipate coming due, and that is what we need to prepare.

The proposed approach we have, if I can maybe move to the next area -- sorry, next figure which is on slide 14, is we have developed a strategy where we do cable replacement and cable injection, and so the challenge that we have with cable injection is that we have a finite window upon which we can rehabilitate the table.

One the cable deteriorates to the point where rehabilitation is no longer available, we have to replace it.  So our current DSP strategy allows us to inject the cables in area 2, replace a good portion of the cables in area 1, and that provides, in our view, the most optimal approach of dealing with the current issue, plus the emerging issue over the DSP.

The cost of replacement is approximately $350,000 per kilometre.  The cost of injection is about $65,000 per kilometre.

So the issue that we have is that if we don't receive the full funding to support the DSP, we may not be able to inject all of the cable and we will miss that opportunity to more economically deal with the deteriorating cables.  And therefore, over the long-term, we'll have to replace all of the cables, which is much more expensive.

So our strategy here, I think, developed in a long term perspective.  And that's why you see that purple graph at the very end being expensive, because that assumes that under the scenario of partial funding, we will not be able to utilize the injection technology to its full and, as a result, we'll be left to replace everything.

MS. GRICE:  Okay.  But just to be clear, the example that you provided with the underground cable, the funding you described there is the green line.  It is not the purple line, right?

MR. WASIK:  The funding that we propose for the cable is included in the green line, yes.

MS. GRICE:  So does the purple line represent in any way the current funding based on the previous DSP for the last five years?

MR. WASIK:  No.  This is all reflective to the current condition assessment.  So everything is reflected relative to how we put together this DSP. So it is consistent in that manner.

The purple line reflects that if we don't utilize injection and prioritize just the replacement, we will miss that window of injection over the next ten years and as a result, we will be left with only one option of addressing the underground system, which is cable replacement.

So the purpose of adding the purple line was to give us an indication of the impact of deferring these needed investments, and recognizing that if we have to reprioritize, we would miss out on the opportunity to inject cables.  And that is what has led us to consider the fact that an incremental funding is a really -- for these particular projects will drive value for the customers in the long-term.

MS. GRICE:  Okay, thank you.  I am going to move to a new area now.  If we can please turn to page 11, I just had some follow up questions regarding the evidence on reliability.

So page 11 shows SAIDI results, the average for the five years, 2014-2018, and it shows there the orange part of the pie, which is defective equipment, that the average over the last five years is 30 percent.

If we stay on -- sorry, if we can turn to the previous page, page 10 -- I'm sorry I missed one thing.  Page 15, please?

MR. WASIK:  I'm with you, Ms. Grice.

MS. GRICE:  These are the SAIFI results for the five-year period, the average 2014-2018, and you can see defective equipment there is the orange again and it is 26 percent.  So we've got 30 percent, for the average customer, hours of interruption and 26 percent for the average number of events.

If we can now, please, turn to page --


MR. WASIK:  Excuse me, Ms. Grice.  You mentioned that figure 1 was related to SAIFI, and I think you corrected it in your second statement there that it is the number of events, not SAIFI that you referenced initially.

MS. GRICE:  What's the difference?

MR. WASIK:  Weighted by customers.  So a SAIFI would be an overall system impact based on the number of outages impacted for the customers, so the number of occurrences per customer.  Whereas the number of events is just an absolute how many events took place.

So, for example, if you were to consider the number of events, let's say that one customer was impacted by a scheduled outage to do necessary maintenance work, that would add as one event.

But the impact on SAIFI would be different than if you took a scheduled outage, and took perhaps an entire neighbourhood of about 300 customers out.  So I just wanted to clarify that when we blend and we mix and match those particular numbers, I think it is much better to stay looking at it in terms of number of events or SAIFI, but let's perhaps not blend the two, because that may confuse the allocation of events.

MS. GRICE:  Okay.  Thank you.  So if we can please now turn to page 10 of the compendium, this is a slide from Presentation Day where defective equipment is being presented in terms of longer and more frequent power outages related to defective equipment is 45 percent.

I just want to understand the difference between that 45 percent and the 30 percent and 26 percent that we just looked at.

MR. WASIK:  So, Ms. Grice, this presentation comes from our Presentation Day slide.

What we tried to do here is to explain the outages that our customers have experienced over the last five years that we feel are elements that are part of our plan.

So this particular allocation of outages has removed scheduled outages, removed the loss of supply, removed outages because of lightening, removed outages because of foreign cars or maybe dig-ins by contractors who damage our equipment, as well as adverse -- excuse me, adverse environment.

What we tried to do is simplify things that we feel that our plan addresses to relate the fact that our plan goes after the top items.  It has a benefit to these other measures, but what we really wanted to focus our Distribution System Plan on is the fact that we've got two driving issues that are impacting our deteriorated reliability:  defective equipment and adverse weather.

And those are the first two priority areas of the DSP, is to address the deteriorating underground system and the fact that it is one of our -- the leading cause of defective equipment.  And then we are experiencing deteriorating reliability of adverse weather.

So the purpose of adding this particular graph is not to provide an all-inclusive every reliability impact, but the one that we have put effort into addressing.

MS. GRICE:  Would you not agree with me by taking out those other cause codes that contribute to reliability, it has the effect of distorting the defective equipment and adverse weather percentages?  It ends up inflating them when you take out those other cause codes.

MR. WASIK:  Well, there is -- in our approach to dealing with reliability issues, we proportionately place focus on things that are within our ability and control.

And so what we're trying to reflect here is that we feel that these particular causes of outages are within our focus of control, and those are the ones that we're focussing on.

We were not trying to explain that this is all-inclusive.  We did in the presentation, and I recognize that this is a slide taken out of context.  But when this was presented, we talked about the fact that these were controllable outages that we feel that we can do something about and we're putting in plans to address these matters.

MS. GRICE:  Can you just explain how adverse weather is controllable?

MR. WASIK:  Well, I would say that we can't control the adverse weather, but we have put in plans to address the severity and the impact of the damage it can have on our system.

When we were putting together our plans, we did reflect upon a study that we asked and we included it -- excuse me, I am just going to reach back and pick it up.  One of our predecessor utilities completed a study, which we included in Appendix K.  And that was one of the other benefits I wanted to share is that consolidating under Alectra, we have this great knowledge that we can now understand and use.  And this is one of those examples where we have done a lot of work to understand the impact of weather.

When we asked an independent engineering firm, CIMA,   to help us understand the implications of increasing severity and impacts of storms on our system, they did identify that there are issues when you have deteriorated condition of assets that they are not as resilient to standing up to storms.  A very simple way of looking at that, Ms. Grice, would be that if an asset is deteriorated it is weakened, and so when a storm does pass, it doesn't have the possibility of withstanding those particular damages, and so CIMA helped us understand that there are elements of our system that are vulnerable to damage when storms do pass.

So to answer your question, is that there are plans we have put into our Distribution System Plan that focuses on specific areas of the system that are very vulnerable to these particular storms and outages, and so we feel that we can mitigate, not eliminate, but mitigate the impact of those storms on our customers.

We also feel that this is very reflective of what our customers told us in the first round of customer engagement, which is that as a utility we should be studying and understanding the impacts of these storms and trying to reduce the impacts in terms of reliability and duration of outages with respect to when these storms do happen.

A simple way of looking at this, Ms. Grice, is that if a storm happened once every ten years customers are understanding, but if these storms are currently happening our customers are turning to us and wondering what are we doing about it, because now it is part of the norm.  Now we should be anticipating it.

This plan that we put in front of the Board for consideration listens to what our customers have asked us to do.  It recognizes in a responsible and prudent manner that we have areas of our system that are vulnerable to the impacts of these storms.

And so we can't eliminate them.  But we can mitigate the impact it has on us, on the system and for our customers.

MS. GRICE:  Okay, thank you.  Can we please turn to page 15.  I'm sorry, my numbers are the larger ones.

I just want to ask one last question on this pie graph, and it has to do with scheduled outages.  This pie chart is showing the average number of events by cause code, and it shows here that scheduled outages are greater than any other reason for an outage event, greater than defective equipment, at 39 percent.  It is the red part of the pie.

Can you explain why scheduled outages is so high over the last five years?

MR. WASIK:  So Ms. Grice, there are a multitude of different reasons why we schedule an outage.  One is to perform the work and maintenance and repair safely.  Second is that the equipment does have to be de-energized in order for it to be replaced.

The issue that I think we're struggling here with, Ms. Grice, is that when you just look at the number of events it doesn't put context in terms of how many customers were impacted.  As I explained before, over the last, you know, over the last few years, when you take one customer out it's one event, and over the last few years we have been replacing significant amount of equipment that was defective, especially transformers, that impact the few number of customers, but as you know, we've been replacing quite a lot of transformers for various different oil leaks and PCB oil-related issues, and that has over the last five years increased the number of events.

But again, I'd like to put things into context for you, Ms. Grice, is that if you were to perhaps go one page back on figure 5 of page 14 of your compendium, you can see that, although scheduled outages relative to the number of events is high, when you look at it in terms of the customer hours of interruption, which is represented by the red slice of the pie chart there, it only represents 4 percent of the hours of interruption.

So this is a bit -- it is a bit of a misleading focus that if you just look at the number of events it leads to the overall cause of SAIFI.

Scheduled outages are necessary, but they have a minimal impact in terms of the overall outage impact for customers.

MS. GRICE:  Okay, thank you.  Page 28, please.  This was part of an undertaking as well from the technical conference where we asked if major event day outages were part of defective equipment.

Then you provided this response that shows that major event days are included in defective equipment.  Can you explain the scenario where a major event day would be part of defective equipment?

MR. WASIK:  Yes.  So Ms. Grice, where an event takes place, as per the filing requirements of the Ontario Energy Board for reliability, especially major event days, Alectra uses the triple E standard, which I think we explained to you in several responses.

So we are being consistent with the standard.  And what it reflects is that if an event occurs outside of our control on that particular day we are to report outages for that entire day, and in some instances we may have other outages that particular day in addition to that particular storm, which may have defective equipment.

So what this reflects is that there is a very minor implication of adding all of the outage of that day, which also include defective equipment when we consider that day.

But that is a common -- and as the standard prescribes -- way to do it.

MS. GRICE:  Okay, thank you.  Then just in terms of the undertaking, we were actually hoping to see it not in terms of SAIDI and SAIFI but in terms of hours of interruptions and number of interruptions.  So if you look at page 27 of the compendium, would you be able to update Tables 1 and 2 by taking out major event days?

MR. WASIK:  We can do that for you, Ms. Grice.

MS. GRICE:  Thank you.

MR. MURRAY:  That will be Undertaking J2.2.
UNDERTAKING NO. J2.2:  TO UPDATE TABLES 1 AND 2 BY TAKING OUT MAJOR EVENT DAYS.

MS. GRICE:  Would you agree with me that when you are looking at your system performance, defective equipment should be looked at without major event days included?

MR. WASIK:  I'm sorry, Ms. Grice, can you repeat the question?

MS. GRICE:  Yes.  I am just trying to understand, when we're looking at the performance of the overall distribution system of Alectra, and when we are looking at the contribution of defective equipment to reliability, is it best to look at it from a view where major event days are not included in that data?  Does that give a truer picture of the performance of the system?

MR. WASIK:  Well, both are correct.  And that's why the Ontario Energy Board has asked us to provide both.  I think you have to look at them both.  The plans that we have put into our Distribution System Plan considered all of the defective equipment outages and failures.

So whether they were part of MEDs or not MEDs, we considered them all.  So when we understand that we had an outage, that outage for that particular area is also considered.

So to answer your question, Ms. Grice, I think both need to be reviewed.  It is just that you have to understand them in the context upon which they're being asked and reported in.

MS. GRICE:  Okay, thank you.  I'm sorry, did we get an undertaking number?  I'm sorry, okay, thank you.

MR. MURRAY:  Yes.  Yes, it was J2.2.

MS. GRICE:  Okay, thank you.  Okay.  Can we please turn to page 30.  What this is showing in Table 1, Alectra provided at the second-last column the total number of assets that are on the system, based on the asset condition assessment that was done with, I believe it is data to the end of 2018, that Alectra has 303,600 assets, and based on the count of poor and very poor there is 17,782 assets in poor and very poor condition.  So the overall percentage on the system is 6 percent.  That's what that chart is telling us, correct?

MR. WASIK:  Just one clarification, Ms. Grice, and this is something that I think is important to set context on, is that you've added kilometres of cable with units.

So I recognize that you are looking at it in terms of trying to add them up, but unit of measures are different.  So I just wanted to caution that again, is that, you know, I think from a numbers standpoint you are adding things up, but it is important to understand the context upon which you add 1 kilometre of cable with one transformer.  It just needs to have that perspective and context.

So we don't look at it this way.  That is why it is a bit challenging for us to be able to sort of compare and contrast, because we look at it in terms of kilometres of cable, kilometres of conductor, and we don't add them up this way.  This is not how we plan, nor this is how we manage our assets.

MS. GRICE:  I am just struggling, because this is your table.  Anyway, can we please turn to page 33?

So now this was asking what did each of the predecessor utilities look like, in terms of their total number of assets and then the percentages of assets in poor and very poor condition, recognizing that the asset condition assessments available at the time of the merger were in different years, which it shows here in the asset condition assessment year.

But before we talk about what this means, you have footnotes 1 and 2 on the first row with PowerStream, but I don't see -- oh, my goodness.  There it is.  My apologies, I didn't -- I looked at this probably a hundred times, I didn't see the footnote.  Sorry about that.  Thank you.

MR. WASIK:  No problem.

MS. GRICE:  Without having read them in detail, my next question is:  You provided actual Excel spreadsheets with data for each of these utilities, and the total number of assets in the spreadsheet for PowerStream was 85,375.

Are those footnotes explaining what the difference is between the 93 and the 85?

MR. WASIK:  That is correct, Ms. Grice.  The footnotes will help you clarify that.

MS. GRICE:  Okay.  I will have to go back and look at those.

If we can please turn to page 34?  So this is a table that I created and I put in the asset population for each of those predecessor utilities and the total that are in poor and very poor condition, and in terms of asset population, it adds up to 288,589 assets, which is about 95 percent of the 303.

Then the number of assets in poor and very poor condition are 27,108, so that comes out to a total of 9 percent.

Then compared to Alectra now with 17,782 assets in poor and very poor condition and 6 percent, would you agree with me that directionally, the asset condition for Alectra is improving over the last five years?

MR. WASIK:  No, Ms. Grice, I cannot agree with you.  Again, I would caution you in terms of how you add how you added up your assessment.

First, as you pointed out, these assessments were taken at different times.  For example, the Brampton and the Horizon assessments were completed in 2013 based on 2012 data.  The PowerStream was completed in 2017 using more recent 2016 and 2017 data.

So they're taken at different snapshots.  And since that time, Alectra and its predecessor utilities have been working really hard to address some of the very poor and poor assets.

So over the last seven, eight years from the variety of different assets that you have in front of you, things have been done differently.

The second caution that we explained to you in our responses was that they were done in different manners; so the models were different.  And so the way that each of us developed -- the predecessor utilities at Alectra developed the ACAs were reflective of the needs and practices of those predecessor utilities.

So, for example, there were elements of assets that some utilities evaluated and others didn't.

When we put the consolidated asset condition assessment, we harmonized our models.  And so when you look at it in terms of trying to find a convergence of commonalities between the way we managed our assets and you develop uniform practices, we were very conscious and concerned about the fact that we didn't want to create a step-wise increase in our need just because we changed the models.

So we took a very conservative approach that without more evidence to reflect that the need was there, it wasn't included.

What this reflects, in our view, Ms. Grice, is the fact that it also masks the fact that our biggest issue and the one that is of greater concern to us relates to cables. And so the cables are the assets that have continued to give us concern and are ones that are part of our plan.

So when we look at this particular response, what we don't see here is the implications of cables on our system, which is the primary focus of the Distribution System Plan based on condition of assets.

MS. GRICE:  Okay, thank you.  So if you won't accept my comparison, are you able to update this table on page 34 showing what the 2018 results were for each predecessor utility, based on your asset condition assessment?  Do you have the data tagged by operational area now, and could you provide that?

MR. WASIK:  No.  Ms. Grice, the comparison that you are proposing is going to provide a distorted view of the changes of the condition of the assets, because each utility did their asset condition assessment in a slightly different manner.

So for example, you know, the legacy PowerStream -- excuse me, the legacy Horizon completed an assessment of secondary cables.  That is not included in our 2018.

So you're going to get -- you're not going to get a proper consistent comparator in terms of what's been the change with the others.

MS. GRICE:  But Kinectrics did all of these previous asset condition assessments aside from PowerStream, isn't that correct?

MR. WASIK:  That is correct.  The predecessor utilities engaged Kinectrics, and Kinectrics again built the condition assessment specific to the requirements of the predecessor utilities. They're not the same approach taken across.  And more importantly, Kinectrics evolved their asset condition assessment over the years.

So comparing an assessment from 2013 to one that was completed in 2015 will reflect different assessments and different outputs, and it will be also different based on what the focus of that predecessor utility was.

MS. GRICE:  But you could provide the data?  You could provide a 2018 snapshot of this table?

MR. KEIZER:  Mr. Chair, I don't see the reason to provide the table if we have already indicated that it wouldn't be an accurate or appropriate comparison for purposes of comparing 2018 to data that was completely unrelated to it.  It's not an apples to apples comparison.

DR. ELSAYED:  Ms. Grice, maybe can you explain how helpful that table would be, given what has been described?

MS. GRICE:  What I was wanting to compare was, for example, PowerStream in 2017, 11 percent of its assets are in poor and very poor condition, and so on by utility.

Then looking at what the percentage is now to see over time what's happened with the condition of the assets compared to the previous five-year period and then where we are now.

MR. KEIZER:  The implication of that, based on what the witness has indicated, is that that comparison would not be a reliable one, given the fact that the 2018 number would be calculated on a wholly different basis than any one of those that are existing previously with respect to the legacy utilities.

DR. ELSAYED:  So is there any information that you have that would actually allow that comparison to be apples to apples, and to be more meaningful than what is being requested?

MR. WASIK:  So, Mr. Chairman, that would be very difficult, if not impossible, because what it would require us to do is go back in time and rerun the analysis using today's models.  That is something that we wouldn't be able to do, because we've evolved and changed our models and have added more information into our assessments.

And so what I think would be helpful, Mr. Chairman, is that the harmonization of the ACA did not change the -- by us using the newer models, it didn't change the need of the system. It provided us more clarity where the needs were, and it still reflected that the cables are there.

What we explained to Ms. Grice is that we can understand the concern if it increased the need, but this clearly reflects that it didn't increase the need.  We were more conservative in developing our models.

So because it is not increasing the cost of our renewal, doing all of that work would not provide any help.

DR. ELSAYED:  Ms. Grice, it appears to me that it is either going to be meaningless comparison or a lot of work to do it, so perhaps we can...

MS. GRICE:  Okay, that's fine, thank you.  Okay.  Page 37, please.  So this is a response to an interrogatory where we asked for the percentage of total assets to be replaced over the 2020 to 2024 period compared to 2015 to 2019.

And the table that you see before you includes asset renewal investments, but it doesn't include any other replacements that take place for these assets, based on road-widening, voltage conversion, rear-lot conversion, and other types of work.

And we had a discussion at the technical conference that getting this information is not an easy endeavour.  So I wanted to ask you, if you could just summarize what the issues are and then, once those issues are resolved, looking forward, will we be able to see the total number of assets replaced over this five-year period as part of the DSP?  Is that something that will be tracked beyond system renewal?

MR. WASIK:  So Ms. Grice, as we explained that, you know, because we don't yet have all of the specific plans about what customer requests are going to be and we don't have the specific plans about what the regions and municipalities are considering for the road-widening work, we can't determine which assets are going to be in conflict and can't properly forecast which assets are going to have to be replaced because of those particular needs.

What I think is clear and a lot easier for us to assess here is that, let's start with what we know as of today's plan, and what we know is we have specific portions of our assets that are deteriorated and need to be replaced.

We think it is a lot more straightforward to compare that with what you know and what you need to do than try to consider other hypothetical scenarios of road-widenings or customer requests.

It would be very favourable if the region or the municipality only picked the worst performing areas to do their work and allowed us to bundle those together, but that is not something that I can plan or depend on.

We have to plan and depend on what we know.  We have to plan on the data and the facts that we have, in terms of the deteriorated of the assets.  We have studied them.  We did complete analytics around the various different health index, and we have put plans just to address those.

And it is very -- in our view it is very impossible, it is impossible, let's just say, to forecast what exactly will happen with future customer asks and future municipality or road-widening asks to determine whether we can alleviate any of these renewals been somebody else is going to be doing work in that area.

MS. GRICE:  So at the end of 2024 if we were to ask how many assets did you replace across all of your programs, system renewal, system access, system service, you would be able to provide the full number of replacements by year for these assets?  Is your system set up to track that?

MR. WASIK:  So Ms. Grice, as we explained to you, that we are putting in -- as part of our evolution of our -- and I think we explained this to Mr. Garner.

There are three sort of elements of phases to asset management.  Utilities often started with a time-based replacement which is just going on schedule.  We have since evolved to a condition-based replacement.  Then the final component around it is moving to more of a predictive analytics failure-based.

What we explained to Mr. Garner is that we are currently putting in the asset analytic systems and the asset data registers to be able to capture those failure curves -- excuse me, failures and replacements on a more granular basis to allow us to build those particular models so that in the next three to five years we hope to start developing enough data to be able to statistically look at and say what can we predict.

But at this particular time, without looking at the data and knowing what those models can be, I can't determine whether they will be accurate enough for us to consider for our planning purposes.

So at this point, without looking at the data and actually implementing the solution, we hope it can, but we will have to work that through as we evolve to the next phase of our asset management practice.

MS. GRICE:  Thank you.  Can we please turn to page 41.  So in this interrogatory we asked for Alectra to provide the number of deficiencies for each of the years 2014 to 2018.  If we can turn to page 38 of the compendium.

I just wanted to summarize, the reason we were asking for that is, this is a page from your reactive capital investment summary document, and it shows you all of the things -- all of the ways that deficiencies flow into a deficiency and then how they're managed.

And the left side is corrective maintenance.  So that is how then the system interacts with the operating budget. Then you have reactive capital in the middle and then planned capital.

So we were asking for the number of deficiencies by year just to get a better sense of the health of the system, are they going up or going down.

And the response is, you don't have that information.  I just wanted to better understand why you would -- what is the reason for that?

MR. WASIK:  So Ms. Grice, as you know, Alectra was formed in 2017.  We have done considerable amount of work to come together into one billing system, to come together under one ERP system.  We are now consolidating our GIS systems.

These particular common approaches of capturing these particular deficiencies and failures is going to be dependent on all of those systems.  It is on our path, as I mentioned to you in terms of developing the asset data register, to start tracking these in a consistent and consolidated manner, and our plan is to do that over the next three to five years.

MS. GRICE:  Okay, thank you.  Okay.  Page -- I'm sorry, I don't have the page number in my notes.  Just bear with me here.  It is AMPCO number 36.  It is page 44 of the compendium.  We just asked how you took into account vehicle utilization rates in rate-sizing the fleet investments over the test period.

And it says here that you originally found that your fleet capital expenditures should be 63.1 million, and then you have reduced this budget by 3.2 million to 48.8, and that you considered utilization rates, but you've added here that you are going to be reviewing recommendations to be provided by Mercury Associates in their upcoming utilization study in order to reduce the fleet capital expenditures as required during the DSP period.

This utilization study, which is expected to be completed in Q4 2019 will further inform Alectra Utilities' fleet investment decisions.

So is that study available?  Is that something you could provide?

MR. WASIK:  As we described, Ms. Grice, that study is currently underway, and we anticipate to have it finished by the end of the year.

MS. GRICE:  Is it possible then that that 48.8 could be reduced?

MR. WASIK:  So Ms. Grice, just maybe I can clarify something, because I think I heard you say 3.2 million.  It was 13.2 million that we reduced.

MS. GRICE:  My apologies, I meant to say 13.

MR. WASIK:  I think it is helpful to understand that.

So what the 63.1 million reflects is that based on the assessment of our mechanics of Alectra's subject-matter experts, as well as third-party experts that we come to test the vehicles and inspect the vehicles, we recognized that there's a need over the Distribution System Plan five-year period, based on just the condition of the assets, to renew the existing vehicles and trucks at a cost of $63.1 million.

We have taken a very conservative approach to just include in the plan the vehicles we know need to be replaced and will be needed in order for us to complete our work and to operate as an effective and a prudent utility.

What the 13.2 million is the unknown, and what we were hoping is that by us completing that assessment we would be able to determine how many of the 13.2 million replacements we can do without.

So we didn't include the 13.2 in our plan, because we're hoping that by completion of our utilization, a good portion of those particular vehicles would not need to require to be replaced.

MS. GRICE:  So the vehicles that are part of the M-factor...

MR. WASIK:  So, yes, Ms. Grice.  Just one moment.  There are -- just one moment.

Yes, Ms. Grice, there are several vehicles and trucks included in the M-factor that are part of the $48.8 million investment need.

MS. GRICE:  So will any of those need to be reassessed as a result of the completion of this study?

MR. WASIK:  No.  Those vehicles have been determined to be needed to be replaced, and needed to be used for operational requirements.

MS. GRICE:  Okay, thank you.  If we can please -- this is not in my compendium, but I have provided it.  It is AMPCO number 27.

In this interrogatory response, at the very end of part A, it says here:  "Based on the outcome of optimization," and I assume that is your Copperleaf 55 model, "Alectra Utilities included 884 projects in the DSP from 2020-2024."


I just want to confirm, do those 884 projects include the 194 M-factor projects?

MR. WASIK:  Yes, Ms. Grice, they do.

MS. GRICE:  Okay, thank you.  This is my last area.  Page 45, please.

So this is pages from the evidence and it is regarding project monitoring and control.  And it says here that Alectra has an I-pass process and it is an important tool and because of this tool, you are going to be able to incorporate project control and monitoring capabilities that I understand are new for Alectra.

And the first one is the cost performance index.  That is going to be a ratio of actual project costs to planned estimated costs.

Then you are also going to have a scheduled performance index that's going to measure the ratio between actual versus planned durations of construction.

And you have set sort of variances that you want to work within for the CPI it is that variances will not -- should not exceed 10 percent.  And for schedule, you want to have a target of a maximum of 10 percent variances.

And we asked an interrogatory, and this is on page 47, we asked what your CPI and SPI results were for 2014 to 2018.  And my understanding is because these are new metrics that you don't have historical data to provide for, you know, to compare how Alectra performed with regards to these over the five-year period compared to historically.  Is that correct?

MR. WASIK:  Yes, Ms. Grice.  I think it would also be helpful to add a little bit of context, that we have evolved our management of our capital to move away from programs which bundled various different initiatives, and have become a lot more granular and specific and required business cases for each initiative.

The previous comment that you asked about the 884 projects, you know, that is reflective of the fact that Alectra Utilities has examined all of our investment needs and all of our investment solutions, and built business cases for each one of them.

And the important element around that is that we recognize that we're trying to keep rates stable, but there are needs in the system that exceed our available funding. And we have tried to utilize our available resources to the best of our ability, and we have done that through such very specifics -- that is why you see projects for trucks, or projects for vehicles.

We have moved away from this notion of running things under programs where it is, you know, business as usual.  We are really examining how to extract the maximum value out of our investments and by getting into these very granular way of looking at projects, we feel we can do that.

Because this is a new process for Alectra, previous predecessor practices didn't track these things.  So it is not possible for us to go back and say, if you were to run your historical programs like projects, what would they be?  They wouldn't be able to tell you because they bundled things together.

So by us getting very specific and very focussed, we can then start looking at each project.  And this is the purpose of these CPI and SPIs is we can then break down each project to make sure each project is delivered on scope, within budget, and on time.

MS. GRICE:  Okay, thank you.  So is your plan then to apply these, the CPI and SPI, to the entire portfolio of projects, the 884?

MR. WASIK:  To the extent that we control the schedule, yes.

So for example, these particular projects when they relate to customer connections, the customers generally drive the schedule around that. So it's not possible for us to dictate to them to say you must connect by this date.  We are responsive to the customer's needs.

So there are some projects and system access that these particular initiatives wouldn't take place, because we don't control -- we focus on the projects that are within our control, in terms of schedule and scope and budget in order to do that.

So those are the projects we will be focussing on.

MS. GRICE:  Okay, then in terms of the interaction with the CIVA, would it be possible to apply the CPI and SPI to just the M-factor projects, so that when the true-up happens that the metrics are applied to that portfolio of projects?

[Witness panel confers]

MR. WASIK:  That is correct.  Our plan is to track each M-factor project separately, and this reflects that we plan to do that for other controllable projects as well.  It's the same data.  We will be using a consistent approach.

MS. GRICE:  Okay, great.  Thank you.  This is just one last clarification question.  On page 52 of the compendium, you have here -- you've got a -- it's a finance cost control measure planned capital, actual versus budget.

I just was having trouble understanding the difference between this and the CPI.

MR. WASIK:  Very good.  So, Ms. Grice, as you know in our DSP, we have included additional measures beyond what we already report to the Ontario Energy Board based on our performance to demonstrate the outcomes that we expect to provide customers as a result of the DSP.

This particular measure comes from our finance measure, which allows us to examine the entire portfolio of particular work and it needs to be examined in the context of how many projects were completed and how many projects were completed within budget.

So the CPI and SPI measures that you asked me in the previous question are project-specific.  This particular reflects the overall portfolio.

MS. GRICE:  Okay.  I understand now.  Okay.  Thank you very much.  Those are my questions.

DR. ELSAYED:  Thank you.  We are a bit early for the break.

Mr. Brett, I know you just arrived.  Are you prepared to start now, or do you prefer to take the break?

MR. BRETT:  Well, I am in your hands.  I could start now.  I certainly wouldn't finish before break, but I could start.

DR. ELSAYED:  No, no, I understand.  Why don't we start now, and we will take a break at a convenient time closer to 11:20 or 11:25.

MR. BRETT:  Thank you, Mr. Chair, panel.  I apologize for coming in here a little late.  I actually have been working off an earlier schedule, which showed me coming after the morning break.  But that's on me.  I should have looked at the most recent schedule.
Cross-Examination by Mr. Brett:

MR. BRETT:  Good morning, panel.  I want to start with just a couple of brief questions on the RRFE document, sort of the foundational document for the new generation of incentive ratemaking, which you will be familiar with.

And I just wanted to cite one or two paragraphs from that document.  I will give you a minute to turn it up.

MS. BUTANY-DESOUZA:  We don't have it.

MR. KEIZER:  We don't have it.  The witnesses don't have it.

MR. BRETT:  All right.  Maybe I can just give you the quote, and if you need -- I can give you mine if you wish, if that helps.

MR. KEIZER:  That will be helpful if they have it in front of them.  The panel doesn't have them.

MR. BRETT:  Yes, I do.  I assumed, I think, everybody had that memorized, but I take the point.  It's a --


MS. BUTANY-DESOUZA:  We have a multitude of policy documents with us.  Amazingly, we don't have that one.

MR. KEIZER:  But if you asked me to quote it backwards, I think I could do it.

[Laughter]

MR. BRETT:  This will be quite brief.  But if you turn to page -- and I am going to work from my notes here, from -- this is the document, of course, in which the Board sets out its vision of future ratemaking, incentive ratemaking, and one of the things that it does, one of the things it does in the document -- there are several others -- but one of the things is to set out the three ratemaking options that will be available to applicants in the future; namely, the annual rate, the price cap ICM, IRM, and what they call fourth-generation IRM, and the custom IR method.

Now, at page 14, if you turn up page 14, the Board says that the price cap IR will be appropriate for distributors that contemplate that some incremental investment may arise during the term of the rate method.  That's the first -- that's the first principle.

You agree that is in there, you found it?

MS. BUTANY-DESOUZA:  Yes.  We can see it.

MR. BRETT:  Okay.  And then at page 18 of the same document the Board states that:
"In the custom IR method rates are set based on a five-year forecast of a distributor's revenue requirements and sales volumes."

Do you see that?

MR. BASILIO:  Mr. Brett, if you could just give us the reference for that quote again.

MR. BRETT:  I said at page 18 is what I have here.

MR. BASILIO:  18?  We have it, yes.

MR. KEIZER:  I think we found it online and were able to put it on the screen.

MR. BRETT:  Thank you.  Yes, that is the first sentence in that paragraph.

Now, the custom IR method, the five-year forecast of a distributor's revenue requirement and sales volumes, and there is one further reference I want to give you at page 70 of the document.  The Board states that:

"The Board's view is that the custom method should be available as soon as possible for distributors with prolonged, elevated -- prolonged, elevated investment needs."

MR. KEIZER:  Sorry, Mr. Brett, what page was that?  Page...

MR. BRETT:  70.

MR. KEIZER:  70.

MR. BRETT:  Do you have that there?

MS. BUTANY-DESOUZA:  Yes.

MR. BRETT:  I take it you would agree that the -- that you have -- that Alectra has prolonged, elevated investment needs?

MS. BUTANY-DESOUZA:  Certainly we have ongoing investment needs.  What the RRF does not speak to is the subsequent event of rebasing deferral period, but we definitely have ongoing investment needs.

MR. BRETT:  Right.  And the first statement that I gave you back on page 14, the price cap IR will be appropriate for distributors that contemplate some -- my emphasis -- some incremental investment over the term of the rate -- the term of the rate plan.

I take it you would agree that is not you?  That doesn't fit your profile.  You have more than some.  You have --


MS. BUTANY-DESOUZA:  Ongoing.

MR. BRETT:  Ongoing.

MS. BUTANY-DESOUZA:  Agreed.  But certainly ongoing investment needs over our ten-year rebasing deferral period.

MR. BRETT:  Okay.  Now, I would like to move to another section, another topic, which you won't need the RRFE for, but you should keep it, probably, because I may go back to it.

Now, this section of my comments or cross, I want to refer you to -- ask you to refer to your own evidence.  This would be Exhibit 2, tab 1, schedule 3.  This is the piece everybody's been dealing with in one way or another over the last few days.  It is the outline of your
M-factor.

Page 5.  If you turn up page 5 of that evidence.

MS. BUTANY-DESOUZA:  We have it.

MR. BRETT:  Okay.  Now, I want to deal -- what I am going to deal with here is a number -- I want to point out one or two or three comments that you make.  The first
is -- the first comment is that:

"The company's evolving capital needs are analogous to those distributors whose capital programs have opinion funded through custom IR frameworks."

Do you see that?

MS. BUTANY-DESOUZA:  Yes, we have it.

MR. BRETT:  Okay.  That's the first one.  The second one is -- is where you actually are quoting the OEB here.  And I just, I have it as:

"The OEB noted..."

This is again on page 5:

"...that the custom option in particular will be most appropriate for distributors with significant large multi-year investment commitments that exceed historical levels."

Do you see that?

MS. BUTANY-DESOUZA:  Yes, I do.

MR. BRETT:  The third comment I want -- the third piece I would like to refer you to is over on page 6, where you say:

"The 2015 report does not exclude the possibility of the implementation of capital funding other than ICM in order to permit prudent investments during a deferred rebasing period."

Do you see that one?  That is on page 6.  Top of page 6.

MS. BUTANY-DESOUZA:  Yes, I see it.

MR. BRETT:  Then the final one is on page 15:

"The M-factor provides an envelope of capital spending, capital funding, during the 2000 (sic) to '24 period and is comparable in its approach with..."

I am having a little trouble here.  Let me see if I can -- is it page 15 we are looking at here?

MS. BUTANY-DESOUZA:  Yes.

MR. BRETT:  Okay.  My problem is I am on the verge of cataract surgery and I don't see too well.

MR. BASILIO:  If I could complete the sentence for you.  I think what you are reading is, I will just continue on:

"Fund prudent investments during the 20-2024 period and is comparable in its approach to custom IR treatment made in conjunction with a five-year DSP."

MR. BRETT:  All right.  Sorry, that is exactly right.  That was the fourth -- the third one.

And then in a custom IR -- then the final one is on page 18, and you have to go back to the RRFE report for this one.  This is part of the RRFE report that spells-out -- page 18.  That spells out how the custom IR works.

There it says:
"For a custom IR method, rates are set based on a five-year forecast of distributors' revenue requirement and sales volumes."

So then finally -- and I don't know that you need to turn it up, but on page 70, again of the RRFE, it says:

"Distributors may make a custom IR application any time either on a third or fourth IRM program.  The Board will permit an exception to the early rebasing..."

Well, let me come back to that.  I want to deal with the rebasing situation a little later.

But what you seem to me to have done here is you have set out a number of -- will you agree what you have done in those quotes that I read, in each of them individually and collectively, you have set out the similarities between your proposal that you have submitted in this case and a custom IR proposal.

MS. BUTANY-DESOUZA:  The similarities, the correlation that we were drawing, Mr. Brett, was that not dissimilar from another distributor that files a rebasing application, but with a DSP.

What we were anchoring on was the Distribution System Plan part of the correlation, that if you file a Distribution System Plan, that there is opportunity to seek multiple years' worth of capital funding.

What we have identified elsewhere in our application is that we are applying in the context of being on a rebasing deferral period.

And subsequent to the RRFE -- now referred to as the RRF -- was the MAADs policy and the MAAD handbook, where the Board quite explicitly states, and now I am quoting from the January 19th, 2016, report, that:
"Consolidating distributors will have the ability to finance capital investments during the deferral period without being required to rebase earlier than planned.

So what we set out in our evidence was in the context of we have no intention of rebasing earlier than planned, and are seeking the capital funding that aligns to the Distribution System Plan that we need to execute in aid of our customers.

MR. BRETT:  Thank you.  As you say, you did it -- you filed your filing in the context of a Distribution System Plan, a five-year plan.  You agree to that?

MS. BUTANY-DESOUZA:  Yes, five years being the minimum requirement for a DSP.

MR. BRETT:  And what you are trying to do in your report, it would be fair to say, in your application is to get approval for a rate plan that would allow you to implement your proposed Distribution System Plan?

MS. BUTANY-DESOUZA:  Right.  We have identified --


MR. BRETT:  And that in itself -- I mean, that aspect of what you are doing would be common to any utility that was in a position where they were filing a Distribution System Plan that called on them to make substantial investments over the next several years.

They would have to -- quite apart from a merger, leave the merger.  I am going to get to the merger a little later and the various merger documents, so we will deal with that.

But essentially, that is -- that would be a practice at any utility that had a Distribution System Plan that showed large continuing, ongoing capital expenditure, would have to file a rate application which would allow it to get the funds to finance that plan.  Right?

[Witness panel confers]

MS. BUTANY-DESOUZA:  I hear you that we will discuss the MAADs policies later.

MR. BRETT:  Right.

MS. BUTANY-DESOUZA:  So I will take you up on that, I'm sure.  But...

MR. BRETT:  Actually, I will.

MS. BUTANY-DESOUZA:  Yes, I have no doubt.  But the -- I think the MAADs framework and the circumstance is fundamental and, frankly, this application is not filed in isolation of the fact that we're a consolidating distributor that now sits on a 10-year rebasing deferral, sits within a 10-year rebasing deferral period.

And also that in electing 10-years the Board -- in both policy documents, the MAADs policy and the handbook -- so 2015 MAADs policy, 2016 MAADs handbook -- was quite explicit that we can elect the deferral term, but then should be able to stay on that term and that we shouldn't be in the position of having to rebase earlier because incremental capital funding should be available -- would be available.

MR. BRETT:  All right.  I will come back on that a little bit later, but I want to just finish up this section here on the similarities of the plan, your plan to a custom IR plan.

I wanted to ask you specifically, you are familiar to some degree, I take it, with the custom plans that have been filed recently by Toronto-Hydro, Hydro One, in particular the capital factor part of those plans?

MS. BUTANY-DESOUZA:  Mr. Brett, I am aware that other distributors, the two that you have mentioned, have filed plans.

Maybe the visual of the number of binders behind me will be indicative of -- I haven't looked at anybody else's application, because there's been plenty keeping Alectra's team busy.  I can't comment on their capital factor.

MR. BRETT:  I am sure that, you know, you've had your hands full, but I will just ask you this.  In those plans, the applicants basically asked for a capital factor, which -- leaving aside the, leaving aside your materiality threshold proposition, which I think is unique to some extent to your application -- the applicants in those other cases had the same essential issue.

They had to -- they weren't able to -- their argument was that they weren't able to finance all of the investment they had to make based on simply a price cap IR with its annual escalator and stretch factor, that they needed another source of funds.

So they invested this capital factor, which really is simply a way of ensuring on an annual -- it is a funding mechanism that ensures that on an annual basis, they have enough funds to fund their proposed CAPEX and assets in-service.

So I guess you're really saying you really don't -- you can't really confirm that that is the case because you haven't read those.  I am not suggesting you should know the details of those plans.  But I would ask you to agree that -- and here, let me just put this more specifically for you -- that your proposals, absent the materiality factor, at a general level, at a high level, are very similar, the M-factor is very similar to the C-factor, in the sense that it does the same -- has the same fundamental purpose, to get you the money to allow you to finance your DSP proposed investments over the -- in each of the five year -- over the five-year plan, because what -- the price cap escalator plus growth factor doesn't raise sufficient funds to allow you to do that.  Is that fair?

MS. BUTANY-DESOUZA:  Mr. Brett, it's not that I don't want to help, but I don't know the basis of the C-factor, and so I am not in a position to compare it to our
M-factor.

What I can tell you is that the M-factor is to -- we have an amount of capital that is funded through base rates.  The additional increment is what we seek through the M-factor.

I am not aware of how the C-factor operates in relation to the circumstances of the two other distributors that you have named and, frankly, as you will all be aware, in this application we are also not seeking incremental OM&A funding.  We are not rebasing the full portfolio of our cost structure, and that is certainly a difference relative to other distributors that are filing custom IR applications.

MR. BRETT:  Okay.

DR. ELSAYED:  Mr. Brett, would that be a good time to take the morning break?

MR. BRETT:  That would be a good time to break, yes.

DR. ELSAYED:  Okay.  We will take a 20-minute break, and we will continue at 11:45.  Thank you.
--- Recess taken at 11:20 a.m.
--- On resuming at 11:50 a.m.

DR. ELSAYED:  Please be seated.  Please continue.

MR. BRETT:  I would ask you to turn up, panel, page 13 of the EB-2014-0219; that is the ARM document of the Board.  That is the advanced capital module document that we have been talking about over the last day or so here.

Do you have that?

MR. KEIZER:  Sorry, can you repeat that?

MS. BUTANY-DESOUZA:  Was it 13?  Did you say page 13, Mr. Brett?

MR. BRETT:  Yes, I did, yes.

MS. BUTANY-DESOUZA:  Okay.

MR. BRETT:  I just wanted to read one sentence.

MS. BUTANY-DESOUZA:  Of the ACM.

MR. BRETT:  Of the ACM, of the September 18, 2013, ACM document.

MS. BUTANY-DESOUZA:  EB-2014-0219.

MR. BRETT:  That's right.

MS. BUTANY-DESOUZA:  There you go.

MR. BRETT:  This was a section of the IRM ACM document where the Board is discussing custom IR and fourth generation IR, and what is appropriate in what circumstances.

I want to read the sentence, the last sentence in the first paragraph there.  Just a minute.  I'm sorry, I gave you the wrong reference, I apologize.

It is page 18. I will come back to page 13.  But page 18, the third paragraph down, I would like you to look at the last sentence when the Board is discussing ACM and ICM criteria and custom IR criteria.

It says:
"Applicants should note that custom approaches to rate-setting should be addressed through selecting the Custom IR option, not by customizing an ACM or ICM proposal."

So I don't know that I need to ask a question on this.  I think that you have said in so many words -- and I would ask you to confirm this -- that what you have done is you have customized an ICM/ACM proposal.  I don't think you have used those words exactly, but you have talked about the -- you have talked about the ICM/ACM being the sort of germ of your -- the beginning point of your analysis.

And you have talked about, I think, it is a modified
-- you described your proposal somewhere as a modified ICM or ACM.  Would you agree with that?

MS. BUTANY-DESOUZA:  No, I would not.  What we've said is that we believe that the M-factor is an enhancement to the MAADs policy and to ratemaking in the context of a post-consolidation distributor.

We are under price cap IR for all rate zones that are a part of Alectra Utilities and, one, we haven't -- I mean first the two terms aren't interchangeable.

So an ACM is not available to us.  That's limited to cost of service applicants. And we do not have an ICM proposal before the Board either, for the reasons that I have previously distinguished, which I am happy to review again and which include five years' worth of capital funding that are substantiated by a distribution system plan for all of Alectra, the envelope basis of funding, meaning as between the rate zones and as between the five years, however, limited by a capital investment variance account that is effectively asymmetrical and further to the discussion we had this morning, or the update or clarification to the evidence that we had this morning, still limited to an upper end variance of $9 million, despite what the other calculations we spoke of might make available.

MR. BRETT:  Yes.  You made those points several times before, but would you agree -- perhaps my language is a little imprecise.  You talked about -- we're talking about ratemaking now.  Leave aside MAADs for a moment.

In ratemaking terms, would you agree that what you've done is your proposal would be an enhancement to a fourth generation IR?

MS. BUTANY-DESOUZA:  An enhancement to fourth generation IR in the context of consolidation.

MR. BRETT:  All right.  Let me move on to a related topic here.  I want to talk to you a little bit about the ARM/ICM document, the September 14th document.  So you've got that up, I think.  I want to just flag a couple of items here first of all to give us context.

At page 5, if you turn up page 5, please, and at the top, the second paragraph:
"The ICM was in essence a funding mechanism for significant capital projects for which a utility required rate recovery in advance of its next regulatory scheduled cost of service application."

Do you see that, that sentence?

MS. BUTANY-DESOUZA:  I do.

MR. BRETT:  And then on page 16 of the same document, the little table in the middle of the page, the statement is made under "materiality":
"The amounts must exceed the Board-defined materiality threshold and clearly have a significant influence on the operation of the distributor.  Otherwise, they should be dealt with at rebasing."

Do you see that one?

MS. BUTANY-DESOUZA:  I do, and that's in reference to ICM.

MR. BRETT:  The Board, also in this document at page 8, if you turn to page 8, they're talking about -- they're talking about an earlier case here in the middle of page 8, a Toronto-Hydro case, which had asked for -- essentially that Toronto-Hydro appear to have asked for an ICM which covered all of their projects, all of their incremental projects, not just one or two or five, but all of them.

The Board, over on page 8, it discusses this case at page 7 and over on page 8.  This was an earlier case a few years ago, the Board says:
"The Board notes that most previous ICM applications that were approved by the Board have been for one or two or a few discrete large projects."

They go on to say:
"While the Board will not adopt the suggestion of some parties that the Board should -- is each project put forward by the utility should meet the overall materiality threshold, the Board does not expect that projects that are minor expenditures in comparison to the overall budget should be considered eligible for ICM treatment."

Now, would you agree that if you had submitted an ICM project, you have a list of projects that people have discussed with you.  A lot of them -- not all of them, some of them are medium size, a hot of them are rather small.  I recall a lot of them are, as you point out, projects of $100,000 or so.

You would agree that under an ICM framework those would be something that you would be expected to finance within your own -- within your own capabilities?

MR. KEIZER:  Mr. Chair, this is the question that arose in Mr. Shepherd's motion by which to identify the
M-factor projects that were falling within this element of materiality threshold, which was already ruled that it was not something that they otherwise could provide.  It's the same question.

MR. BRETT:  I am not sure I heard that all, but...

MR. KEIZER:  Sorry, Mr. Brett, maybe I will repeat that for your purposes.

My point was the question you had asked was that you wanted them to indicate that the smaller projects that were within their list of M-factor projects would fall within the materiality threshold which you've just described, and my point to the Chair was that that is the essence of the question that was asked by Mr. Shepherd on his motion and for which the panel had ruled was not appropriate for this witness panel to respond to.

In effect, it is the same question, albeit not an itemized list, but effectively on a much more blanket approach.

MR. BRETT:  All right.  Well, I will pass on then on that one.  I don't...

I would like you to turn to page 13 of the -- I may come back to a version of that question.  I am not quite sure I understand the rationale, but I will leave it for the moment, but I would like you to go to page 13 of the document, please, at the bottom.

This is an important section.  Well, they're all important, but this one is particularly cogent from my point of view.

It says here at the bottom under 4.1.1:

"The Board is of the view that projects proposed for incremental capital funding during the IR term must be discrete projects, and not part of typical annual capital programs.  This would apply to both ACMs and ICMs going forward."

You agree that is a fundamental principle of the ACM and ICM regimes?

MS. BUTANY-DESOUZA:  My colleague, Mr. Wasik, had indicated -- yes, let me start with, yes, I agree that that is what this statement says in relation to the ACM and ICM per the September 18th, 2014 report.

However, my colleague, Mr. Wasik, had indicated that we're putting forward not programs but specific discrete projects for which we need additional capital funding.

In addition, I would again emphasize that in the MAADs policy and the MAADs handbook the Board uses the terms normal and expected incremental capital will be funded during investments -- projects and investments will be funded during the rebasing deferral period.  And that's the funding that we seek.

MR. BRETT:  Yes, I think on the first point would you agree with me, though, program versus projects, that we're into pretty silly semantics here, in the sense that, you know, you bundle 15 vehicle requests together and call it a program.  You list them separately and call it a project.  There's no magic in those terms, it seems to me.

Would you not agree that that -- those distinctions are somewhat ephemeral?  I mean, if you have got a $5 million transformer replacement, I think I could agree with you that is a project.  If you are telling me that 25 vehicles each worth 100 grand or 200 grand are each separate projects and you somehow on that basis differentiate them from a program or you say that, you know, 25 underground cable splices or replacements are each a separate project and you thereby seek to or pretend to say that because of that they're not a program, the program is underground replacement of cable.  You do it every year, you have done it every year for many, many years.

So my question is, why hide in semantics on this?

MR. BASILIO:  I don't think we're hiding in semantics on this.  We're not filing an ACM or ICM application.  We're filing an M-factor application, which, you know, I think as Ms. Butany has said, in our view is quite different from ACM and ICM.  Certainly there are some elements, in terms of mechanics, that are similar, but the nature of the application is different.  The context of the application is different.  It is in the context of a rebasing deferral period that's ten years long.  It is ten years long.

And so Mr. Brett, if I might, you know, where you might be going, you have talked about materiality, you know, whether something is over materiality threshold or not.

ICM applications by their nature are one-year applications.  And so when you look across a ten-year period, losing 5 or 10 million dollars a year as a result of the true nature of ICM, in the context of a MAADs application, it turns out to be a very significant amount of money.  That's not absorbable within any other budget otherwise that would have been funded by rates that are, you know, that are going to approach being ten years old by the time you get to rebasing deferral.

And so, you know, I think that is one of the issues here.  We're undertaking a very large amount of investment.  And, you know, and you have to look back to look forward here as well.

We look back at the last two ICM applications and outcomes, and our expectation -- there's an expectations gap between what we thought the outcomes would be based on reading the MAADs policy and, you know, what they have been.

And I think what the M -- we're offering the M-factor on the basis that those conditions can't persist for us in order for us to meet our investment objectives in the interests of our customers through, you know, a very lengthy rebasing deferral period.

Most entities filing ICMs are -- you know, they
have -- they're going to file a custom IR application every however many years, 35 years, depending on the term they set, or they've got that flexibility.

We are not rebasing in five years.  We're not rebasing in the next two years.  We have got eight years to go before we rebase.  And this was an incentive in the MAADs policy.  It was an incentive offered to distributors in direct response to their concerns about merging in the best interests of customers, harvesting the savings, but not being able to retain the benefits for much of a period of time or rebase incremental capital.

And just to that point, and I will close here, we're delivering on the savings.  Customers are going to get those benefits.  The benefits we outlined in the MAADs transaction and the expectations that we outlined, we are a long way to getting there.

So, you know, for the utility, the expectations gap is falling short.  For our customers -- subject to getting the required funding to supporting the reliability that we were expecting over the ten-year period, and funding is required for that, you know, we're going to meet the customer objectives in our MAADs application.

And I think that is a great thing.  But, you know, if this incentive is taken away, that's going to, you know, as Max and Tom have articulated, that is going to really potentially grind into delivering customer expectations for the distribution system, reliable, safe delivery of electricity, sustainably.

MR. BRETT:  That's a long answer, Mr. Basilio, but the...

Let me just carry on.  Let me ask you this just as
a -- well, let me carry on where I am going here, and try and finish this up in a reasonable period of time.

I have given you the quotation about the incremental capital funding and not being part of annual capital programs.  The Board actually, at page 15 of that same document, of the ARM document, ICM/ARM document, goes on to say that -- it's under the title "Elimination of the non-discretionary criterion".

What this is about, as I read it, is that up until the time this document was put together in 2014, the Board had a strict rule that the project that you put up for ICM or ACM funding had to be -- it had to be non-discretionary.

So in other words, it had to be something like a replacement, relocation project because you had been asked to do something by a municipality or Metrolinx, or a connection project that you were required to do by virtue of the distribution system code.

In this particular part of this document, they made a change.  They said:
"Any discrete project (discretionary or otherwise) adequately supported in the DSP is eligible," I emphasize the word eligible, "funding subject to capital funding availability flowing from the formula results.  The same approach..."

And they go on.  And this principle is explained, is used further on.  But I guess the point I would like to make here is that in this particular instance, the Board is changing the policy and saying you can now have ICM/ACM qualified projects that are non-discretionary.  Correct?

MS. BUTANY-DESOUZA:  Yes.

MR. BRETT:  And then if I go on from there, in the MAADs, you were talking earlier about the MAADs handbook.  I just want to see if I can refer you to something here.  This is the handbook to consolidation.  You folks refer to it as the MAADs handbook, January 19th, 2016.

This is, I think -- again, this the second paragraph there, starting with the words "the ICM" -- excuse me?

MR. KEIZER:  Which page, Mr. Brett?

MR. BRETT:  Have you got it?

MS. BUTANY-DESOUZA:  Page?

MR. KEIZER:  Which page?

MR. BRETT:  17.

MR. KEIZER:  Thank you.

MR. BRETT:  Sorry.

MS. BUTANY-DESOUZA:  We have it.

MR. BRETT:  In that second paragraph, you say:
"The ICM is now available for any prudent discrete capital project that fits within an incremental capital budget envelope, not just expenditures that were unanticipated or unplanned."

So as I see it, what the Board is saying there is we had -- and this is the handbook for consolidation.  The Board is saying we had this earlier rule that, if you go back to the very beginning, the 2009 -- which I won't ask you to turn up, but the very beginnings of the IRM/ACM policy, you will recall, certainly the Board will recall that the initial -- one of the initial criteria was that these projects had to be unanticipated and unplanned.  They were something that arose in the context of an IRM program that you didn't see coming, that wasn't in your previous capital budget.

But that criteria has changed.  That was dropped fairly early on.  And that is basically what is being stated here, is that right, in that sentence?

MS. BUTANY-DESOUZA:  Well, I think it was dropped per the 2014 report, perhaps the -- it has evolved over time.

The 2014 report emphasizes that it no longer has to be the unanticipated, as you have indicated, Mr. Brett.

I think the continued evolution is further elaborated both in the 2015 MAADs policy and the 2016 MAADs handbook, that then clarify the situation for a consolidating distributor that is seeking incremental funding during the rebasing deferral period -- requires and is seeking.

MR. BRETT:  What reference are you making in the -- I agree with you, first of all, that this statement I read to you is a continuation of what was set out in the MAADs -- sorry, in the 2014 ICM/ARM document.

This is really an adoption within the handbook for consolidation of the proposition that the Board set out with respect to ICM and ARM.

But I am not quite sure I see where in the handbook you were you are referring to, what you are referring to in the MAADs handbook.

MS. BUTANY-DESOUZA:  So you are indicating, Mr. Brett, that it's an adoption.  And while I hate to parse words, I actually see it as an evolution.

So the policy has evolved and that's updated in the 2014 report that you have taken us to on a number of occasions in the past little bit.  After that, the incremental, no pun intended, addition is the recognition in the 2015 MAADs policy that distributors had a great concern, expressed on page 8 of the EB-2014-0138 document, that says, their concern is that if capital additions cannot be incorporated into rate base, the shareholders' rate of return would diminish, and there would impacts on financing of capital investments.  Distributors were not consolidating because they had a concern on being able to fund capital investments.

So then on page 9, and this is where I am suggesting that evolution on incremental capital funding comes in, is on page 9, under the words "OEB policy", that a distributor, second line of that, of the second -- the last full paragraph on the page, that a distributor may now apply for an ICM that includes normal and expected capital investments.

And then that is taken further, if I go back to the MAADs handbook to which you referred me, the bottom of the paragraph that you had referenced on page 17, which I have indicated previously, consolidating distributors with the ability to finance capital investments during the deferral period, without being required to rebase earlier than planned.

So that is exactly what we're looking to do, is finance capital investments, during the rebasing deferral period, substantiated by a robust DSP, without having to rebase earlier than planned.

MR. BRETT:  That sentence talks about distributors that are on annual IR index.

MS. BUTANY-DESOUZA:  It --

MR. BRETT:  That looks to me like another category of rate application.

MS. BUTANY-DESOUZA:  No.  Elsewhere...

MR. BRETT:  Consolidating distributors that are on annual IR index, thereby providing consolidating distributors with the ability to finance.  I read it that way, that it didn't apply to you.

MS. BUTANY-DESOUZA:  No, Mr. Brett it does apply --

MR. BRETT:  You don't agree with that?

MS. BUTANY-DESOUZA:  Well, it is a fact that it does apply to us.  It does apply to distributors under price cap IR, and that's --


MR. BRETT:  You say it is a fact?  I'm not sure --


MS. BUTANY-DESOUZA:  It's a fact set out in the policy --


MR. BRETT:  It is an opinion of yours.

MS. BUTANY-DESOUZA:  No.  I can read you statements.  Maybe Mr. Basilio will --


MR. BASILIO:  I will give you with just a little context.

So the OEB policy, page 9, of EB-2014-0138, the OEB believes that the clarification set out in the September 18th report -- which I think is the 2014 report --


MS. BUTANY-DESOUZA:  The 2014, yes.

MR. BASILIO:  -- establishes that:

"A distributor may now apply for an ICM that includes normal and expected capital investments.  The one remaining limitation -- and this is the following -- I am skipping a sentence here which I will come back to -- the one remaining limitation is that the ability to apply for an ICM continues to be limited to those distributors under the price cap IR."

MR. BRETT:  Yes.  Okay.  The problem I have with that -- I read that.  First of all, I guess I would call your attention to the previous paragraph in quotations, which deals with the -- which is also from the -- which is also from the same report, the 2014 report:

"The Board is of the view that the availability of incremental capital funding during the IRM term should no longer be limited to non-discretionary projects."

So we are back at this question of, the Board is broadening the scope of what you can ask for to discretionary projects.

But more to the point, if I go back to the 2014 document, which is the ARM/ICM document, what you just read me -- "report establishes a distributor may now apply for an ICM but includes normal and expected capital investments" -- is inconsistent with what is stated in page 13, where the Board says:

"The Board is of the view that projects proposed for incremental capital funding during the IR term must be discrete projects and not part of typical annual capital programs."

Now, those are the same thing.  Those are the same thing.  This is the same distinction, is it not, that we've been making, that the ARM/ICM has made all along, that you have to distinguish annual programs, whether you call them project or programs, normal business as usual, with particular discrete projects that should attract -- and normally they're of substantial size.  For example, all of the ten or 12 successful ICM applications over the years since 2009 have been for transformer projects for very small or medium utilities.  So they're making the distinction between typical annual capital programs and programs that are -- and the Board subsequently made the same distinction in the 2018-2019 rate cases.  They're looking at something unusual, something large.

So what I am saying to you is that the -- suggesting to you is that in matters of ICM, ARM, ACM, ICM policy, the 2014 document is the source document and you look to that document for guidance.

The document that you have cited, the ratemaking associated with distributor consolidation, is simply a subset of that, and that's got to be read down in light of the 2014 document.  Do you not agree?

MR. KEIZER:  [Microphone not activated]  I think -- I think I have a false light, but anyway.

[Laughter]

MR. KEIZER:  I think most of this is policy argument, and I think it is, you know, gone through a number of series of quotes and asked them to agree.  It is not a debating contest, it is actually to be asked for the facts for which they rely, and that to some extent, Mr. Brett -- I have given Mr. Brett a lot of latitude to go through these, but I think now he is getting into the point of argument.  He can put forward his position as to whether -- what he believes, and in response obviously Alectra would do the same.

I am not sure -- I think it's been clear what the witnesses have put forward, their view on the policy and what they understand.  They have done that any number of times now in this process and in the technical conference.

So I am not quite sure that that's a fair question at this point, other than really to deal with a point of argument.

MR. BRETT:  Actually, if I can reply to that.  I disagree.  I think, first of all, cross-examination is not limited to seeking additional facts from the panel to support a position they have taken.

Much of what this Board does is adjudicate competing policy principles.  And part of cross-examination is to challenge the policy assertions that the company is making.

In my view, the company is making a number of assertions that are contrary to Board policy in the course of putting forward this M-factor, and I am trying to show that by comparing what they are saying to what is in these various policy documents.  And I have gone to considerable lengths to analyze these documents and how they're related one to the other.  And I think -- I mean, I will have an argument subsequently, but I am still asking questions.

I am asking questions about trying to determine whether this is a custom IR program, this is an ACM program, you know, what is this proposal exactly?  And is it linked?  What is it linked to?  What does it stem from?

You know, they have made a number of assertions about, you know, they're not entitled to rebase -- I am going to finish up fairly shortly, but I want to deal with another aspect about their assertions on rebasing which I think are wrong, and they've done this -- so I think that, you know, one of the major issues in this case -- and Mr. Shepherd pointed this out initially in his motion -- was, I mean, there are other issues that have to do with the elements of their policy which others have explored and will explore.

I am really exploring the issue, is this proposal consistent with Board policy?  Or is this an orphan proposal?  In other words, it is neither a custom IR nor an ACM/IRM, and I may eventually argue that they should be required to file a custom IR proposal.  I may, but what I am trying to get at by all of these questions is, you know, what -- how do you -- how do you justify bringing forward a proposal like this and saying that somehow it's consistent with existing Board policy when, you know, it's clearly -- which I am trying to -- I am trying to sort of analyze that. I am trying to get behind that.  Why is it consistent with Board policy?

It's not enough for them to cite a half a dozen documents and string them together, because I have already read all of that stuff.  I am asking, where do you find these things?

So I think it's a legitimate question.  It's been so long since I asked it now I am not sure what it was, but...

DR. ELSAYED:  So maybe if you can just limit the questions to clarifying questions.  The issue about opinion whether it is a compliance or Board policy or not, that is a matter of argument that you can do later.  But if you limit your questions to clarifications that would allow you to make that argument, that would be helpful.

MR. BRETT:  Yes, okay.  I think that the -- all right.  I think -- I think the question was actually -- perhaps I could put it this way.

Why is it that you say that you rely on the -- you rely on the 2015 report very heavily in this case.  I think most of us who started this case forgot about the 2015 report.  But you have obviously anchored your proposal on the January -- on the 2015 report.

That's a report on ratemaking under consolidation.  Why do you give that precedence in your analysis to the basic, the fundamental ARM/ICM report that the Board published in September of 2014?  I mean, other than -- why is it that you -- why is it that you seek to rely on one, even if it seems to contradict the other?

MR. BASILIO:  Well, it's a very important question, Mr. Brett.  I mean, it is central to our application.  Answering that question is central to why we're bringing forward the M-factor application.  So it is certainly a very important question.

We're relying on -- I mean, you refer to it as the 2015 document.  Well, it is March 26th, 2015.  The report of the Board, ratemaking associated with distributor consolidation.  I mean for us, that is the anchor report.

And it had some very significant policy changes to MAADs transactions, the extended rebasing deferral period, but more to your point, the notion that addressed the concerns of distributors, or was framed as should address the concern of distributors regarding incremental capital investments during a rebasing deferral period.

And so when we look at OEB policy on that matter, again it very clearly articulates that a distributor may now apply for an ICM that includes normal and expected capital investments.  But the objective of that statement is articulated in the following sentence.

The objective is that this -- I am quoting:
"This clarification of policy should address the need of those distributors who may not consider entering into a MAADs transaction due to concerns over the ability to finance capital investments."

And that's a really important point, because as somebody that was highly involved in constructing the financial case for this transaction, I can tell you that in the absence of that funding, I do not see how this transaction would have proceeded.

And I will go back to the MAADs decision which acknowledged -- and somebody will help me with, forgive me for a bit of rounding here -- $570 million of incremental ICM investment, $160 million of incremental ICM filing.

We recognize that the Board was not approving that, but certainly it acknowledged those numbers.  And I think anyone could reasonably see those were very material considerations for us with respect to this transaction.

So that's the objective of that policy change.  And the reason we're bringing forward the M-factor -- and with all due respect to the mechanisms that exist, ACM/ICM, they're certainly very well thought out ways to finance incremental investment. We are not being critical of those.

What we're saying is that they're not meeting that objective in our specific circumstances.  That's one of the principal reasons we're bringing forward the M-factor.

One of the other important reasons here is that it does -- in the context of a five-year Distribution System Plan, it provides a significant opportunity for efficiency in the application process and to reduce costs.

I think it will reduce costs over a five-year period by about $5 million, in terms of these proceedings.

You know, and the other objectives were articulated by Mr. Wasik and Ms. Butany earlier.  But that is really fundamentally why we are here.

MR. BRETT:  You are going on a long time, sir.

MR. BASILIO:  I am just trying to answer your question.

MR. BRETT:  I'm not interrupting you.  I let you speak at great length.  I am cognizant of my own time and the timing of everybody else in the room.

Let me try and maybe accelerate this a bit.  My understanding -- and I will ask it this way, I put it to you that you -- you would agree with me, I think, that nowhere in the Board's decision on the merger, nowhere in that decision does the Board say that you are going to be entitled to capital, a large amount of capital during the rebasing period.

Quite apart from the -- well, as you are well aware and maybe I will give you this as a hint.  The Board in a MAADs decision, the Board's policy is -- I think you would agree with me it doesn't do ratemaking in a MAADs decision.  It decides on a merger.

But I come back to my question.  You cannot, I take it, show me anywhere in that decision where the Board has said we're approving this merger and we're telling you that we're going to approve your claim, your request for $500 million the next time you are up.

In fact, the Board has done the opposite.  They have not given you that assurance, and the first two times that you were up, the Board gave you some of what you wanted.  In fact, the second time, they gave you most of what you wanted.  The first time they gave you half of what you wanted.  But that wasn't as a result of any assurance they gave you in the merger itself, right?

I mean, I realize you talked about it.  You gave plans.  You said everybody talked about it, it was wonderful.  We told you all of these things we were going to do.

I see that, I read that.  But if you read the Board's findings, they didn't and couldn't, as a matter of law, make any assertion that you would be entitled to have all of this money, right?

MR. BASILIO:  I think there were five separate questions, and I think I remember three of them.  So I will try to hit them in sequence.

First, and I think I just said this in my prior statement, certainly there was no guarantee.  The Board simply acknowledged in its decision that this was essentially part of the business case we put forward, that there was so much ICM capital, so much ICM revenue.

But I would certainly agree that those are subject to future applications and future approvals.

MR. BRETT:  And the Board did not -- as I understand it, the same comment would be true for the rates -- for the Rate Handbook.  The Board in the Rate Handbook, as I understand it, did not make any statement that you would be guaranteed -- this is the rate handbook preceding the merger by a year or so. The Board basically said -- didn't say in the rate handbook, didn't give you a guarantee that you would recover all of the money that you would require during any deferred rebasing period that you got as a result of the merger.  Is that fair?

MR. BASILIO:  Well, they simply couldn't.  And the reason for that is all of those incremental investments are subject to a prudential review here in front of the Board.

And that would not have been our expectation.  Our expectation at the time would have been a reasonable prospect of recovering normal and expected capital investments prudently incurred, as approved by the Board.

That would have been the only reasonable expectation at the time of the MAADs transaction.

MR. BRETT:  And you -- all right.  Let's press on for a moment.  I want to speak very briefly about rebasing and what the situation is with respect to rebasing.

I want to go back to start with -- just for some context, I want to go back to the 2007-case.  The first -- this is the ratemaking associated with distributor consolidation, July 23rd, 2007.  That is your first -- that's the previous case.

This is the document that was amended by the 2015 document, right?

MR. KEIZER:  Do we have that?

MR. BRETT:  Do you have that?

MS. BUTANY-DESOUZA:  Believe it or not, we do.

MR. BRETT:  Good.  So on page 5 of that -- and I really give this mostly just for context, to show what the background of this is.  The third paragraph says:

"Allowing a distributor the option of scheduling the rate rebasing for the consolidated entity at any time up to the five-year limit" -- in those days it was a five-year, not a 10-year limit -- "accommodates distributors that may require an increase in operating, maintenance or capital expenditures shortly after closing of the transaction, as well as distributors that wish to have the benefit of a longer period in which to offset transaction costs with efficiency savings.

So you agree with me there they're saying -- they're offering distributors who have consolidated the opportunity.  They're not directing them, but they're offering them the opportunity to apply for an early rebasing.  Correct?

MS. BUTANY-DESOUZA:  Yes.  But that 2007 report for five years was then superseded or augmented, elaborated on, in the 2015 report that says that you can elect -- the distributor can select the rebasing deferral period, but then that term is set.

MR. BRETT:  But it doesn't go on to say that he -- it doesn't go on to say that he could not if he wished seek a rebasing.

MS. BUTANY-DESOUZA:  It actually does.

MR. BRETT:  Well --


MS. BUTANY-DESOUZA:  Let me -- may I take you to it, Mr. Brett?  Just give me a minute.  So in the 2015 report, it --


MR. BRETT:  Page number, please.

MS. BUTANY-DESOUZA:  Sorry, I am just going to give you context, and then I will give you the page reference.

In the 2015 report the Board extended the rebasing deferral period, and then on page 12 of the 2016 report the Board said --


MR. BRETT:  Sorry.  I apologize.  You're mentioning two different reports here?

MS. BUTANY-DESOUZA:  I started with the 2015 report --


MR. BRETT:  2015.  Let me just turn that up, please.  I want to make sure I know what -- where you are here.  There is a number of these.

Okay.  So I started you off on the 2007 report.  You are turning me to the March 26th, 2015 report, which is an update of the --


MS. BUTANY-DESOUZA:  Page 6.

MR. BRETT:  -- 2007 report.  And what page, please?

MS. BUTANY-DESOUZA:  Page 6.

MR. BRETT:  Page 6, yes.

MS. BUTANY-DESOUZA:  Under "OEB policy" --


MR. BRETT:  Yeah.

MS. BUTANY-DESOUZA:  -- second full paragraph underneath the heading "OEB policy":

"The OEB has determined that providing an extension of the allowed deferral period to up to ten years after the closing of transactions -- transaction would address distributors' key concern about the 2007 policy, would reduce the risk of a MAADs transaction, which may encourage more consolidation, and provide distributors with the flexibility to manage their own unique circumstances."

MR. BRETT:  Let me just stop you there for a moment.

MR. KEIZER:  But --


MR. BRETT:  All right.  Go ahead.

MR. KEIZER:  I don't think she finished the answer to your question, which was --


MS. BUTANY-DESOUZA:  I wasn't.

MR. KEIZER:  -- of the effect on rebasing, so let's let her finish answering the question.

MS. BUTANY-DESOUZA:  And so then if you go to the 2016 report.

MR. BRETT:  2016 report is which report?

MS. BUTANY-DESOUZA:  January 19th, 2016, the MAADs handbook.

MR. BRETT:  All right.  Okay.  So just to be clear, though, I didn't quite get all of what your counsel said, but that piece you read me doesn't relate to my question.

MS. BUTANY-DESOUZA:  It does if you let me finish --


MR. BRETT:  That just talks about extending the deadline.

MS. BUTANY-DESOUZA:  Right.  I --


MR. BRETT:  That has nothing to do with my question, which was whether or not you -- I think your initial comment was that the 2015 document changed the 2007 document and precluded --


MR. KEIZER:  I think, Mr. Brett, that was the first part of her answer.  She is now going to finish the remainder of the answer.

MR. BRETT:  All right.

DR. ELSAYED:  Okay.  Go ahead, please.

MS. BUTANY-DESOUZA:  Thank you.  Then on page 12 of the MAADs handbook, second paragraph:

"While the OEB has determined that allowing a longer deferred rebasing period is appropriate to incent consolidation, there must be an appropriate balance between incentives to utilities and protection of customers.  The OEB will therefore require consolidating distributors to identify in their consolidation application the specific number of years for which they choose to defer.  It is not sufficient for the applicants to state that they will defer rebasing for up to -- their emphasis -- up to ten years.  Distributors must select a definitive time frame for deferred rebasing."

Then if you skip ahead, down to page 13, under the heading "early termination or extension of deferred --


MR. BRETT:  Page 13 of which document?

MS. BUTANY-DESOUZA:  That same document.

MR. BRETT:  Okay.  All right.  Yes.  I have it.

MS. BUTANY-DESOUZA:  Okay.

"The OEB has allowed for deferred rebasing period to eliminate one of the identified barriers to consolidation.  For this reason..."

I am skipping ahead to the bottom of the paragraph I was just reading.

"For this reason, if the consolidated entity seeks to amend the deferred rebasing period, the OEB will need to understand whether any change to the proposed rebasing time frame is in the best interest of customers."

Next --


MR. BRETT:  Are you reading from page 12 now again, eh?

MS. BUTANY-DESOUZA:  No.  I am on page 13, Mr. Brett, under the heading "Early termination or extension --


MR. BRETT:  That's right, okay.

MS. BUTANY-DESOUZA:  Okay.  Then the next paragraph says:

"Distributors who subsequently request a shorter deferred rebasing period than the one that has been selected will be required to file rationale to support the need to amend the previously selected deferred rebasing period."

And then if I take you to page 17 --


MR. BRETT:  Just a minute, please.

MS. BUTANY-DESOUZA:  -- sure, of the same document.

MR. BRETT:  Yes.

MS. BUTANY-DESOUZA:  Under "Incremental capital investments during deferred rebasing period".  We have gone over this sentence a couple of times.

MR. BRETT:  This is in the handbook, right?

MS. BUTANY-DESOUZA:  Yes.  Page 17.

MR. BRETT:  Yes.

MS. BUTANY-DESOUZA:  The sentence begins, but the tail end is:

"Consolidating distributors with the ability to finance capital investments during the deferral period without being required to rebase earlier than planned."

MR. BRETT:  Yes.

MS. BUTANY-DESOUZA:  So --


MR. BRETT:  I have read all of that, but none of that actually addresses the question, my question, or none of it answers my question.

My question was, is there any provision that prohibits a distributor from applying for early rebasing?  And there is not.

What you have told me in these answers is that he has to make a case.  It is not a matter of right.  The distributor who wish -- and there's -- I must say, I can tell you there is all sort of references throughout these documents that the distributor can make an application to the Board for an early rebasing.  He's not guaranteed a positive result.  He has to make a case.  And he has to show it is in the interests of himself -- well, of his ratepayers.

He has to make a case.  But the point is he can do it.  He can make an application.  He's not prohibited.  So that you could, for example -- I read that really to say that -- I can understand -- I can understand why you would not want to make the application, because if you made the application you would lose your seven -- your eight years of $50 million a year in savings.  I can understand that.  But you have the right, you have the ability, you have the option, to make that application.

What I am seeing here -- well, let me just maybe go one step further and just -- we will wind this up.

What I am seeing is that you are trying to do two things at once.  You are trying to keep your $400 million, and incidentally -- just a minute.  I will finish my question -- there is no -- I would add -- I would add the question, I don't see anywhere -- you may, and you may expect this, but I don't see anywhere in these documents where it says that you can never be asked to use your savings to support your future capital plans.  I don't see that.  And I don't see it in the merger decision.

But in any event, what I am going to ask you is this.  You made this merger in early '17.  You had to be aware when you made this merger of these Board policies.  And what you did is you made an assumption, you made an assumption that you would be entitled to all of the capital expenditures that you requested, and you didn't want to do it by way of a -- you didn't want to do it by way of a custom IR, because that rebasing would lose you your savings.

So you concocted this particular option, which allows you to both keep your savings and ask ratepayers to finance your entire capital program.

Now, you tell me, but this to me looks like you are having your cake and eat it too.  You need to make a choice.

MR. BASILIO:  Do you have a question, Mr. Brett?  These are statements --


MR. BRETT:  The question I have, I will ask you this question.  Did you not -- did you not make an assumption when you entered into the merger that you would be entitled, having made the merger, to secure Board approval for something that you roughly modelled on an ICM/ACM, but that would give you -- unlike a real ACM or ICM, would give you a blanket envelope chunk of money for five years.


You made -- what did you base that on?  You know, given some of the -- given all of these documents that we have read, you made an assumption, it seems to me, that was pretty risky.  It was pretty risky.  Didn't you make a gamble, essentially?

MR. BASILIO:  Well, there are risks inherent in any transaction, particularly one of this size.  But you asked me about my assumptions.

Our assumptions going into the MAADs transaction were largely based on the MAADs policy, 10-year rebasing deferral period, ability to recover prudently incurred -- I mean, that is always going to be fundamentally at the core of any incremental capital that it has been prudently incurred and approved -- for normal and expected investments.

We did not assume that the MAADs decision was a ratemaking decision, that it had pre-approved everything.  But we did assume a balance on that basis, and the balance was, that for ten years, shareholders were going to be at risk -- and it is more than this now for about $130 million of integration costs.  But out of that, they were going to generate on a run rate basis after about years 4 or 5, $50.5 million of savings, that through that period, based on long-term investment plans of the predecessors and using ICM policy at the time, modelled -- and it was quite a fine model that was tested through the MAADs proceeding -- that there was approximately 500-and-some-odd million dollars of incremental capital.  Not specified, that is why we're here, but based on the long-term plans and associated incremental revenue of about $160 million.

And those would be retained by the utility for a 10-year period, after which they would be transferred to customers in a rebasing, resulting in -- and I think subject to check, you can go back to the evidence, or I am happy to provide that for you -- about a 60-million-dollar annual reduction of revenue requirement relative to the predecessors continuing on their own.

So this was really about our assumption was that there would be an appropriate balance of incentives, customers and utility, with the MAADs policy being the foundation for that. But there was no assumption that this was a risk-free transaction.

That being said, these were thought to be reasonable risks based on what I think was an articulated MAADs policy at the time.  So they were, you know, that was our view.  It wasn't like throwing the dice.  I think it was a well-reasoned decision to proceed with the transaction.


And the OEB decision was the final condition to close.  Shareholders hadn't made that decision prior to the Board's decision on MAADs.  They made it after, subject to reviewing the decision.

And, you know, I thought that the decision had a lot of things in it, including that the incentive framework -- I am reading from the decision, page 19 of the decision -- "is intended to provide sufficient financial gains over and above the status quo to incent utilities to seek out merger or acquisition efficiency gains opportunities.  The framework is also intended to have customers share in large savings through earnings sharing beyond the five-year deferred rebasing period, to the extent that it exceeds the SM threshold."


To the extent that the utility has excess earnings that seem high -- and in this case, it is over 300 basis points -- customers would share in those, and then they would get them all in perpetuity after the 10-year period.

So that is really what we were relying on, and I don't think there was a lot of grey area in these documents.  But there certainly are some risks, shareholders have the risks to recover the transaction costs.  They've got to realize the savings and, you know, it is difficult, but we're doing it and customers will ultimately benefit in the end.

So just to reiterate, Mr. Brett, we are here with an application that is entirely consistent with the business plan we put before the Board as part of the MAADs transaction.

We are not asking for anything new in terms of economics.  It is entirely consistent.  We are just taking a new approach to address our specific needs.

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

DR. ELSAYED:  Thank you, Mr. Brett.

MR. GARNER:  Mr. Chair, it is Mark Garner at this side.  Could I be allowed to ask just one follow-up question?  Because I did get confused at something that was just said.  It is a very simple question.

DR. ELSAYED:  Please go ahead.

MR. GARNER:  Is it Alectra's view that the MAADs policy does not allow early termination or extension of the deferred rebasing?  Because as I understand it, there is a specific clause in there that speaks to just that issue.  Is that not right?

MS. BUTANY-DESOUZA:  It is not Alectra's view that there isn't circumstances under which -- I am trying to work through -- circumstance under which we could bring forward an early rebasing application.

MR. GARNER:  Right.  I am not asking you whether you would or not.  But you agree the Board actually contemplates it in the actual policy.  They do have -- I am reading it.  It says "early termination or extension of selected deferred rebasing."  So they have contemplated the issue, right?

MS. BUTANY-DESOUZA:  They have.

MR. GARNER:  I was just confused when you were speaking.  Thank you.

DR. ELSAYED:  Well, we will take our lunch break now and we will resume at two o'clock.
--- Luncheon recess taken at 1:00 p.m.
--- On resuming at 2:05 p.m.

DR. ELSAYED:  Please be seated.  Okay.  Ms. Girvan, you are up.

Cross-Examination by Ms. Girvan:

MS. GIRVAN:  Thank you.  Good afternoon, panel.  I think I can see you all.  So I am going to take you first to the information that was filed along with the business plan, the PowerPoint presentation, please.  Slide 8.


So I just want to be clear I understand exactly what this is saying.  The key assumptions and risks for the 2019 to '23 plan assumed -- and you look down on the sixth bullet point -- ICM revenue of 6.9 million in 2019 and 38.4 million from 2019 to '23 based on 50 percent recovery of eligible ICM projects consistent with 2018 ICM decision.


So my first question is, I assume that the board of directors approved this business plan that was based on this key assumption; is that correct?


MR. BASILIO:  That's correct.  But just for context, the approved -- and I think this will come up again.  The 50 percent discount on the revenue in the capital is not to suggest that it is not capital that isn't needed, as articulated by Tom and Max, it is to produce a financial plan that has a degree of conservatism relative to past Board decisions.  The board of directors did approve the plan on that basis.


MS. GIRVAN:  Thank you.  And can you tell me what's meant by "eligible ICM projects consistent with 2018" -- sorry, let me start again -- "for 2019 to '23, 50 percent of eligible ICM projects".  So how did you come up with the 50 percent recovery of eligible ICM projects?


MR. BASILIO:  So maybe I will turn it to Indy here in a moment to get into the details of that determination.  But essentially, just to come back to ICM, the 2019 plan would have been approved by the board of directors in December of 2018, which I think is pretty close to the date on the presentation.


So at that time we hadn't, you know, we hadn't fully resolved this application approach.  So the best information we had really was to try and take the capital requirements and move them through the ICM methodology to determine those that would qualify relative to past Board decisions.  Then we took a discount of 50 percent, which was essentially consistent with what had been approved in those prior two decisions.  And then the --


MS. GIRVAN:  I am a distracted.  There is a full-on conversation.


MR. BASILIO:  And then the more specific determination as to what was eligible -- maybe I will turn that over to Indy.


MS. BUTANY-DESOUZA:  So eligible then was based on what we had seen out of the Board in the 2018 decision.


MS. GIRVAN:  So how did you derive the 38.4 million?


MS. BUTANY-DESOUZA:  We were looking at the project listings that Mr. Wasik had provided as we started to look forward, we were beginning to develop -- we were developing our Distribution System Plan, and on the basis of the 2018 decision we were cutting back what we thought we might get through ICM.  Not that that was what we needed, but the revenue line item was based on the 2018 decision.


MS. GIRVAN:  So you went through the projects in the 2019 to '23 DSP and determined what would qualify for ICM under -- according to the Board's previous decisions?


MR. BASILIO:  So I will let Indy answer that specific question.  I want to come back to the quantum.  That range of value includes ICM attributable to past Board decisions.


So that's not just ICM revenue on what we would have been looking for from let's say '20 to '24.  It is ICM that would have been approved in past decisions.  So retrospective and prospective ICM revenue.


And then I will just...


[Witness panel confer]


MS. YEATES:  So the level of ICM revenue that was forecasted in the 2019 to 2023 period was based on the level of ICM revenue that was approved relative to the 2018 decision.


MS. GIRVAN:  I'm not sure.  It looks to me like you went through the exercise that I think Mr. Shepherd was asking you to go through on Tuesday.  Is that not correct?


MR. BASILIO:  Well, that wouldn't be correct, because, again, this wasn't based on a five-year DSP.  That DSP was resolved subsequent to the -- it's a 2020 to 2024 DSP one.


So the nature of projects may have, and likely did, shift since that time.


And in deriving the ICM for purposes of a financial plan isn't to the same level of detail that that determination would be made -- you know, the level of calculation isn't the same as would be provided in an application to support an ICM outcome.


MS. GIRVAN:  Could you undertake to file the background of the derivation of the 38.4 million?


MS. BUTANY-DESOUZA:  Sure.  Yes, we can.


MS. GIRVAN:  Okay, thank you.


MR. MURRAY:  That will be Undertaking J2.3.
UNDERTAKING NO. J2.3:  TO FILE THE BACKGROUND OF THE DERIVATION OF THE 38.4 MILLION.


MS. GIRVAN:  I just had one brief question on the same slide.  The second-to-last bullet, "Innovation GRE&T Centre costs included in plan", what does that mean?


MR. BASILIO:  So this plan was created in a bit of a piecemeal approach.  So because the Guelph merger was happening, because the Guelph merger was approved October, very close to the determination of this plan, there was a commitment in the merger agreements, which the Board would have -- which would have been here as evidence, there was a commitment in the merger agreements that a GRE&T -- the Green -- somebody help me with this.  Green Energy and Technology Centre, which is in Guelph.  There was a commitment, the financial commitment, to support that centre.  So those costs were included in this plan.


MS. GIRVAN:  Is that in your DSP?


MR. BASILIO:  I don't...


MR. WASIK:  So the implementation of several of the pilot projects will be run from the GRE&T Centre, and those projects are included in the DSP.  So those are the various different initiatives and pilot projects that we proposed in the DSP.


MS. GIRVAN:  All right, thank you.  And I just had a sort of an overall arching question that I just wanted to be clear on.


So with respect to this application, are you asking this Board to approve funding of everything in your DSP?


[Witness panel confers]


MS. BUTANY-DESOUZA:  Right.  So the -- there's funding through base rates already, and incremental to that we're seeking the M-factor-related projects in order to be able to execute on the full DSP.


MS. GIRVAN:  So you -- the answer to my question is yes?


MS. BUTANY-DESOUZA:  Yes, yes.


MS. GIRVAN:  Thank you.  Now, with respect to --


MS. BUTANY-DESOUZA:  Sorry.  Recognizing that in terms of the maximum eligible capital, there's the 10 percent dead band that's already included, and that there is no flexibility within what we've sought from a project perspective.

MS. GIRVAN:  Except for that incremental amount of the 9.7 million?

MS. BUTANY-DESOUZA:  So 9.3 over five years.

MS. GIRVAN:  Sorry.

MS. BUTANY-DESOUZA:  I mean, from a big utility project perspective, it might as well not exist, but yes.

MS. GIRVAN:  Okay, thank you.  And what are you expecting the Board to say or to approve regarding your customer engagement activities that you undertook to support this application?

MS. BUTANY-DESOUZA:  There's no relief sought with respect to the customer engagement activities.  Two things perhaps, though, by way of comment on customer engagement.

Since Alectra was formed, we have annually gone out to our customers and undertaken customer engagement.  What we're hoping that the Board will see that we've demonstrated is an ongoing revision to our approach to customer engagement to do more, to do better, to evolve the manner in which we reach out to our customers and perhaps to recognize that -- and I am sure Mr. Lyle will correct me if I've got the statistic incorrect -- but I believe that this is the biggest response rate for a utility, in terms of customer engagement thus far.

And so we don't take customer engagement lightly.  Certainly since the time of Horizon's first custom IR, I think we were the first round of customer engagement related to a distribution system plan.  So we have continually refined our approach and I am hopeful that -- we are hopeful that that is what the Board will see.

But in terms of specifics, customer engagement is certainly a filing requirement for a Distribution System Plan.  But it's something that we've undertaken annually as part of each of the rate applications that we have brought forward since we formed Alectra.

MS. GIRVAN:  Thank you.  If you could just turn to -- most of my questions, or I think almost all of them are with respect to the interrogatories, the CCC interrogatories.

So the first question I have is with respect to CCC number 1, and this is the interrogatory where a number of reports were filed.

If you look at attachment 1, and if you can scroll down, I am looking for the page myself, because I don't think they have pages -- yeah, they don't have page numbers.

It is the chart, it is table 1 that is ICM outcomes by project.  There.  That's what I was talking about.

I think you spoke about this with someone else on Tuesday, but my question is -- so it says the 2019 decision, 83 percent was approved.  And it also says in this document down below that the 2019 financial plan assumed an approval of 50 percent of the projects as filed.

So I am not sure what this means.  Did you adjust your application to reflect the fact that you didn't expect to get a hundred percent?

MS. BUTANY-DESOUZA:  Reflect our application, which application?

MS. GIRVAN:  2019 ICM.

MS. BUTANY-DESOUZA:  No, we did not adjust our 2019 application.  We revised the ask in the 2019 application, because we filed it -- we received the Board's decision on the 2018 application on April 5th, 2018, revised April 6th.

We delayed filing the 2019 application in order to absorb the '18 application and respond to it with a subsequent single-year ICM filing that didn't contradict or -- yeah, didn't contradict the 2018 decision that had just been received.

But as a result of the 2018 decision, the 2019 application was reduced down.  It wasn't -- it wasn't reflective of the required capital, which was $39.2 million.

We filed for 31.6 million.  So in fact, we received just over 67 percent of our ask.  We received 67 percent of our ask -- of what we needed, sorry, excuse me.

MS. GIRVAN:  Okay.  So when you got the 2019 decision, how did you respond to that in terms of your capital spending?

[Witness panel confer]

MS. GIRVAN:  I guess I can follow -- sorry.

MS. BUTANY-DESOUZA:  When we got the 2019?  Mr. Wasik can elaborate.  I will start.  We reprioritized our capital expenditures in response.

Maybe, Mr. Wasik, do you have more to add?

MR. WASIK:  Yes.  So when we received the decisions in both situations, we did have to evaluate and some projects, as we explained in BOMA 3, we had to proceed.  And other projects we had to defer.

So overall, we took a look at the entire portfolio of both in 2018 and '19, and had to adjust accordingly to be able to proceed with the investments within the current level of funding.

MS. GIRVAN:  So you spent less than you had applied for?

MR. WASIK:  We spent less than what was required.

MS. GIRVAN:  Okay.  Did you undertake the Rometown project?

MR. WASIK:  No.  We did not proceed with the Rometown project.

MS. GIRVAN:  And you are not proceeding with that?

MR. WASIK:  I believe we have an undertaking to examine, to make sure what we would do, but we did not proceed with that project based on that decision, no.

MS. GIRVAN:  What about the Barrie TS upgrade?

MR. WASIK:  That's another project we didn't proceed with, and it's been something that we are considering in the plan moving forward.

MS. GIRVAN:  Is it in your current DSP?

MR. WASIK:  Yes.

MS. GIRVAN:  Okay, thank you.  If you could turn to page 5 of that presentation -- that's not what I am looking for.  Hold on a second.  Sorry.

So let's just take this -- you don't really need a reference.  You have said in these presentations that the OEB's policies in Alectra's to 2018-2019 applications have been inconsistent with its policies and MAADs decisions.

I think we heard, Mr. Basilio, you say that -- you have said that a number of times, correct?

MR. BASILIO:  I mean, that's effectively our report.  So, yeah, those are our words.

MS. GIRVAN:  And that the decisions have created new barriers to effective consolidation.  But you said to Mr. Garner that even though you had those decisions, you still went ahead and acquired Guelph.

I am just -- my question is, I think you said that, well, because Guelph really doesn't have a lot of capital needs.  Can you explain to me why, in light of the decisions, you still went ahead and acquired Guelph?

[Witness panel confers]

MR. BASILIO:  I don't think my response to Mr. Garner was that Guelph doesn't have significant capital needs.

My response was that the economics of that transaction did not rely significantly on ICM, while our projections for Guelph, when we did the business case, did have some ICM capital based on, you know, the modelling.

It wasn't significant in relation to the overall economics of the transaction, and certainly nowhere near as significant as the Alectra transaction.

MS. GIRVAN:  Okay.  So the reason -- that's the reason you went ahead with the transaction?

MR. BASILIO:  Well, no, the reason -- I mean, you look at the totality of the transaction, and it was a very good transaction.  But in terms of, you know, sort of if you're looking at your pros and cons of the transaction, you know, certainly the outcome of those prior ICM decisions were a con, but the value of that con was very small in relation to the totality of the economics of the Guelph transaction.  Therefore, it wouldn't have been a barrier to proceeding with it.

MS. GIRVAN:  Okay, thank you.  We had some discussion at the technical conference about these decisions and, why didn't you appeal the previous decisions, or seek a motion for review?

MR. KEIZER:  I don't know why that is relevant as to what they did or didn't do with respect to the decision.  They responded accordingly in the 2019 plan and they have responded accordingly in this plan, so their views of the decisions are understood.  What they thought or didn't think about the appeal, I don't know if it is relevant.

DR. ELSAYED:  Ms. Girvan, can you respond as to how relevant --


MR. GARNER:  If Ms. Grice would offer me, or your offer, it seems to me it is precisely the question.  The applicant relies, as I understand it, in their argument that the policies of the Board were not interpreted in a fashion that it felt the policy stated.

It seems to me what Ms. Girvan is asking is, if that were the case, if that's what you believed, then why wouldn't you have approached the Board to make a motion and clarify that policy at that point.

Their application relies on the issue that the policy is not what they think is appropriately in front of the Board.

MR. KEIZER:  Well, Mr. Chair, I mean, one, if that was the standard of review and variance then we would be talking about other issues as well.  But it's not.

As Mr. Garner has described, in decisions about whether someone do or does not proceed with an appeal includes both legal issues, as well as factual issues, and I am not sure that what had happened or what could have happened with respect to a past decision, how is that relevant with respect to the determination of the M-factor or the rate request before you today?

There is evidence on the record as to the perception of the applicants as to the implication of the ICM decisions for their particular need to finance capital, but whether or not they chose to review a decision and interpret the standards which the Board has with respect to thresholds and other things, I am not sure why that is relevant in this case.

DR. ELSAYED:  I tend to agree.  We're assessing this application on its own merit.  What the follow-up was on previous applications or decisions, I am not sure that that is really relevant to this.

MS. GIRVAN:  Okay, thank you.  One of the premises of your application is that you're stating that the OEB's decisions in those cases were inconsistent with its MAAD policies.

But isn't your M-factor proposal inconsistent with the MAADs decision and its policies?  The Board's policies?

MR. BASILIO:  I think I answered this on a policy basis.  Again, if we go to the MAADs policy -- I can't remember, I think it was page 9, and the Board policy on ICM, the objective of that policy was to respond to a concern of distributors that the inability to seek funding for incremental capital through rebasing deferral period was a barrier to consolidation.

So that was the objective.  And the Board expressed that ICM should address that concern.

MS. GIRVAN:  But you're not applying for an ICM.

MR. BASILIO:  No, we are not applying for ICM, and the language isn't ICM will address that concern, and I think that is the basis for this application, that ICM is not addressing that concern.

But I think our approach is consistent -- certainly consistent with the objective of that policy.

MS. GIRVAN:  But it's a variant on that policy.

MR. BASILIO:  No.  I think -- well, I think Ms. Butany responded to this earlier.  I don't think we would simply accept that we have taken ICM and morphed it.  I think
M-factor's something -- there are some similarities, there are some significant differences.

Certainly the duration, by way of example, of the
M-factor through the life of a DSP and the objective of actually enabling a full DSP, given the complexities and interconnections across years, certainly would be one factor, being consistent with the RRF, supporting regulatory efficiency by having a multi-year application.

So, Ms. Girvan, I don't think we accept that it is simply a variant of ICM.

MS. GIRVAN:  Okay, thank you.  Again, in these presentations -- and I apologize, I seem to have lost my reference, but the quote that I am concerned about or just interested in, actually, is in the -- it does say that in your report:  In the event the OEB does not accept the approach to the M-factor Alectra will have to rely on the existing ICM mechanism.  Is that your position?

MR. BASILIO:  You know, I think the outcome of this application will probably inform that.  Again, looking back at sort of what are the suite of choices do we have at our fingertips, certainly we could have come in for another ICM, but that's not -- that in our view is not meeting the objectives of our customers, nor do we think it is meeting the objective of the Board policy that offered ICM as a way to support financing of incremental capital through such a long rebasing deferral period.

So, you know, at that time -- but, you know, I think what we're proving here is that in fact we think there is something else that might meet that objective.

MS. GIRVAN:  Okay.  If the Board doesn't grant your
M-factor relief, what will you do with respect to 2021?

MR. BASILIO:  Well, it's really difficult to say without the benefit of the decision, but, you know, one point I would like to make -- and we were -- you know, our president here made this comment -- is that, you know, let's be clear that customers are at the other end of whatever outcome there is on this decision, and so whatever decision the Board renders, we know that customers will be a consideration.

I think, you know, I think we're demonstrating that there is a real need here, that, you know, that the MAADs policy provided is an objective funding for incremental capital.

So, you know, I guess it is very difficult to contemplate sort of the binary approach Mr. Shepherd outlined two days ago, that it is all or nothing.  Really, that would be a very unfortunate outcome, and particularly unfortunate outcome for our customers.

MS. GIRVAN:  Okay.  I am just going to eliminate a few things here.

So you are currently in an incentive regulatory regime.  That's correct, right?

MS. BUTANY-DESOUZA:  That's correct.

MS. GIRVAN:  Okay.  And I think Mr. Garner, he dealt with this to some extent, but where are the incentives for you to undertake productivity with respect to capital, if you are asking the OEB to approve your full DSP over five years?

MR. BASILIO:  So I believe I answered this at a high level, and, you know, maybe I will turn it over to my colleagues for, you know, their thoughts on more mechanistic levels.

But I think one thing you have to look at is the track record of the predecessor entities and the team here.

These are -- this -- Alectra was formed by way of an amalgamation and predecessor amalgamations that have delivered meaningful savings and will deliver meaningful savings for customers.

We have customers front of mind.  We have shareholders that are community-focused and have customers front of mind, in terms of their costs of service.

And so, you know, our governance, I think our past behaviour, is very much aligned towards giving our customers the best experience at the lowest possible cost.  And I think that's been our track record and those of our predecessors.

I don't know if anyone has thoughts on more mechanistic...

MR. WASIK:  Ms. Girvan, we went to great detail in the DSP, in section 5.2.3, performance measurement for continuous improvement, to not only add nine additional performance measures upon which we strive and expect to deliver, which outline the outcomes of the Distribution System Plan.  But in that section we also talk about the process that we followed to continuously look to improve upon not only the delivery of the particular investments but also ensuring that they're sustainable, and we look to learn from those particular on an ongoing basis.

So there are several productivity elements that we've identified and included in our plan and have rolled into our plan, and then we plan to attain those productivity benefits and provide those to the customers as we execute and implement these plans and deliver the outcomes of the DSP.

MS. GIRVAN:  Okay, thank you.  If you could turn to attachment 2 of CCC number 1, please, on page 4.  So -- page 4, sorry.  So here it says, to quote:
"Beyond the financial impact, the denial of capital funding for critical categories of work is increasingly affecting Alectra Utilities' ability to serve its customers.  Due in part to insufficient funding, the utility has been required to defer prudent capital renewal investments to meet basic customer connection requirements."

So my question to you -- I have two questions, really.  Have you had an inability to serve your customers?

[Witness panel confers]

MR. WASIK:  So, Ms. Girvan, what we're trying to explain here is that we would prioritize the investments needed in order for us to connect customers, in order to provide our obligations as a licensed distributor at the cost of deferring necessary capital investments, therefore increasing that backlog.

And I think we tried to explain that through the snowplow figure as well, is that as our capital funding availability erodes through these mandatory investments, these necessary and important system renewal investments unfortunately keep on getting deferred, creating this perpetual backlog, which puts us further and further behind.

MS. GIRVAN:  I think this says that you have -- you are being affected in terms of your ability to serve your customers.

MR. WASIK:  Yes.  So in that context, Ms. Girvan, what we're talking about here is our deteriorating reliability, and the fact that the unfortunate backlog of necessary system renewals are causing us and our customers increasing outages.

MS. GIRVAN:  And what's meant by "deferring prudent capital renewal investments to meet basic customer connection requirements"?

MR. WASIK:  So a clearer way of saying that would be that in order to meet basic customer connection requirements, which is to provide the necessary capacity to expand the system so we can continue to connect customers.

So that, unfortunately, erodes our ability to fund the necessary system renewals of the system, which unfortunately then translates into increasing outages.

MS. GIRVAN:  Okay.  So the last sentence on that slide says:
"Continued deferral of essential system renewal investments due to partial incremental funding is projected to accumulate into large rate impacts upon rebasing."

My question is isn't the result of your proposal large impacts will happen on rebasing?

MR. BASILIO:  No, because by addressing these needs incrementally over the next several years, rate impacts grow at a much lower rate than if we were to come to 2027 and ask for $300 million of incremental capital would result in a very sharp rate increase.

MS. GIRVAN:  Okay.  Under your proposal, how much is rate base increasing each year in 2020-2024?  Is that in the evidence?  I may have missed it.

[Witness panel confers]

MR. BASILIO:  I believe we responded to this in an undertaking, but we are just getting the reference.

MS. YEATES:  We provided this information in response to SEC question F.

MS. GIRVAN:  Oh, okay.  All right, thank you.  If you can turn to attachment 4 in the same interrogatory response, please, and at page 7 -- so I think we discussed this earlier, but what's changed in terms of the 332 funding shortfall versus the funding shortfall I think you're referring to now as 267.  What's the difference between those two?

MS. BUTANY-DESOUZA:  So a couple of things.  There's unfortunately the footnotes to the table are both indicated as footnote 1 and footnote 1, even though in the chart it says footnotes 1 and 2.

But the materiality threshold was subject to change based on using the 2018 triple R billing determinants, so that was updated recognizing that the report or the attachment 4 was from January 2019.  So we didn't have those billing determinants available at that time.  So certainly that was updated.

Second, the funding shortfall and the calculation and the proposal before the Board today was also subject to customer engagement and the final outcomes contained therein.  So the integration of necessary formulaic updates, as well as customer engagement outcomes result in the proposal before the Board now.

MS. GIRVAN:  Okay.  Those numbers changed this morning, didn't they?

MS. BUTANY-DESOUZA:  One rate zone's numbers, that's Guelph, as we discussed this morning and as has been circulated now to all.

I should add that -- and I think there was already an undertaking on this, but we do still recognize there is no blue page version. We will circulate that when we are not all sitting together.

MR. KEIZER:  Just on that point, Mr. Chair, we did circulate during lunch the Excel spreadsheets related to the updated model associated with the threshold and also, I believe, a spreadsheet to indicate the changes that had been made.

DR. ELSAYED:  Okay, thank you.

MS. GIRVAN:  Okay, thank you.  Could you please turn to CCC number 2.  And, sorry, this takes us to Staff 15.  Sorry.

So I just wanted to be clear.  We're now in 2019.  Are these net synergy numbers, are these up-to-date?  Scroll down.  Sorry.  This is the latest update of your synergies?

MR. BASILIO:  I believe that's the latest update, yes.

MS. YEATES:  Yes, it is.

MS. GIRVAN:  Okay.  So your transaction costs have been recovered?

MR. BASILIO:  I'm sorry.  Let me just look here.

[Witness panel confers]

MR. BASILIO:  These are net annually.  So, no, we haven't recovered all of our -- all of our transition costs.

You can see, for example, that in 2019, you've got $40.8 million of transition costs.  In 2020, you've got 8.9.  Most of them --


MS. GIRVAN:  I was referring to transaction costs.

MR. BASILIO:  Oh, transaction costs?  I mean, I think you would bundle them together.  I don't think we would bifurcate them.

So, the answer would be no, that synergies realized to date do not exceed expected transition and transaction costs if you were to sum the two.

MS. GIRVAN:  So as of 2020 next year, the net benefits to the company are $49 million?  And that's included the impact -- including the impact of transition costs and transaction costs?

MR. BASILIO:  Yeah.  I think we're forecasting that we've overcome in 2020.

MS. GIRVAN:  Okay.

MR. BASILIO:  Forward.

MS. GIRVAN:  Thank you.  Okay.  If we can turn to CCC Number 9.  This is the list of the M-factor investments.  And I am still confused after all of this time, given we've got a lot of evidence on this, how you went about deriving this list of projects.

MR. WASIK:  So, Ms. Girvan, as we explained, we first built the DSP in totality.  And from that we recognized that once the DSP was built there was insufficient funding to enable the implementation of that DSP over the five-year period.

We then had a list of -- well, maybe let me take one step back and sort of maybe clarify a little bit, because there's an important step that I think Ms. -- in AMPCO 27, Ms. Grice brought to our attention today -- and I think it is really helpful in this situation to explain that -- is that in Alectra's attempt to finalize the draft of the DSP before the customer engagement, in AMPCO 27, I believe it was, we -- just one moment.  We first started out with 1,184 business cases.  And then during the process of trying to firm up and finalize the potential investments we removed 50 projects.  We also reduced 39 transit projects and then eliminated 137 other projects for rework in 2019, and we're left with 958 projects.

From that, when we ran our optimization, we cut a further 74 other projects from the list, and we're left with the 884.

So what we want to highlight here is that during our own development of the potential investments we already reduced approximately 300 projects from that list before we went out to the second stage of customer engagement and asked for their preferences, in terms of what the pacing and which options we needed to do.  Once that --


MS. GIRVAN:  From this list you're talking about?

MR. WASIK:  Yes.  So the 884 is the final list of the DSP.

MS. GIRVAN:  Okay.

MR. WASIK:  So what we wanted to identify here --


MS. GIRVAN:  Sorry, can I stop you for a sec?  I am getting confused.  I would think there is three elements here.  So there's the DSP that you undertook, right?  And you developed the list of, I can't remember how many projects.  And in the context of the DSP there's projects that you've identified as being part of base rates and there's this list.

And I am just wondering if there's a reconciliation anywhere of DSP, this list, and a list of projects that is to be recovered through base rates.

MR. WASIK:  Yes.  Certainly.  So we explained that there are -- we do have a list of all of the projects in the DSP, and then we have identified which of those projects are requested as part of the M-factor.

MS. GIRVAN:  I am looking for the other list.

MR. WASIK:  Yes.  We have that.

MS. GIRVAN:  Okay.

MR. WASIK:  In the DSP.

MS. GIRVAN:  But the DSP includes these projects that are included in the M-factor.

MR. WASIK:  Yes, correct.  It includes all of the projects that are being proposed in the DSP.  That include both base and the M-factor projects.

MS. GIRVAN:  But we don't have a list of those projects that are recovered through base rates, we just have the list -- we have the full list, right?  And then we have the list of the M-factor projects.

MR. WASIK:  Okay.

MS. GIRVAN:  Where is the list of the projects that are being recovered through base rates?

[Witness panel confers]

MR. KEIZER:  I think, Ms. Girvan, I think that is all of the projects, other than the M-factor projects.  If they could clarify.

MR. WASIK:  Ms. Girvan, we can provide you the list of all of the projects that are in base rates, but they would be the difference between all of the projects in the DSP less the projects that are in the M-factor, but we can provide you that list.

MS. GIRVAN:  Great.  That --


MR. WASIK:  You want a separate list all on its own of all of the projects --


MS. GIRVAN:  I am having trouble mapping this.  I am having trouble understanding -- you have the DSP projects.

MR. WASIK:  Hmm-hmm.

MS. GIRVAN:  You identified those that you felt would be recovered through base rates, which I think what you did is you prioritized them.  Then you had the other projects, and that's what you are seeking recovery for through the
M-factor.  Does that all add up?

MR. WASIK:  Yes, yes.

MS. GIRVAN:  Okay.

MR. WASIK:  Yes, certainly.

MS. GIRVAN:  Okay.  That would be helpful.

MR. MURRAY:  That will be Undertaking J2.4.
UNDERTAKING NO. J2.4:  TO PROVIDE A LIST OF THE 884 PROJECTS THAT COMPROMISE THE DISTRIBUTION SYSTEM PLAN IN THAT LIST; TO INCLUDE A SHORT COMMENT TO PROVIDE SOME CONTEXT OF WHAT THE INVESTMENT IS EXPECTED; TO PROVIDE CLARIFICATION AS TO WHETHER IT IS INCLUDED IN BASE RATES OR INCREMENTAL;  TO SORT THE LIST BY THE SCORE AND BY THE YEAR.

MS. GIRVAN:  So with respect to this list, the
M-factor list, you ran these projects through your Copperleaf system?  Is that correct?

MR. WASIK:  Yes.  As we identified in my previous response, all the projects were optimized through our Copperleaf system.

MS. GIRVAN:  Okay.  Do you have a ranking of these projects?

MR. WASIK:  In what sense?  You mean like a --


MS. GIRVAN:  Through Copperleaf.

MR. WASIK:  -- score, yes.

MS. GIRVAN:  Score.  Do we have that score?

MR. WASIK:  Yes.  All of the values are in the business cases attached to Appendix B of the DSP.

MS. GIRVAN:  Okay.  Do we have it specifically for this list?

MR. WASIK:  I don't think we do, no.

MS. GIRVAN:  Could we get that?

MR. WASIK:  Yes.

MR. WASIK:  The list of the 884 projects in the DSP?

MS. GIRVAN:  No.  These projects -- what do we have, 174 -- 194 projects.  What is the ranking of these projects?

MR. WASIK:  Yes.  We can provide that.  We can add a column and provide the --


MS. GIRVAN:  Okay.  That would be great.

MR. WASIK:  -- the Copperleaf score for you.

MR. KEIZER:  Sorry, Ms. Girvan, just to be clear, though, when you talk about other projects, they are all part of the 884 total projects.

MS. GIRVAN:  I realize that.

MR. KEIZER:  Okay.

MS. GIRVAN:  But we have a list of M-factor projects, and what I am looking for is the score for each of those projects.

MS. BUTANY-DESOUZA:  Add a column.

MS. GIRVAN:  Yes.  Because essentially it prioritizes them.

MR. MURRAY:  So just for clarification, is it the scores for the M-factor project, the scores for the base-rates projects, or the scores for both?

MS. GIRVAN:  The scores for the M-factor.

MS. BUTANY-DESOUZA:  CCC 9, the M-factor --


MS. GIRVAN:  Yup.

MS. BUTANY-DESOUZA:  -- projects, add a column.

MR. MURRAY:  So this will be a new undertaking --


MS. BUTANY-DESOUZA:  Correct.  2.5.

MR. MURRAY:  -- this will be Undertaking J2.5.

MS. BUTANY-DESOUZA:  Yeah.
UNDERTAKING NO. J2.5:  TO PROVIDE THE SCORES FOR THE M-FACTOR.

MS. GIRVAN:  Yes.

DR. ELSAYED:  Just a clarification here, please.  So you have the DSP.  My understanding is you went bottom-up, and you have 884 projects ranked using your --


MS. BUTANY-DESOUZA:  Copperleaf.

DR. ELSAYED:  Yes.  And then some of those -- I guess the difference between 884 and 194 is in base rates?

MR. WASIK:  That's correct.

DR. ELSAYED:  And that was done after.  Like, how did you get it to base rate?  When did you do the prioritization of the 884?

MR. WASIK:  So the -- yes, so the optimization was completed prior to the second round of customer engagement, right?  And from that we identified which projects are the potential investments to bring in front of our customers to ask for their preference in terms of pacing and which ones we should move forward with.

Once the Distribution System Plan was firmed up, we then had an examination of which ones -- which projects should go into base and which ones should go into the
M-factor.

DR. ELSAYED:  And how did you make that determination?

MR. WASIK:  So we were guided by the scores of the projects, and we looked at some of the more -- the higher score projects and put those into the base rates, typically, and then the other projects we took a look at that were important and necessary, but unfortunately there wasn't sufficient amount of funds in base rates, and they were incorporated into the M-factor.

DR. ELSAYED:  So that may be evident from the information that you provide in the undertaking.  But would it be fair to say, then, that the 194 are -- I'm not sure if this that is the best way to put it -- are in the bottom of your list?

MR. WASIK:  Not always.  So there are -- there was some judgment that had to be done because there are some -- for example, there are some projects that have lower scores but need to move forward.  So we couldn't -- we couldn't -- we would have to move with those particular projects, but other projects, where there is lower scores, we did include in it.

So an example of a project with a lower score would be a road-widening project.  So those projects, because we're relocating existing infrastructure, don't really add reliability or other benefits, but because of a requirement under the Public Service Works and Highways Act we do have to relocate, so we have to move those projects forward.

So there is some judgment in terms of which projects we can't -- we had to put into the base rates.

DR. ELSAYED:  Understood.  But would the undertaking show the list of 884 projects with the scores and identifies the 194 there?

MR. WASIK:  Yes.

DR. ELSAYED:  I should be able to see in that list, clearly see 194 in that 884 list?

MR. WASIK:  Yes.  So in this ask of us was to provide the scores of the 194 projects.  We were going to provide those.

MS. BUTANY-DESOUZA:  I think that wasn't the undertaking.  So the undertaking -- between 2.4 and 2.5, I think actually need, maybe it is starting again.  But J2.4 was the list of the non-M-factor projects, no specification of score.  J2.5 was the M-factor projects, which are included in the response to CCC 9, including the score.

And so to the Chair's question, you wouldn't be able to see the full ranking of the 884 projects which was, I believe, Mr. Chair, your question.

DR. ELSAYED:  What I envisage, and you can tell me if it is easy to determine, is a list of the 884 projects by rank and highlighted in those 884, the 194?

MR. WASIK:  Yes, yes.  We can -- if I could amend the ask --


MR. KEIZER:  We will take it as an undertaking.

MR. WASIK:  -- to include all of the projects with the scores and then in that list, we can identify which ones are in base and which ones are identified as M-factor projects.

DR. ELSAYED:  That would be helpful, thank you.

MS. BUTANY-DESOUZA:  Maybe it is just one undertaking.  Maybe if we go back to J2.4, and it is the list of all the projects with the scores, and then an identification that makes it clear which are the M-factor-related projects.

MR. BASILIO:  Just before we leave it, what would be most helpful, sorting it, M-factor, base or sorting in some other way.  I just want to make sure --


DR. ELSAYED:  What I was thinking, and I am open to suggestions, is that if it is totalled by score and just a visualizing that you just highlight in grey, or whatever colour you want, the 194.

MR. KEIZER:  That's fine.

DR. ELSAYED:  So then I know exactly where the 194 fit in the 884 in terms of priority.

MS. BUTANY-DESOUZA:  Recognizing they are also prioritized by year.

MR. WASIK:  Yes.

DR. ELSAYED:  I am interested in prioritization using your -- by score.

MS. BUTANY-DESOUZA:  By score, by year.

[Laughter]

DR. ELSAYED:  I am not sure, by year?  My own interest here.  I am open to suggestions; I am not interested to see it by year.

MR. KEIZER:  Why don't we see what we can actually provide you to make sure we can -- in other words, let us take it away and we will be able to provide clarity to you.

DR. ELSAYED:  Yes.  Hopefully you understand my objective here.

MS. BUTANY-DESOUZA:  Sure.

MR. WASIK:  Yes.

DR. ELSAYED:  Thank you.  Back to you, Ms. Girvan, sorry about that.

MS. GIRVAN:  No, thank you.  Going back again to this Interrogatory CCC number 9, I just want to look at a few of your discrete projects.

If you could go down to the -- we talked about this, I think, at the technical conference -- the CC&B upgrade.  Can you remind me what this project is?

MR. WASIK:  Yes.  So the CC&B upgrade is a necessary upgrade to our customer care and billing system, in order for us to maintain service from the manufacturer or the service provider, the software provider.

MS. GIRVAN:  Thank you.  And the next one down, the Alectra Workforce Management Software, can you explain that one?

MR. CANANZI:  Ms. Girvan, this is relating to a more productive -- an attempt to make a more productive way to schedule and assign work across the entire enterprise.

MS. GIRVAN:  So this is not what I would call a transition cost?

MR. CANANZI:  No, this is a whole new initiative.  The former legacy utilities didn't have this type of system in place.

MS. GIRVAN:  Okay, all right.  Thank you.  And if you can scroll down a little bit further, there's one that's 151200, and it is the Alectra single platform website, ongoing.  Again, can you explain what that is?

MR. CANANZI:  So the integration of the website on an enterprise basis was part of integration costs.  What this is is taking it further and enhancements for customer functionality and so on.

MS. GIRVAN:  So this isn't an integration cost, from your perspective?

MR. CANANZI:  No, the integration has happened.  Like we've got a website; it is up and running, it is functioning.  And now again, you know, we've got a number of different -- whether it is productivity or whether it is enhancements to customer service through the website, or through other systems. and we're moving forward with those on a productivity basis or, you know, those kinds of things we're pursuing.

MS. GIRVAN:  If you could turn on to the next page, about halfway down, there's a until of projects that refer to driveway paving.  Can you explain what those are, and why are there no values associated with those?

MR. WASIK:  Those specific projects require us to address some of the driveways at our municipal stations that are deteriorated and are falling apart, and are causing both a safety and access issue for us.  So they need to be repaved.

MS. GIRVAN:  Why are there no values there?

MR. WASIK:  Because this is to the one decimal place.  So they're not that material.

MS. GIRVAN:  Okay.  And one other one I wanted to ask about is the residential solar storage.

MS. SATHE:  That is a pilot project to build capability and capacity for integrating distributed energy resources, like residential solar and energy storage, and figuring out how to integrate it back into the utility operations in a way that -- so that we can keep the whole system safe.

MS. GIRVAN:  Okay, thank you.  I think I will move on.  There is just other one, 151141, called  Windjammer.

MR. WASIK:  Sorry, Ms. Girvan, is there a question?

MS. GIRVAN:  Yes.  Can you explain to me what that is?

MR. WASIK:  Yes.

MS. GIRVAN:  It's a sail boat?

MR. WASIK:  We talked about this yesterday.  It is a cable replacement.  Windjammer is an area that has deteriorated cables and performing poorly, and it is one of the areas -- neighbourhood that we plan to replace the cable in.

MS. GIRVAN:  Okay.  Just one more question on the next page.  It says, about a third of the way down, Bathurst Street widening, $3.4 million.  Wasn't that a project that was one of the previous ICM applications?

MR. WASIK:  Yes, that's correct.  So this is the final stage of that road widening project that was started this year in 2019.  So this is the second phase of that project.

MS. GIRVAN:  Okay.  I just wanted to understand.  We talked at the technical conference about the drive at home project.  Can you help me understand that and the one down below, called Alectra drive for the workplace?  What is the difference between those two?

MS. SATHE:  So both projects are to build our technical capability and integrating electric vehicle charging into the distribution system.

But the sportware, the electric vehicle supply equipment, charging equipment is placed is different.  So the project, the pilot project with electric drive at workplace is more focussed on workplaces and facilities,   larger buildings, and at home is more focussed on multi rise vehicles and residential homes.

MS. GIRVAN:  Just a sort of overview question.  With respect to your pilot programs, and you have several of them in here, how do you develop a business case for a pilot program?

MS. SATHE:  So the business case for the pilot program is looking forward into the risks and the benefits associated with understanding how to integrate these new technologies that when customers choose to make those energy choices, then as a utility, it is our duty to serve and to be there for the customers to provide the safety and reliable power in order to -- for them to use those energy choices, like residential solar storage or electric vehicles, et cetera.

So it really goes back to understanding -- the objective of the pilot program becomes to understand the risk and the benefit with respect to those distributed energy resources and the best way of integrating.

MS. GIRVAN:  But aren't there lots of entities out there undertaking research and pilot programs with respect to electric vehicles?

MS. SATHE:  There is a lot of work being done at many levels, policy level, and study simulations, but it really is our responsibility to ensure that we've -- we build our own capacity and capability and expertise to manage the integration in a very safe and reliable way.

MR. WASIK:  Ms. Girvan, there is a duty that we have to understand, from a planning perspective, what emerging technologies impacts, both benefits and risks, have on to the system, not only for us to be able to accommodate those particular technologies, but to also understand the impacts that they may have on the rest of our customers.

So as part of proper planning and as part of proper assessment of the various different changes that we are facing, we do have to analyze and study those particular elements specific to Alectra's distribution system so that we can properly evaluate and understand how to prepare our system for these particular emerging technologies.

MS. GIRVAN:  Have you applied for any of these with respect to the OEB's sandbox?

MS. BUTANY-DESOUZA:  Our understanding of the sandbox is that it does not include funding.  So, no.

MS. GIRVAN:  Okay, thank you.  Just one last question.  The last line item is Cityview microgrid enhancements.  And what's that, if you can help me with that?

MS. SATHE:  So this is an initiative to understand how microgrids can be integrated into the distribution system.

MS. GIRVAN:  All right, thank you.  Could you turn to CCC number 20, please.  And we talked about this at the -- I think you had a conversation with Mr. Shepherd at the technical conference.  And this is just with respect to a meeting that you had with the Ministry of Energy regarding the previous OEB decisions, your rationale for proposing the M-factor, et cetera.  Did you prepare any reports or memos regarding this meeting?

MS. BUTANY-DESOUZA:  No reports or memos.  Just a presentation deck.  Slide deck.

MS. GIRVAN:  Could we see that presentation deck?

MS. BUTANY-DESOUZA:  Sure.

MS. GIRVAN:  Thank you.

MR. MURRAY:  That will be Undertaking J2.5.
UNDERTAKING NO. J2.5B:  TO SHOW THE PRESENTATION DECK REGARDING A MEETING HELD WITH THE MINISTRY OF ENERGY.

MS. GIRVAN:  Okay.  So you've expressed concern both with respect to 2018 and 2019 that you didn't get what you asked for, and you are saying here that you need all of the money that you are requesting.

And I just wondered why Alectra's different than anybody else, in terms of the fact that, you know, normal unregulated companies and utilities have variance in their revenues, and when that happens they have to reprioritize things.

And I am just wondering why Alectra can't do that.

MR. BASILIO:  Well, I think, you know, more so we're saying an M-factor is that the conditions we experienced in '18 and '19 can't persist through a ten-year rebasing deferral period where we have significant incremental capital requirements, as we have provided here.

So just that clarification.  Why are we different?  We are different because we're in a ten-year rebasing deferral period.

MS. GIRVAN:  But you're the ones who asked for the ten-year rebasing deferral period.

MR. BASILIO:  We did, but we did under a business case and under a policy framework that was to incent utilities to consolidate to provide customer benefits.

I mean, that essentially was the, you know, the underpinning of the MAADs policy, is that this is something that is going to be beneficial to customers, and in order to incent shareholders to undertake the associated risks that I think we spoke about earlier, there would have to be incentives.

And so obviously, again, the whole balancing of risks, incentives, was articulated in our business case, I think well captured by the Board in its decision with its conclusion that customers -- that, in fact, Alectra wasn't simply meeting the no-harm test.  It was more than likely to exceed that test.

So this is about -- this, I think, is about a, you know, a balance of benefits and expectations, the underpinning being the MAADs policy and ultimately what is in the best interests of customers over the long-term.

MS. GIRVAN:  Okay, thank you.  If you could turn to CCC number 15, please.  I think I have asked -- I have asked this question twice in an earlier interrogatory as well.  I think this is really for you, Mr. Lyle.

You have said that you didn't tell your customers -- tell the customers -- not your customers, the customers -- during the customer engagement that utilities earn a return on equity of about 9 percent and that the savings -- the majority of the savings associated with the merger wouldn't flow to ratepayers until the end of the rebasing period.

And to me I just really think in terms of context that you have missed something, because I think -- would you agree that you might have different answers from the customers with respect to funding if you put these two points to them?

MR. LYLE:  Well, if we were -- if we had raised the issue of rate-of-return we would have been doing a consultation on the rate-of-return.

And what we were doing is a consultation on the DSP.  So -- and as it was, there was a lot of ground to cover.

So there are a lot of factors that go into the overall cost of electricity, but we were looking at the incremental decisions that would be made in the DSP, that would inform the priorities if there was no additional funding, and would also see whether customers agreed or disagreed with the priorities that management had set based on the feedback they got on the first level.

So, you know, the issue at stake is not the rate-of-return policy of the Ontario Energy Board.

MS. GIRVAN:  So you don't think that that is relevant?

MR. LYLE:  I think it creates confusion.

MR. BASILIO:  I don't think it is relevant, no.  The issue is getting -- having customers be informed of the DSP and the associated costs in making a decision, not who pays.

MS. GIRVAN:  But you are asking customers in the context of your customer engagement if they would be willing to pay more.

MR. BASILIO:  And that is exactly what we did.

MS. GIRVAN:  Without informing them that you are in a rate-of-return --


MR. BASILIO:  I don't believe that is relevant.

MS. GIRVAN:  We can argue about that later.  So the other thing, customer engagement, I looked at the WebDrawer, and I have seen, I think there are approximately 25 letters of concern from customers.  Have you dealt with any of those letters of concern?  Letters of comment, sorry.

MS. BUTANY-DESOUZA:  No.  We don't have customer contact information to reach back out to the customers.

MS. GIRVAN:  Okay.  All right.  Thank you.

MS. BUTANY-DESOUZA:  We had direct engagement with our customers through an extensive customer consultation.

MR. BASILIO:  Ms. Girvan, I would just like to come back to your comment on the rate-of-return.

The Board in its decision on MAADs estimated that the utility -- that the savings that the utility would retain would amount to about 170 basis points above the regulated return through the duration of the rebasing deferral period.  We're on a track that is lower than that.

So in terms of transparency and customer awareness, certainly through the Board's proceeding that was quite transparent at the time of the transaction.  In fact, as I mentioned before, I think with the exception of our experience -- with the exception of our experience on incremental capital funding, expectations are largely being delivered as were provided in that business case.

MS. GIRVAN:  Okay, we can discuss that later, I think.  And I just had one sort of clarification question.  You have requested an externally driven capital variance account to capture externally-driven capital expenditures related to regional transit projects and capital works required by road authorities.

It's not clear to me if the amounts that are going to go into this account form part of the M-factor.  Is this separate?

MS. BUTANY-DESOUZA:  Separate.  I think I did answer that with Mr. Garner.

MS. GIRVAN:  Okay.  Do you have a forecast of these amounts over the next five years?

MR. WASIK:  So, Ms. Girvan, we don't know the exact timing and scope of these particular projects, and that was the basis of the variance account.

MS. GIRVAN:  So these are incremental to the M-factor, incremental capital to the M-factor?

MR. WASIK:  They're separate from the M-factor.

MS. GIRVAN:  And you don't, in the context of coming across these or being required to do these projects, you don't then go back to your DSP and say we've got to make some adjustments in some other areas in order to accommodate these?

MR. WASIK:  So we have budgeted an amount based on our experiences, and what we anticipate is the amount that's going to be required.

We don't have the specifics to properly forecast exactly when and to what extent, but I think the issue that we were highlighting before is that our experience in the past is that these mandatory investments have taken away and eroded our available funding for these necessary system renewals in order to move forward with these things.

And that has been the challenge that we are trying to address with this variance account.

MS. GIRVAN:  So the rate impacts flowing from your proposals don't incorporate the impacts of these additional projects?

MS. BUTANY-DESOUZA:  They don't as yet.  It is a variance account.  We don't know the scope, the timing of the projects, or the dollar amount.

In fact, we were following on from in fact one of the suggestions from Mr. Garner in VECC's submission of last year, in which his -- VECC's suggestion included an externally-driven capital variance account.

Now, the Board did not agree with it, but given that it's a persisting issue, we had identified it as part of the relief sought in this application.

MS. GIRVAN:  So to the extent that these happen, you will be seeking to recover more from customers over and above the M-factor?

MS. BUTANY-DESOUZA:  I don't even know what the projects may be as yet and if they were, obviously we would bring -- and if a variance account was approved, we would bring it before the Board and that would be the subject of a prudence review at a time in the future.

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

DR. ELSAYED:  Thank you.  That would be a good time now to have our afternoon break.  We will resume at 3:45.
--- Recess at 3:25 p.m.
--- On resuming at 3:49 p.m.

DR. ELSAYED:  Please be seated.

Okay.  Ms. DeMarco, I think you are up next.

MS. DeMARCO:  Thank you, Mr. Chair.  I have moved.  I to have a compendium that I have left with Board Staff and you should have with you.  I wonder if we should mark that as an exhibit now, and as --


DR. ELSAYED:  Yes.  Can we give it an exhibit number?

MR. MURRAY:  That will be Exhibit K2.2.
EXHIBIT NO. K2.2:  DRC CROSS-EXAMINATION COMPENDIUM. 

MS. DeMARCO:  Thank you.

DR. ELSAYED:  Thank you.
Cross-Examination by Ms. DeMarco:

MS. DeMARCO:  I will be referring to three other predominant pieces of evidence.  One is CCC 9A, which is the project list we have been dealing with, and the other is the response to DRC interrogatories number 2 and number 4.

Thank you, panel.  There are three quick, hopefully, areas that I would like to cover.  The first is in relation to the broader context, motivating very specifically this M-factor application.  The second are very specific clarifications around the project list and the proposed capital projects outlined in your evidence.  And the third is in relation to questions specific to your proposed fleet expenditures included in the M-factor.

So let me start first in relation to the context.  You would agree with me, suffice to say, that this application is novel?

MS. BUTANY-DESOUZA:  Novel?  If by novel you mean new, yes, we are the only consolidating distributor formed from four or now five other distributors in a ten-year rebasing deferral period with a distribution system plan filed seeking capital funding.

MS. DeMARCO:  And as I understand your evidence, part of the motivation for this M-factor application is in relation to circumstances that have changed, specifically circumstances around distributed energy and electric vehicles; is that fair?

MR. BASILIO:  That's a component of the M-factor ask.

MS. DeMARCO:  And transactive energy also fairly a component of the motivating factors?  I'm sorry, I didn't get that.

MS. SATHE:  That's part of the ask, yes.

MS. DeMARCO:  And Mr. Lyle, I actually have a question for you.  You would agree with me that when you went out for stakeholder consultation, distributed energy resources and electric vehicles were in fact relevant to the stakeholders that you interacted with; is that fair?

MR. LYLE:  Yes.

MS. DeMARCO:  Thank you.  I wonder if I can take you to page 38 of our compendium.  And this is your evidence.  Specifically, you indicate that currently there are about 4,100 megawatts of DERs that are on your system and an anticipated additional 5,600 megawatts during the time period of the M-factor application; is that correct?

MS. SATHE:  So 4,100 megawatts of DERs in Ontario.  Not in Alectra's service territory.  And then this closely rivals 5,600-megawatt net growth in transmission connected generation.

MS. DeMARCO:  So in relation to your specific service territory you in your service territory are also seeing a investigate increase in DERs during the time period of this application; is that fair?

MS. SATHE:  If I could refer you to the same Appendix A16, page 38 that you referred to, and if you look at line 16, there are details about Alectra Utilities' connections.  We are seeing a rise in connections for distributed energy resources in our area as well.

MS. DeMARCO:  And the total of that is upwards of 150 megawatts; is that right?

MS. SATHE:  Subject to check, yes.

MS. DeMARCO:  Thank you.  And you indicate broadly that these resources are providing both new challenges for the distribution system and opportunities; is that fair?

MS. SATHE:  Correct.

MS. DeMARCO:  And in fact, distributed energy resources are the fastest growing segment of the electricity-generating capacity for the next 30 years, quoting the U.S. Energy Administration -- Energy Information Administrations?

MS. SATHE:  Correct.

MS. DeMARCO:  And then if I can take you to page 15 of our compendium.  Relevant to the Board in determining customer benefits here, you indicate that distributed energy resource-related investments can make a meaningful impact on load requirements.  Is that fair?

MS. SATHE:  Correct.

MS. DeMARCO:  And in addition, they can also help avoid stranded assets and defer investment in TS/MS and distribution infrastructure.  Is that fair?

MS. SATHE:  We do see the potential, correct.

MS. DeMARCO:  And they may also at page 24 of our compendium -- you indicate they may also mitigate the need for system expansion.  Is that fair?

MS. SATHE:  It could be, yes.

MS. DeMARCO:  And very specifically to electric vehicles as distributed energy resources, your website -- and I will ask you to turn to page 8 of our compendium -- indicates that Alectra itself believes that EVs are truly the way of the future.  Do I have that right?

MS. SATHE:  Correct.

MS. DeMARCO:  And you anticipate 2,200 electric vehicles in your service territory by the end of the period in this application; is that fair?  I am referring specifically to DRC --


MS. SATHE:  Could you please point us to where you would have found that number?

MS. DeMARCO:  Yes.  It is DRC Interrogatory No. 2 on page 2 of 4, the response.  And Table 1 at B indicates that by 2024 you anticipate 21,666 --


MS. SATHE:  Yes.  21,000 and change.  Not 2,200, yes, correct.

MS. DeMARCO:  Rounding up, 2,200, fair to say?

MS. SATHE:  22,000.

MS. DeMARCO:  Sorry, 22,000, yes.

MS. SATHE:  Correct.

MS. DeMARCO:  And you yourself as the utility have some 579 electric vehicles or hybrids?  And for this I am referring to DRC number 4, Interrogatory No. 4, where you do a breakdown at Table 1.  This is at page 2 of 3.

MR. CANANZI:  579, yes.

MS. DeMARCO:  Thank you.

And in terms of the growth, your evidence at page 30 of our compendium indicates that over the last five-year period you have in fact seen an order of magnitude increase in electric vehicles in your service territory.  Is that right?

MS. SATHE:  That's correct.

MS. DeMARCO:  And year-on-year growth there is 60 percent per year.  Is that correct?

MS. SATHE:  Subject to check, yes.

MS. DeMARCO:  So you would agree with me that electric vehicles and distributed energy resources are fairly significant risks or challenges or opportunities that you are dealing with in relation to this Distribution System Plan and the component parts of the M-factor application; is that fair?

MS. SATHE:  Potentially in the future, yes.

MS. DeMARCO:  In this application; is that fair?

MS. SATHE:  We believe that in this application the uptake and the proliferation will not reach a point where it will have a critical mass, but we certainly see that beyond this application time frame, beyond 2024, they could certainly reach the critical mass where they become a strong contributor risk and we would need to understand, now, the risk and the benefit associated with it.

MS. DeMARCO:  So just so I understand and we're clear on what we're talking about when I am saying significant, there are significant number of capital investments pertaining to DERs and associated electric vehicle investments in this application.  Is that fair?

MS. SATHE:  Yes.  In order to build our capability and expertise and understanding on how to integrate these distributed energy resources into the distribution grid.

MS. DeMARCO:  Somewhere in the range of 14 million.  Does that sound about right, collectively?

[Witness panel confers]

MS. SATHE:  12.5 million.

MS. DeMARCO:  Okay.  We will get into the specific number.

I have had only a brief chance to run through the redacted financial plan, and I am assuming that referring to the redacted financial plan -- and I look to Mr. Keizer here -- does not take us into any form of in camera proceeding?

MR. KEIZER:  Well, the redactions reflect two elements.  One is a -- I think there is maybe three items which are confidential to the LDC.  The remainder are redactions which were permanently redacted relating entirely to the consolidated numbers and to the affiliates of Alectra.

So I don't think, if you are examining on electric vehicles, you are going to cause any issues with respect to that, as far as I know.

MS. DeMARCO:  My specific question -- thank you, Mr. Keizer -- is in relation to the risks and opportunities outlined in section 3 of the financial plan, business risks and opportunities.

Perhaps, Mr. Basilio, this question is for you.  I do not see distributed energy resources or electric vehicles in that financial plan.  Do I have that right?  Or perhaps it is redacted?

MR. KEIZER:  Sorry, can you just state the...

MS. DeMARCO:  It is not paginated, unfortunately.  It is section 3, business risks and opportunities, or in any other part of the financial plan?

Again, I apologize.  I did have only a cursory amount of time to review, but I did not see any reference to distributed energy resources or electric vehicles.  Do I have that right?

MS. BUTANY-DESOUZA:  Which section?

MR. BASILIO:  It is the risks.

MS. DeMARCO:  Section 3.

MR. CANANZI:  Can we go to the table of contents?

MR. BASILIO:  I am just trying to find it, but the answer, I believe, is no.  DERs outside of the broader capital program are not referenced specifically as a significant risk, as a material risk or opportunity within the scope of the financial plan.

MS. DeMARCO:  Thank you.  If we can go on to some specific clarifications in relation to the specific project list, and here I am referring to predominantly G-Staff-4, which is reproduced at page 3 of our compendium, and CCC 9.

These questions follow along very much the mapping questions that my friend, Ms. Girvan, was asking and that the Chair was asking.

I am having some challenges, and it is perhaps because I am not understanding the methodology fully of mapping some of the investment costs, proposed capital investments in your application on to this list.  So I am wondering if you could help me with that.

First of all, specific to the DER, the DERMS system, which includes the DER control platform and the smart DER platform, and the new DER customer data analytics -- those are at page 16, 21 and 22 of our compendium -- I understand that the total proposed capital amount is $4 million.

I am wondering if you can help me find where those projects and that $4 million are on the list of projects provided to either Board Staff or Ms. Girvan.

If it's easier, I am happy to take that by way of undertaking.

[Witness panel confers]

MR. KEIZER:  Maybe that is the best way to go.

MS. DeMARCO:  And just so we're efficient, I will be asking for the same information for each of the tranches of DER-related investments, specifically SCADA and automation, how they've mapped on to this list.  The EV charging infrastructure, the $3.5 million which is at page 20 of our compendium, the condition monitoring at page 18 of our compendium, and the real time data and communications at page 19 of our compendium.  I wonder if we can get that marked as an undertaking.

MR. MURRAY:  That will be undertaking J2.6.
UNDERTAKING NO. J2.6:  WITH REFERENCE TO G-STAFF-4 AND CCC-9, TO MAP THE PROJECTS TO THE LIST OF PROJECTS PROVIDED IN THE INTERROGATORIES; TO IDENTIFY THE ONES INCLUDED IN BASE THAT ARE NOT PART OF THE M-FACTOR LIST

MS. DeMARCO:  Thank you.  In terms of perhaps a nuance to the prior undertaking provided to the chair, I am hopeful that the list of the ranking that you will provide will be in chronological -- not chronological, but in ascending order, so ranking number one, two, three, four, five, six, seven as opposed to one, 577, 638 -- is that right?  Is that a fair assumption, or do I need to ask for that by way of a refined undertaking?

[Witness panel confers]

MR. KEIZER:  I thought the undertaking was we would be doing it by score, so...

MR. WASIK:  Yes.

MS. DeMARCO:  That's helpful.  Thank you.  One specific investment -- before I get there, in each of those classes of costs, the DER-related costs, the four million, the EV charging infrastructure and the others that we have gone through, is it fair to say that all of those costs are M-factor project list costs and in the M-factor application?

MS. SATHE:  That's correct.

[Witness panel confers]

MR. WASIK:  Ms. DeMarco, we are going to have to go through that list of the ones in your compendium to map them.  Not all of them may be in the M-factor projects, so we will be able to define for you where they are included in the base.

MS. DeMARCO:  That would be very helpful, whether they're in base rates or in M-factor rates, or some combination would be very helpful.

MR. MURRAY:  So will that be a new undertaking?

MS. DeMARCO:  No.

MR. WASIK:  We will include it in the previous list, to map the projects to this particular list and then identify the ones that are included in base that are not part of the M-factor list.

MS. DeMARCO:  And then if I can ask you to turn to page 24 of our compendium, you refer to one specific project, it is the Jim Yarrow TS.

MR. WASIK:  Yes.

MS. DeMARCO:  It is project 050357.  I could not find that project in the list of M-factor projects.  Admittedly, my over-50-year-old eyes are failing and this project list is small.

I wonder if you can confirm is it part of the project list, or within base rates?

MR. WASIK:  That project is included in base rates.

MS. DeMARCO:  Thank you.  Something I found particularly helpful in relation to this project is you justify it as a potential deferral of system expansion.  And specifically, you indicate that this $2.1 million investment is likely to result in $7.5 million in eliminated costs.

And from the perspective of the Board, I think it would be very helpful if, in those other categories of DERs, you could also provide a simple, a similar quantification of deferred costs, or capital -- deferred capital investment or estimated savings with each of those categories.

MR. WASIK:  So I think it is helpful to clarify this particular project.

So as we identified, there's five focus areas of the DSP.  We talked a lot about the need for increased investment in renewal of the underground system.  We talked quite extensively about the impacts of the adverse weather and addressing some of the areas.

This is actually one of the focal points that we have put into the DSP.  Because of the development of Alectra as a consolidated entity, we now have looked at system planning beyond the municipal borders.

This particular project reflects the fact that through regional planning Hydro One and the IESO brought to our attention that there is an issue with respect to capacity in a northern part of Mississauga.  And so in the Enersource DSP we initially considered building a small station to address that specific capacity need.

Now that under Alectra we can plan -- without looking at the municipal borders we recognize that there is available capacity at the border that was provided through Jim Yarrow.

And so through a much more economic investment of $2.1 million we can extend that feeder and service those specific capacity needs in northern Mississauga on a much more economic basis, therefore no longer requiring to build that station.

But I would like to clarify that this is -- this particular project is more focused about the lines capacity inter-tying the systems than it is about DERs.

So I think that is important to clarify, that our system planning now has provided the customers in Brampton and Mississauga with the benefit of looking at a much more economic way of utilizing existing infrastructure which benefit both those customers in a mutually beneficial manner.

So this is not relating to any of the pilot projects for DERs or any of those particular emerging technologies. This is good -- in our view this is good planning and efficient, effective use.  And we have tried to highlight where we could -- we have utilized and tried to leverage as much of our infrastructure as we could in order to find funds to redirect to other needs of the system, which includes system renewal of the underground system.

MS. DeMARCO:  Thanks for that.  Your evidence is, of course, that DERs themselves may result in similar deferred investments and savings and associated efficiencies longer-term that potentially, I assume, you would posit the investment now warrants savings later.

So if you could provide any estimate of those associated --


MR. WASIK:  So that is the purpose of us undertaking the pilots to study that, to see how that can be done.  So without us completing this particular pilots that we identified in this Distribution System Plan, we would not be able to forecast whether we could, in fact, defer distribution infrastructure.

So we have to complete the pilots to study them in order for us to then determine whether that is a possible outcome.

MS. DeMARCO:  Do you have any estimates associated with that, or working assumptions?

[Witness panel confers]

MS. SATHE:  We would have to run the pilots and get the results from the pilots in order to have any estimates in hand.

MS. DeMARCO:  Presumably there was some documentation or numerical estimation that you relied upon to arrive at the conclusion that there would be savings as we discussed, that there would be associated deferred investment or avoided capital expenditures further down the line in order to put that in the evidence?  Is that fair?

MS. SATHE:  So we -- just give me a minute, please.

[Witness panel confers]

MS. SATHE:  So while assessing the need for the pilots, it's -- we're not only looking at the benefit that we can get out of integrating distributed energy resources and harnessing the value.

Equally importantly -- or I would say more importantly, it is also to assess the risk of not carrying out this integration and building the integration capabilities and capacity.

So at this point in time we would have to run these pilots over several years in order to get in market results so that we can then build a fair assessment of risks and benefits, both.

MS. DeMARCO:  Happy if you've got them, any avoided risk assumptions, quantified avoided risk as well?  Do you have any?

MS. SATHE:  We do understand qualitatively that there are risks, but the whole idea of doing the pilot is being able to quantify it.

MS. DeMARCO:  We will leave that there.

In relation to electric vehicles, I have one numerical clarification.  Specific to your total investment included in the DSP, I understand -- this is at page 61 of our compendium -- that the total cap ex associated with the fleet renewal investments is $50 million.  Is that right?

MR. WASIK:  $48.8 million.

MS. DeMARCO:  Approximately 50.  And then at page 77 of our compendium at Table 1 we've got the difference between the needs and what is proposed as 14.3 million; is that right?

MR. WASIK:  That is correct.

MS. DeMARCO:  And presumably that's what has gone into the M-factor application?

MR. WASIK:  No.  The M-factor application includes a portion of the 48.8.  What this table, 819-15, represents is that, based on the assessment of the condition and replacement criteria, Alectra has identified a need for 63.1 million.

We are currently finalizing the utilization study, which will be done before the end of the year, and that will allow us to determine how much of the $14.3 million that we haven't included in our plan could potentially be avoided.

MS. DeMARCO:  Okay, thank you.  In relation to our exhibit -- which is the highlighted version of G-Staff-4 -- we attempted to highlight all fleet-related expenses or proposed capital expenditures, and we got 12.7 million.

MR. WASIK:  That is the portion of the fleet investments in the M-factor.  There's an additional -- of the $48.8 million.

MS. DeMARCO:  So if I understand this correctly, mapping the $48.8 million on to the proposed expenditures, 12.7 is in the M-factor and the remainder is in base rates?

MR. WASIK:  Correct.  $36.1 million is in base rates.  12.7 is in the M-factor project lists, for a total of $48.8 million in total.

MS. DeMARCO:  And do we have a sense of what proportion of the M-factor vehicle fleet investments are in fact electric vehicles and/or vehicles using your product?

MR. WASIK:  As we discussed, the decision in terms of which type of technology the trucks and the vehicles will take will be done during the procurement process, where we evaluate the entire purchase on its entire cost and benefit assessment.

MS. DeMARCO:  That's helpful.  Those are our questions.

DR. ELSAYED:  Thank you, Ms. DeMarco.  Before we proceed, Ms. Anderson has a quick question for Alectra.
Questions by the Board:


MS. ANDERSON:  Yeah, I have been looking at some of the questions and undertakings and particularly your list of 194 projects.  And we have already had some questions like what's Windjammer, what's left behind.

It would be really helpful for the 194 when you are doing the list of the 800 and some if you could look at the 194 and add some little descriptor.  Most of them are very clear, but I see Shelter Bay Road.  Overhead, underground, cable, you know --


MR. WASIK:  Absolutely.

MS. ANDERSON:  -- if someone could, just for the
M-factor.

MR. WASIK:  We can add comment or context to provide a bit of perspective.

MS. ANDERSON:  A little bit of a description would be helpful.

MR. WASIK:  Absolutely.

DR. ELSAYED:  Since we've had the undertaking, there have been a number of requests to add to it or revise it.  Just for the record, can you tell us your understanding of what is it that you are going to provide in that list?

MR. WASIK:  So our understanding is that we are to provide a list of the 884 projects that compromise the Distribution System Plan.  In that list, we will include a short comment to provide some context of what the investment is expected.

We will also provide clarification as to whether it is included in base rates or incremental.

We will provide the dollar of the investment, as well as an indication of the score of the particular project.

DR. ELSAYED:  And they will be listed by that order, the score?

MR. WASIK:  We can sort it by the score, if that is the most helpful.

DR. ELSAYED:  I am leaving -- I think that would be helpful.

MR. WASIK:  There is another opportunity, as we talked about, that it might be actually clearer to do it by year, because I think that might be a little bit easier in the context of breaking it down by year.

MS. BUTANY-DESOUZA:  Perhaps we will do two tabs.

DR. ELSAYED:  I was going to say how much work would it be.

MS. BUTANY-DESOUZA:  The description as Mr. Wasik offered that comprises the DSP -- not compromises the DSP, in case I was the only one who heard that.  So comprises and certainly doesn't compromise the DSP, but that full list, one tab, sorted by the score, and the second list sorted by the year, because the years do tie to the related funding and revenue requirement associated there.

DR. ELSAYED:  Thanks.

MR. MURRAY:  Just for the record, that will be undertaking J2.4, which was the earlier one, just so everyone knows in the transcript which undertaking we're referring to.

MS. BUTANY-DESOUZA:  So Ms. DeMarco's undertaking is separate from that?  We are all agreed?

DR. ELSAYED:  Ms. Grice, you have a question?

MS. GRICE:  I just wondered with respect to undertaking J2.4, if the information is going to be done in an Excel spreadsheet, if they could file the Excel spreadsheets or sheet as well?

MS. BUTANY-DESOUZA:  Because I can't see you, I was going to say no.  But, yes, absolutely.  It is no problem.  We will provide the PDF version, and we will also provide the Excel version.

MS. ANDERSON:  In such a way that it is easy to filter the top perhaps?

MS. BUTANY-DESOUZA:  We will include the filter.  And then back to Ms. DeMarco, your undertaking is J2.5, 2.6, in that case and do we need to confirm relative to this one -- can we confirm what that undertaking entails?

MR. KEIZER:  Maybe I will try a hand at it and see if I can pull it off.  I think it was taking the DER-related areas that Ms. DeMarco identified, and then mapping those to the M-factor projects that appear in G-Staff-4 or CCC 9.

MS. DeMARCO:  With the exception that it might be mapping them to the M-factor projects or identifying the --


MR. KEIZER:  I'm sorry, and also base rates.

MS. DeMARCO:  The one nuance was in relation to the original undertaking, they would be provided in numerical order of ranking.

DR. ELSAYED:  Thanks, everyone.  Mr. Shepherd?

MR. CANANZI:  Just for clarification, I think, Ms. DeMarco, you had a number of pages that you were referencing that went beyond DER-related projects, like monitoring and SCADA, for instance, which is purely operational, existing, those kinds of things.

So they went definitely beyond distributed energy resources.

MS. DeMARCO:  They're all identified in your section on distributed energy resources, in the evidence.

MR. CANANZI:  Okay.  Thank you for that clarification.

DR. ELSAYED:  Just a clarification here.  Mr. Stephenson, representing the PWU is not available, so we will go to Mr. Shepherd and then work out the order for tomorrow.

MR. MURRAY:  Mr. Chairman, just by way of update, I heard from Mr. Stephenson and he has advised he doesn't have any questions.  So he won't be here tomorrow, but he has no questions.

DR. ELSAYED:  Okay, thank you.  Mr. Shepherd.

MR. SHEPHERD:  Does this mean I have an extra 20 minutes?

[Laughter]

DR. ELSAYED:  No.
Cross-Examination by Mr. Shepherd:


MR. SHEPHERD:  Thank you, Mr. Chair.  So I do not yet have a compendium because the first part of my cross deals only with the financial plan.  I have a couple of preliminaries to deal with first.

And I can tell you that I have approximately 272 hours of questions, but I have promised Mr. Murray faithfully that I will not go beyond four hours.  So your schedule will not be screwed up tomorrow.

I want to start -- do you have the financial plan three documents there?

MS. ANDERSON:  Yes.

MR. SHEPHERD:  Okay.  But before I go to those, I want to follow up on something, a discussion Mr. Basilio had with Ms. Girvan earlier this afternoon.  I have been listening to the riveting discussion all day.

Mr. Basilio, you said that one of the key ways that the Board can be confident that you are going to drive productivity and lower rates is the track record of your team through many mergers.  Indeed, you have done a number of mergers, right?

MR. BASILIO:  That's correct.

MR. SHEPHERD:  So geek that I am, I said, well, let's look.  So I went -- I didn't have a chance to do very many because that was only an hour ago.

But I went to the PowerStream rate orders for 2006 and 2019 to see what the difference is in distribution rates.

So for example, for Aurora, a residential customer would have paid $23.08 in 2006, that's a monthly charge and volumetric charge.   And in 2019, $28.58, which is actually not bad.  It is a 24 percent increase over 13 years, which is 1.75 percent compound annual growth rate.

I am not going to ask you to do any math on the stand.  This will get to an undertaking at some point, probably.

So 1.75 percent is not bad, right?  It is inflation, but relative to other utilities, it is probably better than many.  True?

MR. BASILIO:  I will take it subject to check.

MR. SHEPHERD:  All right.  But then I went to the other ones, like Markham, for example, the increase in 13 years is 39.2 percent, and Vaughan is 42.0 percent and Richmond Hill is 47.8 percent.  So those are all way above inflation.

So I am trying to figure out where is the merger savings for these customers.  I am going to come to GS over 50 in a second, too.

MR. BASILIO:  Well, the track record has been, we've taken out, and I believe we're on record on this, but somewhere around 15 percent of OM&A as a result of mergers.

So rates are going to go up, but in the case of the merger, they're not going up as much as they would have under the status quo of not merging.

MR. SHEPHERD:  So your Richmond Hill residential customer would have gone up more than 3.25 percent per year if it weren't for the brilliance of your merger savings?

MR. BASILIO:  Well, Mr. Shepherd, you know, the disadvantage we have here is I don't have all of the former rate applications and requirements provided in the interim, and obviously those things would have been subject to review and approval by the Board with intervention by presumably you and others.

But what I can tell you is the track record has been that mergers have generated savings that have mitigated rate increases over the years.

MR. SHEPHERD:  And what I am saying to you is if your rates went up for Richmond Hill customers at twice the rate of inflation, that doesn't sound like much mitigating got done.

MR. BASILIO:  I think you have to put that in context.  I mean, I think a good comparison would be how did rates go up generally across the LDC landscape over that period of time.

You are very focussed narrowly on how rates have gone up in a specific territory.  So my colleagues are of course helping me out here.

But I think it is to my point that those territories may have had specific needs at the time.  Those things would have been subject, again, to rate applications, rate decisions.  But what has happened in the interim as a result of the merger is costs have come out and certain level of redundancies have been eliminated, headcount, avoided costs those sort of things.

What I would offer you is rates would have been higher in the absence of those mergers.

MR. SHEPHERD:  How would your Richmond Hill customer know that?

MR. BASILIO:  I have no idea.  I mean, you know, those mergers happened a while ago.  I can't recall.  I wasn't part of the PowerStream merger.  I don't know what was communicated.  I suspect there was a fair bit of communication.

If the case of Alectra is any indication, there would have been significant customer communication on the benefits of the merger at the time, including what the, you know, specific distribution revenue per customer, rate benefits would have been at the time, probably presented very much the same way we presented them.  What does the trend look like in the absence of the merger?  What does it look like with the benefit of the merger?

MR. SHEPHERD:  So you compared against a counter-factual, and that counter-factual is what you say would have happened, but they can't actually see that.

MR. KEIZER:  But, Mr. Chair, just, sorry, I want to come back to this, as to what is the relevance of this questioning.

We're here dealing with Alectra.  We are not dealing with Richmond Hill or Vaughan.  So I am not quite sure what the analysis or understanding with respect to the rate changes of these past mergers have to do -- this isn't a case about evaluating previous mergers, it is about evaluating the DSP and the M-factor, which --


MR. SHEPHERD:  Well --


MR. KEIZER:  -- is the course of the application, so that's -- I am struggling to see what the relevance is of the questions.

MR. SHEPHERD:  See, it is Mr. Basilio who keeps throwing it back at us, look at how great we have been in the past.  He has said it more than once.  So if he claims that the Board can rely on the customers benefiting from this -- even though you give them a whole lot of big rate increases in the M-factor and the customers will still benefit, which we're going to argue they won't -- then he can demonstrate his argument, which is we've done it in the past.  We can do it again.  And our position is, they haven't done it in the past.

MR. KEIZER:  Yes.  But the issue here isn't about the comparative rate increases, and by the way, the rate increases in the M-factor aren't big rate increases, but the comparison of going back through ancient history with respect to all of these is a different circumstance.  It is a different company and it is a different five-year plan on a prospective basis.  And that is what we're here to talk about, is my understanding.  And I am not quite sure what it really is to go through what customers did or didn't understand about whatever percentage rate increase occurred, you know, back in 2016 as a result of something going over the last 13 years or 15 years.

MR. SHEPHERD:  Mr. Chairman, I didn't ask what customers perceived.  I asked very specifically, did you deliver, as you just said under oath you did -- and I am going to invite Mr. Basilio to demonstrate that, to prove that they've delivered, or withdraw the comment.

MR. KEIZER:  But Mr. Basilio, I think, did indicate that he believed that OM&A expenditures had been reduced, and that is the basis of his comment, I believe.

MR. SHEPHERD:  How did the customers save from that?

MR. BASILIO:  Well, how customers would have saved is that if two entities merge, let's assume they have one employee each, a CFO.  The merged entity only needs one CFO.  So upon rebasing now you have one CFO salary.  Right?

MR. SHEPHERD:  That doesn't tell me how the customers --


MR. BASILIO:  Customer benefits because on rebasing that same customer pool isn't paying for two CFOs, they're paying for one.

MR. SHEPHERD:  And they're paying for something else that you decide to pay money on.  So you didn't -- you spent all of the money, is the point.

MR. BASILIO:  Well, I mean, I find this argumentative, Mr. Shepherd.  I think, you know, it begs the question why the Board would have introduced a MAADs policy that extols the benefits of incenting consolidation.  I think there is plenty of direct and indirect evidence that supports that mergers are the -- in the interests of customers and -- yeah.

MR. SHEPHERD:  I am not disagreeing with you, Mr. Basilio.  I am just disagreeing with whether PowerStream mergers have done that.

MR. BASILIO:  Well, I can't speak for the PowerStream mergers.  I certainly can tell you that in the case of the Alectra merger -- which is a past transaction -- we provided evidence as part of that proceeding, we have provided evidence in this proceeding on the status of synergies achieved relative to plan, and we're -- the evidence shows we're doing very well.

MR. SHEPHERD:  The reason I bring this up is because I looked by chance, actually, at the situation of a typical high school in Markham which since 2006 has had an 82 percent rate increase in their distribution rates.

And I thought, well, that seems like they didn't benefit from any of the PowerStream mergers, or the Alectra merger for that matter, at least not yet.

And so I am going to invite you by way of undertaking to show that rate increases have been lower through the mergers in --


MR. BASILIO:  No.  I refuse to do that, Mr. Shepherd.  I am not going --


MR. SHEPHERD:  I haven't finished --


MR. BASILIO:  You have asked me --


MR. SHEPHERD:  I have not finished my question.

MR. KEIZER:  Let Mr. Shepherd finish his question, then we will deal with whether we accept the undertaking or not.

MR. SHEPHERD:  I am going to ask you to demonstrate the truth of your statement, that your team -- that the Alectra team has produced savings through past mergers for customers through rate comparisons.  I am going to ask you to do that by undertaking.  You can say no if you want.

MR. BASILIO:  Well, the reason I am going to say no is not to be difficult, but that requires me to go back and assess all of the prior interim rate applications, what the specific needs were that had an impact on rate changes in that period, including changes in cost allocation that might have had implications.

So at this end, respectfully, that is Mission Impossible.

MR. SHEPHERD:  All right.

DR. ELSAYED:  Mr. Shepherd, maybe you could explain for my benefit how this -- like, the focus of this hearing is on the proposed M-factor by Alectra.  And going back and looking at the benefits of prior mergers and how they materialized, can you just explain for my benefit how that is relevant?

MR. SHEPHERD:  Sure.  There is two reasons why it is relevant.  I am not going to pursue the undertaking.  If they don't want to give it, that's fine; you can draw your own conclusions.

But there is two reasons why it is relevant.  The first is Mr. Basilio said it was relevant.  And you can't have your cake and eat it too.  But the second is we will attempt to show in this cross-examination that Alectra is planning -- through this M-factor -- to spend the ratepayer benefit before we get it.  And I think we will be able to demonstrate that, actually, with figures from their own information.

DR. ELSAYED:  Okay.

MR. SHEPHERD:  And if that is -- if there is a past history of doing exactly that, that's relevant to the Board.

DR. ELSAYED:  So why don't we leave it that you will use the evidence in the current application to demonstrate your point.

MR. KEIZER:  Sorry, but I don't think anyone that I heard from the evidence given said that the rate differentials were somehow relevant to what was stated by Mr. Basilio earlier.

So at no time did I hear the witness say it is all about rate differential.  So I disagree with Mr. Shepherd in that regard.

MR. SHEPHERD:  I'm sorry, but this is a rate application.

MR. KEIZER:  It is a rate application in respect of the rate and the evidence filed for it with respect to the capital investments and the rate structure that's proposed.  It is not about going back and evaluating every merger that ever happened, which is what you intend to do.

DR. ELSAYED:  Okay.  But it is fair enough to say that what Mr. Shepherd said is that whether he uses historical evidence or not, he's driving to the point as to whether what is being claimed by Alectra in this proceeding is sufficiently supported by evidence, and that's fair enough.

MR. SHEPHERD:  Well, it is actually a more fundamental point, Mr. Chair, and that is -- and I will get to it to demonstrate it.  Is this application a way of spending our money, the money that we were supposed to get, the prize at the end, spending it first so that we never get it.  That is the nub of it.

DR. ELSAYED:  Yes.

MR. SHEPHERD:  All right.  So one other preliminary thing I wanted to ask you about.  And this is probably -- well, whoever wants to answer it.  Can you go to Exhibit 2, tab 1, schedule 3, page 18, please.

So this is -- your counsel just said, oh, the rate impacts are really tiny.  So let's just ask about that.  Go to HRZ.  So residential is only going up 23 cents a month.  It sounds like nothing, right?  In the first year.  Then the second year it will go up another 16 percent.  So I am right that that means 39 cents a month, right?  Is that right?

MS. YEATES:  So for the Horizon rate zone, yes, 23 cents in 2023, and then an additional 16 cents in 2021.

MR. SHEPHERD:  And then the next year will be -- would be 55 cents a month, right?

MS. YEATES:  Yes.  The riders that are approved, if approved in the previous year, continue into the subsequent year.

MR. SHEPHERD:  So the total impact on that customer is not 98 cents, right?  Because what I calculate is it's $35.  Is that right?  That is how much more you are going to ask them to pay over these five years, just for the M-factor.  Is that right?

[Witness panel confers]

MS. YEATES:  Mr. Shepherd, by the end of -- by the time we get to 2024, a typical residential customer in the Horizon rate zone, they would see a rider on their bill of approximately 98 cents per month.

MR. SHEPHERD:  Okay.  So the total over the five years is $35, right?  That is how much more you want them to pay for this $265 million of capital.  It is actually $34.68.  You should probably just accept it, subject to check.

MR. BASILIO:  I think I am going to compute this one.  We'll take it, subject to check.

MR. SHEPHERD:  Okay.  And by the way, Mr. Lyle, when you were talking to the customers, did you tell them that the utility wanted an extra 35 bucks from them?

MR. LYLE:  From the information that I have, I don't think your math is correct.

For Horizon, the incremental amount over the total of the five-year period is $1.27.

MR. SHEPHERD:  Your math is incorrect and Mr. Basilio has agreed with me, because I am right.  But in any case, that doesn't matter.  I mean, math is math.  Did you tell them --


DR. ELSAYED:  Just for the record, Mr. Shepherd, I think Mr. Basilio took it subject to check.  So he is going to check it and get back to us, I guess.

MR. SHEPHERD:  That's fine.  It is arithmetic, so it is not actually that hard.

So the reason I am asking that is because if you said to a customer we're going to ask you for an additional $35 over the next five years so that we can do some extra capital, would that make a difference to them?  Let's assume that is the right number.

MR. LYLE:  I can't assume it is the right number, because I had this all walked through with me before we did it, and I am pretty sure is there an error in your math.

MR. BASILIO:  Just so we're clear on the context, and I think I am looking at an older table here, but about $35 we are asking customers for.

MR. SHEPHERD:  Yes.

MR. BASILIO:  Is about $7 a year, right?

MR. SHEPHERD:  That's right.

MR. BASILIO:  $7 a year.  When we're looking at that on a monthly basis, what would you say that is?  Sixty cents a month, something like that?

MR. SHEPHERD:  Mr. Lyle went out and you talked to your customers and he thought it was $1.68.  So he didn't tell them how much it was, did you, Mr. Lyle?

MR. LYLE:  No.  If you read what we had in our workbook, we said that your rate increase will increase by -- your electricity bill, right.  So everyone gets their bill.  Their bill will increase by $1.27 above the $28.74 would have already been.

MR. SHEPHERD:  Okay.  So now the $35 is on top of the PCI increase, right?

MS. YEATES:  The M-factor riders are in addition to the PCI increase.

MR. SHEPHERD:  So will you accept, subject to check, that the PCI increase is $65 over those five years?  Not on an annual basis, cumulatively.

MS. YEATES:  Subject to check.

MR. SHEPHERD:  See, the reason I ask that is because if you talked to a customer and you say $1.32 and you talk to a customer and you say a hundred dollars, they have a completely different reaction.  And that is particularly true if it is only 20 percent of their bill.  Isn't that right?  Nobody wants to answer it?

MR. LYLE:  Well, I mean, if you say, okay, over the five years, add up your salary.  Over the five years, add up all of your bills.  Over the five years, add up the amount of your salary that goes to this part of this bill, right, then you have the same context that you have if you say given your monthly bill.

Most people don't add up the total costs of living over five years.  Most people add up the costs of living at the end of every month.  This is a scale that people live in.

MR. SHEPHERD:  Mr. Lyle, you didn't believe me when I said $35, because that sounded like a big number and you thought it was more like a dollar something.

So if you were confused with the math, don't you think a customer might be confused and might look at it and say, well, this doesn't sound like much.  But wait a second, once you start to get into $100, that does sound like a little bit.

MR. LYLE:  But again, it would then be in the course of everything that you spend over five years, which is not the way most people look at their budgets.

MR. SHEPHERD:  No, I am sure seniors don't look at their budget that way.

MR. LYLE:  I mean, I talk to seniors all the time and I know when seniors look at this, they understand the consequences.

So if you were living on $1100 a month, $600 goes to rent you have $500 left, and someone says it is 1.25, that is not an immaterial number to a senior on a fixed income, and they respond in kind.

MR. SHEPHERD:  All right.  The reason I got to this, as usual, is I did a school and again in the Horizon territory.  So if you look at GS over 50 and that's actually a 250-kilowatt customer, so that would be a typical high school.

Will you accept, subject to check, that for the
M-factor, you're asking that school to pay an additional $1500 over those five years for this capital plan?  That's not for the whole plan.  That is just for the M-factor component, right?  $1,481.40, if you want the exact number.

[Witness panel confers]

MR. BASILIO:  Yes, subject to check on what we would be forecasting out.  I think here, Mr. Shepherd, based on their 2024 distribution charge -- sorry, that is 1500, right?  Divided by -- what's that, five years?  So that is $300 a year, would you agree with that?

MR. SHEPHERD:  It is $492.12 in 2024.

MR. BASILIO:  But you're quoting a five-year number.  So let's use an average to be fair.

MR. SHEPHERD:  Why would an average be fair?  Don't you then want to add the 2018 and 2019 numbers?

MR. BASILIO:  Well, I can explain why it would be fair.  If you are going to look at a five-year cumulative number, why don't we look at a five-year cumulative number for the bill and take the ratio of those two things?

MR. SHEPHERD:  For the bill?

MR. BASILIO:  Sorry, the distribution charge.

MR. SHEPHERD:  Okay.  Well, I don't know.  When I talk to schools and say they want another $500 over the next few years, that is they're going to build up to $500 additional, they say -- because there's 300 schools in Hamilton, they say that's lot of money.  Don't you think that is a lot of money?

MR. BASILIO:  Well I think it works out to something like 3 percent, something like that of the bill.  Is that
-- does that work for you?  Of the distribution charge and on a total bill basis, it would be something a fair bit lower than that.

But I think, you know, rather than getting caught up in the quantum, which is above inflation, you know, we're advancing this because of the underlying value in terms of the necessary delivery of capital to support value to the customer.

Now, what I found interesting and technical was that you suggested your school customers don't care about reliability.  All they care is about cost and I think --


MR. SHEPHERD:  Where did I say that?

MR. BASILIO:  You are on record, Mr. Shepherd.

MR. SHEPHERD:  As saying they don't care about reliability?

MR. BASILIO:  They only care about costs, which suggests to me they don't care about reliability.  That was a quote from you, sir.

MR. SHEPHERD:  I'm sorry, but that is just not correct.

MR. BASILIO:  Well, we can go back and look at the transcript, and the only thing your customers care about are costs.  Well, I don't think that is the case for our customers, which is why we're putting these investments forward.

This is a long -- this is an investment in the long-term sustainability of the distribution system, and, you know, I think this is what our customers want, and we would suggest this is going to deliver good value to them on a sustainable basis, and that is the associated cost.

And to, you know, Mr. Lyle's points, I think generally speaking our customers supported these investments.

MR. SHEPHERD:  Okay.  So point of privilege, I would like to see that quote, please.  You can undertake to provide it, right?

MS. BUTANY-DESOUZA:  Yes.

MR. SHEPHERD:  Good.  Thanks.  The --


DR. ELSAYED:  Do we have an undertaking number there?

MR. MURRAY:  Sorry, Undertaking J2.7. 

UNDERTAKING NO. J2.7:  TO PROVIDE THE TRANSCRIPT REFERENCE TO MR. SHEPHERD'S REMARKS ON COSTS


MR. SHEPHERD:  So -- but you mentioned, well, if you do it on a total bill basis then it is so much letter.  That is because the rest of the bill isn't going to go up, right?

MR. BASILIO:  I think I corrected myself, that we should look at that in relation to the distribution component.

MR. SHEPHERD:  All right.  Okay.  So I want to start on the financial plan.  I know we're almost at 5:00, but I thought I might as well use the time efficiently.

DR. ELSAYED:  Yes.  I don't want to go too much later than 5:00 --


MR. SHEPHERD:  No, no --


DR. ELSAYED:  -- so if you are going to start and then you're going to continue tomorrow, you have got a fair bit of time tomorrow.

MR. SHEPHERD:  I can do some quickies.

DR. ELSAYED:  Okay.

MR. SHEPHERD:  This is sort of -- you were talking earlier today about the financial plan as it relates to the DSP.  When did the DSP in draft form or in initial form go to either the board of directors or a committee of the Board for approval?  First.  The first time.

MR. BASILIO:  The DSP is within management's purview. The Board would have seen it -- would have seen something at a very high, distilled level in the financial plan itself.

MR. SHEPHERD:  So --


MR. BASILIO:  Management has the discretion to resolve the details of the DSP.

MR. SHEPHERD:  So the DSP has never been approved by your board, then.  The financial plan has been approved by the board, but not the DSP?

MR. BASILIO:  It would be implied that the underlying capital program would be approved by the board.  And that program is -- I mean, the plan itself has been modified.  We didn't have a DSP in the 2019 financial plan.

MR. SHEPHERD:  Well --


MR. BASILIO:  We had a capital plan and, you know, that capital plan has evolved through the DSP process, but certainly the board is aware that we're filing an application.  They're aware of the magnitude of that application.

MR. SHEPHERD:  This is a tiny question, sorry.  It's not --


MR. BASILIO:  I guess the bottom line is the board -- neither the board nor the audit committee approved that plan.  That plan is at the discretion of management.

MR. SHEPHERD:  So at the time that you filed the -- got the financial plan approved on December --


MR. BASILIO:  7th -- or 13th, I think, December 14th, yeah --


MR. SHEPHERD:  -- December something, 2018, the capital plan that was built into that was essentially an early version of the DSP, right?  But before you answer, I don't intend this to be a trap.  You sent it to Vanry in February, a draft DSP.  You sent it to Mr. Lyle in about end of March?  So in December you had to have something.

MR. BASILIO:  I am going to let the development of the DSP that's before the Board in the timing, Tom, perhaps if you could take us through that.

MR. WASIK:  So the plan -- the projects that we talked about through the optimization was still in progress as we looked at potential investments to bring forward to our customers.

And as we continued to evolve and work through that particular plan in the later parts of 2018 we started working with Innovative to start developing the workbooks.

So the actual body of the Distribution System Plan, which includes all of the justifications and the various different explanations of the investments, continued through that period in parallel as we were building the workbooks.

MR. SHEPHERD:  Sorry, again, I am not trying to trap you.  I am just trying to get clear that what the Board saw in the financial plan as its capital plan was very similar to the eventual DSP.

It didn't have all the bells and whistles around it, and you made a bunch of changes along the way.  But fundamentally it was the same capital plan.  Is that right?

MR. BASILIO:  The totality of the capital plan I don't think has evolved that much since the DSP.  I think, you know, a lot of the details, of course, have.

MR. SHEPHERD:  Sorry, did you --


MR. BASILIO:  Sorry, in reverse.  You know, it is not that different from what we have in the DSP in terms of its totality.

MR. SHEPHERD:  So the financial plan -- the capital plan in the financial plan is very similar to the eventual DSP; is that right?

MR. BASILIO:  In terms of its totality, yes.

MR. SHEPHERD:  Okay, good.  So I would like you to go to -- does the financial plan and the other two documents that go with it, do they have exhibit numbers?  I didn't hear exhibit numbers earlier today.

MR. MURRAY:  We can mark them as an exhibit.  That will be Exhibit K2.3.

MR. SHEPHERD:  Okay.  There is three different documents.  The first is a report to the board of directors, which is like a memo.  The second is a presentation.  And the third is the financial plan itself.  Is that right, Mr. Basilio?

MR. BASILIO:  Correct.

MR. SHEPHERD:  Can we give them separate numbers so we can refer to them more easily?

MR. MURRAY:  Yes, we will mark the report as K2.3.
EXHIBIT NO. K2.3:  REPORT TO BOARD OF DIRECTORS.


MR. MURRAY:  We will mark the presentation as K2.4.
EXHIBIT NO. K2.4:  PRESENTATION.

MR. MURRAY:  And we will mark the plan as K2.5.
EXHIBIT NO. K2.5:  FINANCIAL PLAN.

MR. SHEPHERD:  Thank you very much.

And I just -- I will start with K2.3 because there's a reference here -- you see the paragraph that starts "the 2018 plan identified challenges", blah, blah, blah, and you refer -- by the way, Mr. Basilio, this is your memo, right?

MR. BASILIO:  Yeah, ultimately I draft it.  I would say that at the end of the day the executive committee approves all materials that go to the Board.  So that would be myself, Mr. Cananzi, Brian, et cetera, but, yes, I am charged with the drafting and recommendation.

MR. SHEPHERD:  Well, in fact, the whole financial plan, basically you're the quarterback on the financial plan.

MR. BASILIO:  Yes, I would say I'm largely the author, subject to input from -- well, very broad input, frankly, from the organization, but ultimately in resolving it, certainly input from my executive committee members.

MR. SHEPHERD:  And Mr. Cananzi, you as president of the utility, you specifically have the responsibility -- separate from being on the executive committee -- you specifically have the responsibility to approve the LDC component of the financial plan, right?

MR. CANANZI:  I would say that I work with our CFO to deliver that, yes.

MR. SHEPHERD:  Well, so who has final approval?  I mean, I guess the executive committee.  But do you not as president say, lookit, I'm okay with this.  Or is it just up to Mr. Basilio?

MR. CANANZI:  We operate as an executive committee that would include the CFO, myself, and the CEO, and two other members of, you know, corporate counsel, et cetera.

MR. SHEPHERD:  All right.  So I just want to clear up something that is in this K2.3, the memo, and is also in some other places, Mr. Basilio.

You say there were structural cost changes in the 2018 plan relative to the 2017 plan.  The 2017 plan is the merger plan, right?

MS. BUTANY-DESOUZA:  Sorry, can you pull it up?

MR. WELLS:  I am trying to.

MR. SHEPHERD:  Mark, it is actually this one.

MR. KEIZER:  There.

MR. SHEPHERD:  Okay.  So, Mr. Basilio, this is actually just to clear something out of the way.  Those structural cost changes that were in the 2018 plan, that has nothing to do with OEB decisions or anything like that.  That was something different, right?

MR. BASILIO:  That was something different.

MR. SHEPHERD:  And there are references throughout to some issues associated with the PWU.  I don't want to get into the details, please.  But am I right that that's when those started, in 2018?

MR. BASILIO:  Yes.  Just to offer some colour on how a financial plan comes together -- and I don't know if there are those in the room that have ever been involved with this, but typically you have a look at what expectations were set the prior year.  You go out to the organization for, you know, essentially their budgets and their needs.  And in my experience, over many years, typically what comes in tends to be a lot greater than what the prior-year expectations were.

And so you end up going back out to the business units to say, wait a minute.  You know, let's have a look here and make sure that, you know, that we're essentially aligning ourselves.  So that is largely the reference to structural cost changes. I got a draft of this thing and it was, wait a minute, you know, changes in headcount, those sort of things.

And ultimately through this process -- which Max would have been a large part of -- you know, we largely got back on track.

MR. SHEPHERD:  Well, okay.  But the question I am asking here is that stuff -- those are cost changes in the 2018 plan which you say were fully mitigated.  I just want to make sure we don't have to talk about those here, because they're in the past.  They're done and they have nothing to do with your capital plan anyway.

MR. BASILIO:  They don't.  They were principally OM&A changes.

MR. SHEPHERD:  Okay.  And that 2017 plan, that is the merger plan, right, the merger business plan?

MR. BASILIO:  Yes.  Now, it's the merger business plan.  We did -- you may recall that when we brought the MAADs application forward, that was 2016, and based on a 2015 plan, I think if you notice 2015 was sort of --


MR. SHEPHERD:  Yes.

MR. BASILIO:  -- the opening year.  So there was a budget approved for 2017.  It was slightly different than what you would have seen in that merger business case, but largely consistent.

MR. SHEPHERD:  All I am asking -- and this is my last question and we can go home -- is when you refer in other places in these documents to the merger business plan, that's that 2017 plan, right?

MR. BASILIO:  The merger business plan would have -- yes, would have been, you know, essentially the merger business case.

But the budget, when I talk about sort of business plan or financial plan for purposes of the Board, that 2017 financial plan would have had some differences relative to the merger business plan.

MR. SHEPHERD:  Okay.

MR. BASILIO:  Given that that plan was like a year, 18 months old by the time we got to resolving the budget for 2017.

MR. SHEPHERD:  Thank you very much.

DR. ELSAYED:  Okay.  Thanks, everyone.  We will resume tomorrow at 9:30.
--- Whereupon the hearing adjourned at 5:05 p.m.
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