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Tuesday, October 29, 2019
--- On commencing at 9:34 a.m.
HYDRO ONE NETWORKS INC. - PANEL 2, resumed

Nancy Tran,

Lincoln Frost-Hunt,
Robert Berardi,

Samir Chhelavda,

Joel Jodoin,

Sabrin Lila,

Iain Morris; Previously Affirmed.


DR. ELSAYED:  Please be seated.

Good morning, everyone.  Any preliminary matters?

MR. STERNBERG:  No.

DR. ELSAYED:  Okay.  Ms. Djurdjevic.
Continued Cross-Examination by Ms. Djurdjevic:


MS. DJURDJEVIC:  Thank you, Dr. Elsayed.  My microphone is on today, so we won't get any calls.

So good morning, panel, and welcome back.  The first reference that I would like you to look at is not in our compendium, but it's up on the screen for you.  It is your undertaking from the technical conference, JT2.07.  If you could just take a look at that, and particularly the table which shows some increases and decreases of FTEs.  And in particular I am looking at the row that refers to transmission work program and the increase of 200 FTEs.

And you have indicated in your evidence and in your testimony this is primarily caused by the transfer of non-regular apprentices from -- in fact, this is right in the response in this undertaking.  It is sub-paragraph B or C if you can scroll down a bit.  Sub-paragraph C.

And so there you have indicated that this is caused by -- the 200 increase is caused by transfer of non-regular lines apprentices from the distribution line of business to transmission.

Then you note that in the next period from 2020-2022
-- again, that is up on the table on page 1 -- there is a reduction of 26 FTEs in 2020 and a further reduction of 165 FTEs in 2022.

And you have indicated you anticipate these decreases as a result of expected efficiencies due to progressive productivity savings.

I have just a couple of questions just to sort of confirm what we have on the evidence.  First of all, is it only 200 FTEs that are being transferred or reclassified from the distribution to the transmission business in 2019?  Is that correct?  And again, this is --


MS. LILA:  That's correct.

MS. DJURDJEVIC:  Okay.  And this is an increase relative to your 2018 actual FTE count and not the OEB-approved.

MS. LILA:  It's in reference to 2018, and just to clarify, the OEB provides direction and approval for our revenue requirement, not FTEs.  Hydro One manages our FTE requirements.

MS. DJURDJEVIC:  Okay.  And conversely, can you confirm there is no significant FTEs that are being reclassified from transmission to distribution?  So like the other way around.

MS. LILA:  Not to my knowledge.  Again, Mr. Spencer would have been best suited to answer some of these questions.

MS. DJURDJEVIC:  Well, okay.  So then looking at still the same exhibit, the row that is the distribution work program, that indicates an increase of 415 FTEs.

Can you confirm that increase is all due to the repatriation of the customer service centre into the distribution business?

MS. LILA:  The repatriation of the customer call centre occurred in 2018, so that's not a reflection of that.

MS. DJURDJEVIC:  Okay.  We're seeing the increase in the 2019 as per this document.

MS. LILA:  The 2019 increase is a reflection of the plan that was outlined as per the previous application to support the previous distribution application.

MS. DJURDJEVIC:  So I am not entirely following.  You said that you had a number of FTEs that were brought back into the distribution business because you brought the customer service centre back in-house.

And then so what is this 415 increase in 2019 if it's not the customer service centre?

[Witness panel confers]

MS. LILA:  If I may, given that we're speaking about transmission, I just wanted to understand the relevance of the distribution question in respect of the work program.

MS. DJURDJEVIC:  Well, as we have discussed throughout this proceeding and the previous ones, the transmission and distribution businesses are intertwined and, you know, when you are calculating the impact on revenue requirement of increases or reductions of FTEs, you're taking into account both numbers.

So for example, in Undertaking JT2.07, you indicated that the reduction of 49, which is both the TX and DX, has a certain impact on revenue requirement.

So, you know, we will be asking questions, well, you know, if you look at those numbers differently, if you look at just the $200 increase in the TX employees, how does that impact revenue requirement?

So I am only trying to get clarity as to, you know, which FTEs are being allocated where, realizing at the end that they do get bundled back in, but we're trying to just make sure that we aren't -- you know, that the allocation between the TX and DX isn't getting blurred.

If you don't want to answer the question, that's...

MS. LILA:  I understand the question.  I will say that, you know, due to the timing of the distribution decision which occurred on March 7th of 2019 and this filing of March 21st for transmission, Hydro One did not have, you know, sufficient opportunity to restate all of the FTEs to align with that distribution reduction.

So I will just state that some of these distribution values will not -- will not happen, because there will be a reflection of that reduction that occurred for distribution.  So when we come back and file it for the joint application, we will clarify some of those pieces.

MS. DJURDJEVIC:  Okay, thank you for that.

DR. ELSAYED:  Just before you continue, Dr. Dodds has a question.

DR. DODDS:  Just a clarification.  Would not some of the reduction in FTEs for transmission in 2020, or 2020 and '21, not be due to completion of capital projects?

MS. LILA:  That's correct.  Yes.  For transmission, absolutely, completion, and also changes in work program as well.

MS. DJURDJEVIC:  Thank you.  And -- sorry, were there any other questions for the Panel?  No?

So the other reason I am sort of asking these questions, when you have this movement of employees, you know, from one line of business to the other, Staff wonders whether there's a possibility that there is any double-counting.

So, for example, you have, you know, certain budgeted amounts in your distribution decision and you have certain employees that you included in that budget, and now those employees are moving from distribution to transmission, and the fact that you are adding employees to transmission as part of the ask, so you can see that I guess the question is whether it is possible that you are moving employees from distribution who are part of your distribution budget, your plan, already approved, and now you are moving them to transmission.  And you're budgeting for their compensation there.

So, I mean, I think --


MS. LILA:  I think I can help clarify.  I think what is important to remember is a lot of these are lines apprentices, and our lines apprentices and our lines employees, regional lines -- regional maintainer lines, they do both transmission and distribution work.

And so it can be, I understand, confusing, but they do serve both lines of businesses, and in some instances transferring makes sense to support different work programs.

MS. DJURDJEVIC:  But it makes perfect sense, and so I am just wondering how, you know, within your consolidated business, how do you track that, make sure that you're not budgeting for distribution and transmission and, you know, you have the same employees switching hats, but, you know, you're budgeting for two employees.  I don't know if that makes any sense, but presumably you have some sort of method in place to control for that possibility.

[Witness panel confers]

MS. LILA:  So I think I can help clarify.  So during our process, the lines of businesses provide their requirements to fulfil the work program that's been outlined from an execution perspective, and this reflects what those are.

There isn't double counting in these figures.  We work hard to make sure that we understand what the requirements are to support the program.

I think we talked about several times yesterday that, you know, the work program for transmission is growing by 26 percent.  There is significant growth in the distribution work program, and these headcounts are to support those work programs.

DR. ELSAYED:  There may not be double-counting.  I think what is causing the confusion is, as you said, it is a dynamic process.  People go back and forth.

So when you submit a budget, do you do it at a certain point in time?  Like how do you determine your FTEs to split between distribution and transmission in your submission?  Is it taken at a certain point in time?  As you've said, it changes.

MS. LILA:  It does change.  And so you know, what makes up a budget is one, but there is also in-year accounting for movements.

For example, in my own team, there were movements from one line of business to another, and you see the ups and downs through the year.

So they are tracked and maintained in respect of which business that they're being -- that they're doing work for these larger populations.

DR. ELSAYED:  So in your application, how do you make a projection then, going forward for the test period?

MR. JODOIN:  I think in these cases, when groups submit their FTE forecasts, if there are elements of FTEs embedded in cost centres that do work for both transportation and distribution, they will submit a forecast that includes their FTE requirements to complete the investments, whether it is an approval or a filed application that we have before the Board.

In reality, what actually happens -- if we use these types of people, for example, they will actually charge their time to specific projects, and programs and those will be distinct, to transmission and distribution.

So the way it will all come together is panel 1, Mr. Jesus' team, would define what are the asset needs both in transmission and distribution through their prioritization tool.

And Mr. Spencer, on the transmission side, will then take a look at what the assets need, and then define a FTE requirement to submit through the planning process.

So I guess in terms of like sequencing, the first thing Mr. Jesus would do is define asset need.  And then the next phase is how are we going to execute to that asset need, and are there any associated risks with that.

So that is sort of how it all comes together.

DR. ELSAYED:  Okay, thank you.

MS. DJURDJEVIC:  Thank you very much for clarifying.  I am going to now switch to productivity.

Now, I would like to start with a decision of the OEB in your last distribution decision.  It is not in this compendium, although it was in Staff's compendium for panel 1 -- volume 2 for panel 1.  I am wondering if that can be pulled up.  It is page 38.

Thank you very much.  And just looking at the third paragraph in that decision, I will read a little bit from it.
"The OEB commends Hydro One for making this effort to identify and quantify potential cost savings.  However, the OEB finds that Hydro One's presentation of these productivity gains makes it difficult to differentiate between what is a 'productivity gain' and what would be an exercise in due diligence in reviewing these potential saving areas, to ensure that their costs have been appropriately budgeted."

And then further on, they say:
"In future applications, the OEB directs Hydro One to clearly describe the methodology by which any claimed productivity savings are determined and whether these savings represent net cost for the company, which would translate into reduced costs for ratepayers."

My question is just a general one as to how Hydro One believes it has addressed this finding of the OEB.  Like, for example, can you show us what is the methodology to determine whether you have real savings or, you know, they're just a result of doing things better and budgeting better.

MR. JODOIN:  Well, I first want to start by saying all of these things are aligned.  So becoming more productive, coming up with initiatives to be more productive and drive costs lower and ensuring that we're budgeting for those productivity initiatives, so that when we file our rate applications we can demonstrate lower costs through our revenue requirement are all aligned.  They all connect and they should speak to each other absolutely.

In terms of our process and how we bring these things together, productivity exists, I mentioned it yesterday, all throughout the organization.  It's included on our team scorecard.  It's identified directly in our rate applications, both in our pre-filed evidence and throughout our application.

I have mentioned SEC 26 as our baseline.  Actually, it would be helpful if we could turn to SEC 26.

And when we get there, if we could scroll all the way to the bottom of the table, right to the bottom where we have the tables.  Keep going a little bit more.  Yes, perfect.  You can actually make it a little bit bigger because of what I am going to show.

So down at the bottom, we have identified total capital, total OM&A, and total common expenditures.  You will see 7.3 million, that -- you don't have to scroll up, but that represents our 2016 actuals.

As you can see, there is growth in every year, both in our actuals and in our forward-looking plan.

We talked a little bit yesterday and Mr. Berardi brought up fleet right-sizing and procurement.  I talked in detail about the corporate cost reduction exercise that existed last year as examples of what we've been driving towards, but we didn't stop there.

We realized that, you know, while these things are true relative to our OEB-approved TX 2017 and 2018 rates, we are achieving productivity and we are bringing our costs lower in our defined initiatives.  But we didn't stop in that we created a progressive productivity framework where we're stretching ourselves and pushing ourselves for more.

And what I will do to try and re-emphasize how exactly that works in our application, if we could call up -- just bear with me for one second -- our capital expenditure plan, which would be Exhibit B-01-01, TSP section 3.3, specifically page 3.

So what you will see here is Hydro One's forecast for capital expenditures for -- it includes our five-year transmission system plan, but specifically we're going to focus in on 2020, 2021 and 2022, which represents the test period for which we're asking a determination on our rates.

The first four lines, system access, system renewal, system service and general plant, this represents our current cost of delivering the work program.

Holding everything else constant, this is what Hydro One needs to fund our required asset needs.

At the time of filing this application, we knew that as we pushed forward through the test years we can do better.  We can find new ways to do work and deliver the same outcome better.  That is why you will see the progressive productivity placeholder row.

The 17 million, 39 million, and 61 million numbers -- and again, I am just going to focus on the period for which we're seeking rates -- represent a stretch for which Hydro One is reducing our own capital envelope because we are going to attempt to deliver the same outcome, deliver the same work, at a lower cost.

How are we doing that?  If we could turn to technical conference Undertaking JT1.9.  At the time of the technical conference we were asked to provide an update of how we have been tracking with respect to our progressive productivity framework.

So recall initially the progressive framework was envelope reductions.  We did not know how we were going to do work better, but we knew we were going to push forward and try and achieve new initiatives that would drive our costs lower while delivering the same outcomes, and, again, that last part is very important to this.

What this undertaking identifies are specific initiatives, new initiatives, relative to the date we filed this application to the technical conference, where we've begun to define the progressive framework.

So Mr. Spencer talked about hydrovac excavations and temporary portable access roads at length during panel 1.  And in fact, since filing this technical conference undertaking, we have in fact as of today more defined initiatives totalling -- I don't have the exact number with me here, but a number slightly below the 17 million commitment.  And that's just two months since the technical conference.

I mentioned yesterday that there is an ongoing committee that meets monthly to discuss new ways of doing work differently to drive our costs lower while achieving the same outcome.

I sit on that committee monthly, and we go through this list to ensure that we're constantly tracking our commitments and we're delivering better outcomes for customers.

I think at a high level these are our response to the OEB's comments in distribution.

I would also like to make it very clear, as my colleague mentioned earlier, we were doing this already, in that we were planning on filing this application and we had not received the distribution decision.

So Hydro One is constantly pushing to achieve and demonstrate cost reductions both in our capital and in our OM&A.  And I will re-emphasize, our OM&A ask in this application for 2020 is lower than any actual result or OEB-approved amount between 2015 and 2018.

MS. DJURDJEVIC:  Thank you for that explanation, and for referring us to SEC 26.

There was a further development of that chart.  It was in response to JT2.28.  If you could turn that up.  That is at page 197 of Staff's compendium.  As you may recall, you were asked to provide additional details on the chart with respect to savings, and the additional detail that you provided is the far right column, which is base line.

And again, keep in mind my question was just about how, like, what the methodology is for determining savings.  And so looking at the -- this column that is base line suggests that this is how you determine, you know, and measure the savings.

So, for example, looking under the second grouping, fleet telematics, the base line is, you know, based on your annual spend, like, your actual spending.  And then, you know, you work to reduce that.

Am I understanding that correctly?  Like, your savings, your quantification of savings is based on a base line that is an actual, at least for this particular category.

MR. BERARDI:  The base line is based on the business plan.  So it was approximately $59.7 million, and the incremental savings that we have embedded in our test years are the difference between that $60 million, rounded, to what we're actually acquiring for our capital replacements.

So for instance, with the tools of telematics we're seeing increased utilization.  Therefore, we're not having to invest in our fleet as we have done in the past.

So our incremental savings per annum on fleet is in the order of magnitude of 30 million, and that accrues to both transmission and distribution.

MS. DJURDJEVIC:  Okay.  Well, thank you for that.  And again, my question is just about the methodology.  And my question is, you know, what it seems to be is that you're taking a historical -- as a base line you're taking a historical figure, whether it is your actual spend, and then working to make reductions against that.

So all I am asking is if that is your methodology, or is there something else?  Something different?  Are you taking different approaches depending on the category or the grouping of -- the initiative that you are trying to find savings in?

[Witness panel confers]

MR. BERARDI:  It really depends on the initiative.  So we just went -- we just ran through the fleet example, but if you look at procurement -- and I believe I used this example yesterday -- on the procurement what are we doing differently than we've done in the past?

So we have the ability to bundle our spend.  We have the ability to renegotiate contracts, true savings, renegotiated contracts, where we're seeing significant volume discounts, significant early-pay discounts and, again, significant price reductions.

I used the example yesterday on insulators.  We have very similar examples in transmission for power transformers, circuit breakers, insulators.  Those are real reductions in our prices that we had from historical or from our previous contract.

MS. DJURDJEVIC:  Okay.  I will move on to something else then.  We have -- the compensation table that was yesterday Exhibit 5.5 has been updated by Staff to provide some additional calculations and analytics.

Again, just a reminder, this is originally from Hydro One's evidence.  Then it was Exhibit KT2.1 at the technical conference.  And it's been developed, evolving as this proceeding has progressed.

So I would like to distribute the version -- the most updated version now that we have and refer to it as Exhibit K6.1.
EXHIBIT NO. K6.1:  UPDATED VERSION OF EXHIBIT KT2.1.

MS. DJURDJEVIC:  Does the panel have a copy?  It is the big 17-sheet...

DR. ELSAYED:  We have one from yesterday.

MS. DJURDJEVIC:  Yeah, no, there is another one today, but printing...

[Document distributed to Panel members.]


DR. ELSAYED:  Thank you.  Exhibit 6.1.

MS. DJURDJEVIC:  K6.1.  And the version that is now updated has some grey-shaded portions and some additional columns that I will specify and just get the panel to, you know, recognize it and confirm the numbers.

So in this version we have introduced two new lines.  And this is to add-in pension -- oh, no, this is the compensation -- payroll or compensation burden, not including pension and OPEBs.  It is line 206.  That would be the fifth page.  Is that right?

So if you go to the far right-hand side, there's columns -- there's new information columns M, N, P and Q.

And what it shows is the calculation -- the difference in the payroll burdens that are projected based on your projected compensation in 2020 versus 2018, and then also the 2020 versus 2018.

So I would just like to just draw your attention to, you know, cell P206 and Q206.  And we see that the difference, you know, 2020 over 2018 -- so this is cell P, P206.  Anyways, it is an increase in 2020 over 2018 of 79.3 percent or, you know, broken down to 39.6 percent.

Do you see that?  And again, subject to check, and you will have access to the Excel sheet, if you can just confirm -- check that number and confirm and let us know if you agree with it, that that is correct.

MS. LILA:  Does the Excel sheet have the subtractions of which rows that you subtracted, so we can follow how you arrived at these numbers?

MS. DJURDJEVIC:  Yes.  It has all of the formulas.

MS. LILA:  Okay.  So we will review that and -- but you have taken from 200 -- just so I understand, these were part of our original table?  Or are these lines 200 and beyond new lines as well, right, because they're part the orange?  So these would be new rows.  So we would need to verify those reflect what were previously in our original submission, so we would need to review that.

MS. DJURDJEVIC:  Yes.  That was part of the undertakings yesterday that, you know, all of the orange-shaded sections are what Staff added, calculations Staff added.  And the grey shaded portions are what Staff added yesterday.

MS. LILA:  So you are asking, I suppose, for us to review these as well?  Okay.

MS. DJURDJEVIC:  You have already undertaken to review everything in the orange-shaded, and just let us know if you disagree or if you disagree with the calculations and numbers or any clarifications.  And today I am asking that you do the same thing with the grey-shaded areas.  And as I understand it, we have that undertaking.  It will be J6.1.
UNDERTAKING NO. J6.1:  TO REVIEW AND CONFIRM THE NUMBERS IN THE GREY-SHADED PORTIONS OF EXHIBIT K6.1; TO EXPLAIN THE SIGNIFICANT INCREASE IN LABOUR BURDENS AT ROW 206, AND HOW THAT COMPARES TO THE INCREASE IN FTES AND COMPENSATION, WHETHER THEY'RE SORT OF IN TANDEM OR, FOR EXAMPLE, IF YOU HAVE A 30 PERCENT INCREASE IN FTES AND COMPENSATION BUT A 79 PERCENT INCREASE IN BURDENS, TO EXPLAIN THE DIFFERENCE

MS. LILA:  Just in respect of burdens, I can speak just generally speaking now, but we will certainly review the data.

Generally speaking, you know, labour burdens include other things like employer contributions to LTD, to CPP, to EI, to all of these other elements.

Certainly the Canada Pension Plan is going up in respect of costs for the employer, you know, there is other increases in those costs that are simply being reflected here in regards to our labour burdens.

So just generally speaking, we can look further at the calculations, absolutely.

MS. DJURDJEVIC:  Well, if you would.

MS. LILA:  The other piece I would add is when you have increasing FTEs and escalations, it also has impacting costs on labour burden.  So I would say those two or three elements around increasing FTEs, escalations and then when you have increased costs in respect of what the Canada Pension Plan is asking employers and employees to pay to fund that plan and/or to support our employees who are on long-term disability, or any of those other programs, that is where you would see these kind of changes.

MS. DJURDJEVIC:  Yes.  And we appreciate the components that make up labour burdens.  It's just that the number, again subject to check and we think it is correct, is just, you know, for -- like the 79 percent over the 2018-2020 period is unusually high.

Is there anything in particular that would explain this unusually significant increase?

[Witness panel confers]

MS. DJURDJEVIC:  Again understanding that you have, you know, an expectation of increased FTEs, increased compensation.  But is the increase in the burdens commensurate with the increase in FTEs and compensation?

MR. STERNBERG:  I am just interjecting.  Staff counsel is now asking a follow-up question to explain the numbers that they have already undertaken to look to see whether they agree with the numbers.

So if the witness has some high-level explanation or some responsive answer they can give now, then by all means obviously we're happy for the witness to provide it.  But it seems like it may be appropriate, at least in more detail, to address this by way of undertaking because it is predicated on the numbers that the panel hasn't had a chance yet to look at the math of.

DR. ELSAYED:  Do you have any comments to make now, or do you want to do that as part of the undertaking?

MS. LILA:  I think it is best to do it as part of the undertaking.

MS. DJURDJEVIC:  Okay.  We can put that under undertaking J6.1, and that was going to be my next question, since it involves some complexity.

Just to be clear, that the undertaking is to review and confirm the numbers in the grey-shaded portions of the K6.1 exhibit, and also to explain the significant increase in labour burdens that we talk about in this row 206, and  whether -- and how that compares to the increase in FTEs and compensation.  You know, whether they're sort of in tandem or if they're, you know, if you have a 30 percent increase, for example, in FTEs and compensation, but a 79 percent increase in burdens, if you can explain the difference there.

So that is all part of undertaking J6.1.

MS. LILA:  Understood.

MS. DJURDJEVIC:  Thank you very much.  My next question is just to make a correction and just have the panel acknowledge it.  Again, it is on this exhibit, and it is cell B122.  It is the row total compensation including shareholder allocated.

So again you see it is shaded in grey; this is a change.  Formerly it was called -- this row was labelled total transmission plus distribution compensation.  And that is not accurate, because there is a component of this compensation which is allocated to shareholders instead of ratepayers.  So we just want to point out the change in the label.

MS. LILA:  It is just a title change or label change?

MS. DJURDJEVIC:  Yes, yes.

MS. LILA:  Okay, thank you.

MS. DJURDJEVIC:  And you will let us know if you have any issue with that.

So just a couple of quick sort of specific kind of questions again on this exhibit, I would first like to look at the different employee groups and the increases.

So look first -- anyway, just first of all looking at the unrepresented employee groups, that is row 5 on page 1, and again the additional information on the right-hand, the grey-shaded areas.  So we are looking at cells P, Q and S.  And it just shows that, again subject to check, assuming the calculations are right, base pay is projected to increase in 2020 versus 2018 actuals by 6.6 million or 6,593 -- I am rounding up -- which translates into 18 percent for that period, or 9 percent per year.

Again I am just going to ask you to confirm those numbers, you know, subject to check.  6,593,323, okay?

MS. LILA:  That is part of the same undertaking, I take it?

MS. DJURDJEVIC:  No.  Earlier we were talking about row 206, which was a different topic.

This is again just additional calculations that I am just asking you to agree with, subject to checking, if there's any issue with the calculations.

MR. JODOIN:  I guess our initial interpretation of the first undertaking was that anything that has been provided to us in grey, we will absolutely check and that's part of the undertaking.

MS. DJURDJEVIC:  Okay.  That's perfect.  That covers everything.

So again, I am just going to, you know, just direct you to these, because, you know, we may have submissions on it, but you can -- I just want to point them out for you at this point.

Looking at the Society employee increases, that is line 33.  And there we see an increase in 2020 versus 2018 of 30.4 percent or 15 percent per year.

And then similarly, for PWU employees, row 57, looking at cell S57, projected increase 2020 versus 2018 is 30 million or 19.6 percent or 9.8 percent per year.

So I just want to flag those for you.  We're not going to -- don't have to get into it any further at this point.

Just a second.

MS. LILA:  If I may, I have to say the question that you asked me yesterday and we spent some time on yesterday in respect of, you know, has the compensation table met the requirement of the OEB, I would just like to say I think this additional analysis that you are able to do and ask us, you know, further questions supports, I think, the request that we had.

You're able to ask us more detailed questions and analysis based on having, you know, documents and reviewing them and having successive information in a similar fashion from the previous application allows for this type of analysis and line of questioning.

So I think, you know, I think it is beneficial in that regard for all parties to understand our compensation elements and to allow us the opportunity to discuss those in more detail.

MS. DJURDJEVIC:  Thank you for adding that.  Okay.  Now for something different but related.  It is about your new pension valuation, and -- which you filed on October 17th.  So that now underpins the test-period amounts that are being recovered in rates, but, you know, was filed after the IRs and technical conference so we didn't have a chance to question you on it, so we have a few questions, and hopefully it shouldn't take too long.

Some may need to be dealt with by way of undertaking.  So if you could bring up page 237 from the Staff compendium.  This is -- and again, this is just sort of a confirmation kind of question.  This represents your pension contribution requirements for 2019, '20, '21.  This is as per the valuation updated on October 17, 2019.

MR. CHHELAVDA:  Yes, that is correct.  It represents our minimum employer contributions for 2019, 2020, and 2021.

MS. DJURDJEVIC:  And looking at the numbers, the estimated number employer contribution, the row going across, looking, at for example, 2020 test period, so your actuary is indicating that your pension contribution in that period of 66 million, 65.9 million.  Do we have that correct?

MR. CHHELAVDA:  Correct.  Based on the assumptions that were used to prepare the valuation, that is the forecasted employer pension contributions for 2020.

MS. DJURDJEVIC:  Do you have information that indicates -- shows a split for distribution and transmission for that forecasted contribution?  And if not, would you undertake to provide it?

[Witness panel confers]

MR. CHHELAVDA:  My colleague, Ms. Lila, just informed me that it will be in the payroll table that we will provide via one of the previous undertakings.  So it should be provided there.

MS. DJURDJEVIC:  Okay.  So with respect to that, pre-filed evidence would be -- my recollection is you were originally asking for 38 million of that -- of the pension costs be allocated to transmission.

But this evidence that you are going -- the update you will be filing is going to show us the correct update amount.  Correct?

MR. CHHELAVDA:  That is correct.

MS. DJURDJEVIC:  Thank you.

And are you able to tell us -- I can't without having the numbers in front of us -- how the new valuation would impact the amount that you proposed to capitalize in 2021 and '22?

MR. CHHELAVDA:  So given that in our pre-filed evidence I believe the amount of pension recovery we were seeking was combined 78 million and now it is 66 for 2020, it would be effectively reducing the OM&A component as well as the capital component.

MR. JODOIN:  I think we outline that in our initial filing as part of the update to the application.  I mentioned it at the presentation, and we subsequently filed an update that included the reduced capital.  I believe it is J1.1, but my memory might be off.

MS. DJURDJEVIC:  Okay.  So could you just undertake to confirm, given the new $66 million valuation, how much is going to be allocated to transmission and then how much of that you propose to capitalize?  Can you do that?

MR. JODOIN:  I believe all of that information is in J1.1.

MS. DJURDJEVIC:  Okay.  If it's not, you will let us know.

MR. JODOIN:  It's actually -- sorry to interrupt.  It is actually coming on the screen, so we can just confirm that, so the -- actually, sorry, if we just go back to that first table.  Sorry.  You will see 2020 updated pension valuation, that's the third column from the left, you will see we have reduced our revenue requirement by 1.7.  That is the OM&A component.

And if we scroll down, keep going, I think one more.  So just -- so this is our schedule F-01-01 recalibrated, this is Table 5, this is again the OM&A, so the 1.7 I referenced you can find in the bottom right.  The 374.1 million represents our total OM&A ask in this application.

And if we keep scrolling down -- yes.  Perfect.  This is our revised capital expenditure plan, and in the 2020 test year the updated pension valuation reduces our capital by 4.2 million, bringing our ask from the OEB down to approximately 1.2 billion.

MS. DJURDJEVIC:  Sorry.  Which column row am I looking at?

MR. JODOIN:  This is essentially right in the middle of the table, that you will see bridge year 2019.  Just to the right.  It is the first -- 2020, all the way at the bottom, 4.2 million.

MS. DJURDJEVIC:  Hmm-hmm.

MR. JODOIN:  That's the amount we have reduced our capital by in transmission, which I believe answers your question.

MS. DJURDJEVIC:  Okay.  We're trying to find another document, but I am still trying to get at how much of the pension costs you are proposing to capitalize, and I am told that this does not actually indicate that, but Staff is going to try to find a document that...

MR. CHHELAVDA:  So if you look at our pre-filed evidence, which is Exhibit F, tab 5, schedule 1, page 2 of -- sorry, page 3 of 11, it gives you our forecasted pension costs broken down between OM&A and capital.

We were proposing in the pre-filed evidence to capitalize 27 million, and --


MS. DJURDJEVIC:  Are we getting this on the screen?  Like...

MR. CHHELAVDA:  Sure.

MS. DJURDJEVIC:  Okay, thanks.  I just need to see the numbers in front of me.  Okay.  Great.

MR. CHHELAVDA:  So that is what we are proposing to capitalize.

Then in J1.1 we're showing a $4.2 million reduction as a result of the new valuation.  So it would be 27, less the 4, so 23 million is what we're proposing to capitalize.

MS. DJURDJEVIC:  Great.  Thank you very much for clarifying that.
If you could turn to page 239 of Staff's compendium.  Let's get that on the screen.  This is your response to Staff IR 203.  B in particular I am looking at.  Staff was asking why there was a disconnect between what your valuation was showing for the test period and what you were actually seeking to recover in the application.

Your response was that the valuation did not take into account headcount related to the call centre employees that were being repatriated as part of the transaction.

So that was the response you gave -- oh, with -- sorry, as part of the Inergi transaction.

So are those employees now factored into the updated pension valuation that you filed last week, or a couple of weeks ago?

MR. CHHELAVDA:  Yes, they are.

MS. DJURDJEVIC:  And then so the amount that you will be -- that you are requesting in rates is the TX portion of the $66 million?

MR. CHHELAVDA:  That is correct.

MS. DJURDJEVIC:  Okay. So a slightly different topic, still on pensions, and it's with respect to the new U.S. GAAP accounting standard that was released January 2018.  As you know, that restricts how much pension and OPEB costs can be capitalized.

In this application, Hydro One has requested OEB's permission to continue to capitalize a certain amount of its pension OPEB costs, contrary to what the U.S. GAAP standards requires.

You have indicated that by comparison in the United States, FERC, Federal Energy Regulatory Commission, provides utilities the authority to do that.

So just to -- first of all to clarify, you are using U.S. GAAP for your regulatory accounting, is that correct?

MR. CHHELAVDA:  That is correct.

MS. DJURDJEVIC:  And so it would seem that this new accounting standard, or this change to the GAAP accounting standard would prohibit you from capitalizing the amount that you are requesting, which is the 23 million.

How do you respond?  I guess you think the OEB -- is it your belief, or do you have some information that the OEB has the authority to grant an exception from the GAAP standard so that you can capitalize more than the standard says?

MR. CHHELAVDA:  Just one point of clarification.  The $22 million that you are referring to for pension costs are eligible for capitalization.

So just for context, the ASU, which is ASU 2017-07, what it says is that utilities can only capitalize current service costs.

So for our pension, all of our contributions are current service costs, so eligible for capitalization.  So there is no issue on the pensions.

Where we have the issue is on our OPEBs, where we have current service costs and non-current service costs.

To answer your question, under U.S. GAAP, under accounting standards clarification 980, regulated operations, what it says is regulations will apply U.S. GAAP, and then you overlay regulatory accounting.

So if the regulator says Hydro One, you can continue to capitalize these costs contrary to U.S. GAAP, it is acceptable and we could continue to capitalize it.  That is what the FERC has done.  They have told utilities we view these costs as direct costs attributable to getting the assets to their attended location for their intended purpose, therefore continue capitalizing, it is status quo.

MS. DJURDJEVIC:  Thank you for clarifying that.  If I understand correctly, the pension portion is not the issue, but it is the OPEBs.

What is the dollar amount that we are looking at there that you would not be allowed to capitalize according to U.S. GAAP, but that you are asking OEB permission to do?

MR. CHHELAVDA:  So if I can draw your attention to Exhibit F, tab 5, schedule 1, page 9 of 11.  So if you look at the column for 2019, it is approximately $19 million.  That is the amount that we would not be able to capitalize.

MS. DJURDJEVIC:  Okay, thanks for clarifying that.  So Hydro One is not the only Ontario utility that uses U.S. GAAP for regulatory reporting purposes.  Are you aware of that?

MR. CHHELAVDA:  I am.

MS. DJURDJEVIC:  Okay.  Do you have any information as to how other utilities are dealing with this restriction?

MR. CHHELAVDA:  I have not asked the question.  I mean, every utility has a different model.  Hydro One, we perform the majority of our work ourselves.  Some of the utilities do not.

They may outsource or contract out, in which case you get an invoice and you fully capitalize the invoice.  So I can't really speak to other utilities. But I could speak to Hydro One's specific instance.

MS. DJURDJEVIC:  So would you at least be aware that Hydro One is the only utility that has made this kind of application?  Or do you have different information or knowledge?

MR. CHHELAVDA:  I am not aware of any other utility in Ontario making this type of application, no, I am not -- or request, no.

MS. DJURDJEVIC:  So if the OEB does permit Hydro One to continue capitalizing, we're talking about the 19 million really now, how -- well, let me put it this way.  What if the OEB declines your request and you are required to include that as part of your OM&A costs?  What does that mean, in terms of your -- I guess what I am really interested in is the impact on ratepayers.

Like, how are ratepayers impacted depending on whether those costs are capitalized or included in OM&A?

[Witness panel confers]

MR. CHHELAVDA:  So in the event that the OEB denies continued capitalization, you know, we would reduce our capital request or capital envelope request by $21 million.  And conversely, we would be requesting $21 million more of OM&A, which would have a direct rate impact on customers.

MS. DJURDJEVIC:  So what would the impact -- are customers be better or worse off?

MR. CHHELAVDA:  Well, their rates would be higher.  Our revenue requirement would increase by $21 million.

MS. DJURDJEVIC:  Which, you know, in the -- it's not a significant amount in the context of, you know, the entire amount of your application.  Would you agree?

MR. JODOIN:  We don't agree with that at all.  To imply that $21 million is not significant is just not correct.

The materiality threshold in this application for transmission is $3 million; this is well above that.  And we take every amount we spend seriously at Hydro One.  So no, we don't agree with that.

MS. DJURDJEVIC:  Well, maybe you can -- again just from a ratepayer perspective, if you do continue capitalizing this cost, then ratepayers over the long-term are paying more, because they pay for the full amount and then they're also going to be paying -- because it is going into your rate base, so they're going to be paying for the return on your rate base.  Would you agree with that?

MR. CHHELAVDA:  I actually disagree with that.  A dollar today is not the same as one dollar recovered over five years at 20 cents per year, right.  There is a time value of money component.

So if you do the analysis, in the fullness of time, I think the same amounts are recovered.

By treating these costs as OM&A, what is happening is you are making current ratepayers pay for something that is incurred to build a capital asset that has a longer term benefit to customers.  So it is interesting, I will say some inequity between ratepayers.

So continued capitalization actually matches the cost to the benefits derived by ratepayers.

MS. DJURDJEVIC:  Thank you for that explanation.  That was helpful.

MS. ANDERSON:  Excuse me, just before we leave table 3, that appears to only go to 2020.  And given you are asking for it to be capitalized, do we have the numbers for 2021 and 2022?

[Witness panel confers]

MR. CHHELAVDA:  I am -- there may be something in our pre-filed evidence or one of the interrogatories where we provide it out to 2024.  If not, we can provide it.

MS. ANDERSON:  Okay.  Thank you.  Let me get an undertaking for that, please.

MS. DJURDJEVIC:  Oh, sorry, not that I am rushing to finish, but that will be J6.2.
UNDERTAKING NO. J6.2:  TO EXTEND THE NUMBERS IN TABLE 3 TO INCLUDE 2021 AND 2022, OR TO PROVIDE THE EVIDENCE REFERENCES WHERE THAT INFORMATION IS PROVIDED


MS. DJURDJEVIC:  Now, I am finished with panel 2 with the exception of one question which is just sort of an update type thing, but Staff needs to at the break look at that, and it's really like a 15-second exercise.

But I can now either turn the floor over to the next party that is cross-examining or if the panel is -- if you want to proceed or break.

DR. ELSAYED:  Sorry, you have more cross-examination?

MS. DJURDJEVIC:  Just one question, but it is just something that requires checking a number, which Staff can do over the break and we can come back after.

DR. ELSAYED:  We will now -- if Ms. Girvan is ready to go next, we will go to that and then come back to your question after the break.

MS. DJURDJEVIC:  Thank you very much.
Cross-Examination by Ms. Girvan:

MS. GIRVAN:  Good morning, panel.  Julie Girvan for the Consumers Council of Canada.

So I am going to primarily focus on productivity, and I hate to say it:  I am still somewhat confused, so -- but first I just have one sort of a general question.

If you could turn to CCC number 16, please.  It's tab 11, schedule 16.  So this is a copy of your consolidated business plan.  If you turn to page -- page 3 of that.  I was just trying to understand sort of your focus on transmission and distribution.

If you look at the end of that paragraph it says:

"The transmission plan focuses on investments that improve reliability and quality, whereas the Distribution Plan is designed to leverage productivity and keep rate impacts low while seeking some improvements in reliability and customer service."

So I am just wondering in the context of that comment, do you have a different focus on productivity with respect to transmission versus distribution?

MR. JODOIN:  We do not.  We try and emphasize and achieve lower costs for better outcomes in everything that we do.  Recognizing the statement I believe Mr. Jesus talked about during panel 1 the results of the customer engagement activities and how transmission customers prioritized or ranked their outcomes, and that would differ from distribution.

I think it is probably best to take this to panel 3, with respect to the results of what our customers said.  But what I can tell you is our productivity framework, guidance, how we track is the same across all of Hydro One.

MS. GIRVAN:  Okay, thank you.

Now, if you could just turn to CCC number 7, please, and attachment 1.  This is a document entitled "2019 to '24 investment planning kick-off session", and it is a document that I took Mr. Jesus to.  And I just want to ask you about this.

If you could turn to page 21, please.  Okay.  So here it says -- this is -- this section and this slide is dealing with your productivity.  And it says:

"Productivity targets are relative to 2015 base line.  Buildup of plan must consider base line unit rates and show incremental benefit over historical years.  Productivity unit rates and assumptions must be clearly documented and auditable."

So I just want to confirm that with respect to the development of your productivity that you have illustrated for the term plan, that you are assessing that relative to 2015.  Is that correct?

MR. JODOIN:  Not in all cases.  So these materials would have been provided during the kick-off session for the business plan, and largely a lot of the initiatives that existed at the time -- not all -- would have been derived as part of our renewed focus on productivity that happened in 2015 and 2016.

A lot of those initial initiatives that we came up with at that time leveraged a 2015 benchmark base line because that was the most available data set that we had at the time.

For any new initiatives that came forward throughout this planning cycle that were not contemplated as part of the initial productivity framework back in 2015 and throughout 2016, would leverage the most existing data set depending on the initiative that it is.

So if we had a base line to benchmark ourselves that had more full-year data we would leverage the most recent available.

So not in all cases.  I guess maybe the way to decipher it would be, initial initiatives would leverage the initial base line.  New initiatives, we're going to use the best data available.

So anything we come up with today, we're going to use the best data that we have today.  We're not going to go back to 2015 to benchmark ourselves.

MS. GIRVAN:  Okay.  But today.  So you are talking 2019?

MR. JODOIN:  Today loosely in how we derive this application.  So any new initiative that built up this application, we would use the most available data set to benchmark ourselves and to track against.

MS. GIRVAN:  Okay.  If you could turn to SEC number 25, please.  So this was an interrogatory that discusses productivity.  And it takes us to a calculation, an example.

So the example is overtime reductions, and it says, okay, to determine -- this is my assessment of it -- to determine the number for 2020 in terms of productivity, you go back to 2015 and compare the number of hours of overtime in '15 versus '20, and that is how you developed your savings.  Is that correct?

MR. JODOIN:  Sure.  And this is one of the, albeit one of the smaller initiatives, but one of the original initiatives that came through that plan, and that in fact is the calculation; that's right.

MS. GIRVAN:  Okay, thanks.  So again, if you can turn to -- we have been talking about this quite a bit -- Undertaking J2.28, please.  And this is the updated savings.  So when I look at almost all of the categories on this table, I see numbers in 2019 and some back to '18 and some back to '17.  Then I see those numbers progressing across the term plan and going into 2024.

And I guess my question to you is really, a lot of these initiatives that you are counting as productivity during the term plan, you have already made these changes.  Isn't that correct?  Because if I compare 2019, for example, in, just to say the overtime reductions we were talking about, it is $500,000 a year, but you have already made those changes.

MR. JODOIN:  We're going to take two parts to this question.  I will start off.

Just in general, it is important to note that, you know, for items that date back to 2016, under a case where we're doing things better, it's important to remember that a lot of these items -- even though we have validated actuals back to 2016, they didn't feed our 2017 and 2018 rates, so the jump-off point of what customers are paying today.

So there are things that we're doing better relative to our prior application that are bringing costs down for customers.  That is step one.

But beyond that, I know we are doing things over and above on some of these initiatives that have been there, and Mr. Berardi can talk a little bit more about that.

MR. BERARDI:  Thank you.  With respect to -- I am going to go back to procurement, because I think your point is really around are these all legacy savings.

And on procurement, I use the example on insulators where we signed brand new contracts with suppliers and we're seeing 15 percent price changes over last contract.

We're in the market right now with power transformers.  We've made some estimates on the savings on power transformers. We believe with power transformers -- because we're bundling, we're standardizing our power transformers and we are forecasting those savings contract over contract.

So last contract over new contract, those are real new initiatives, real savings, and that accrues again to our customers.

MS. GIRVAN:  Okay.  So if you look at the chart again, I see under procurement, I see your example.

So for example in 2018, it says, 27.9. In 2019, it says 25.1.  In 2020, it says 30.3. So I see in that case that you are having an incremental benefit in 2020 of about $5 million.

But in a lot of the other categories, the 2019 numbers relative to 2020, 2021 and 2022, they're all the same.

So I guess my question to you is, if we look at '20, 2021 and 2022, are these really incremental productivity improvements?  Or are you just counting in those years the improvements that you already have made?

MR. JODOIN:  No.  They're incremental.  I talked about it a little bit earlier.  If we scroll to the bottom of the page, you know, these items are absolutely gaining momentum and you can see it from the totals.  If we scroll down a little bit further, we have demonstrated actual results in 2016 of seven million to 29 million; in 2017 to 61 million, in 2018 to 81, 98, 126, the growth keeps going.

Not only that, but we have again baked in the progressive framework where we're creating an environment to challenge ourselves to not just leverage the initiatives that we have today.  We're challenging ourselves to find more.  We're compensating ourselves on that as its inclusion in our incentive plans.

We're pushing ourselves to do more.  So I disagree.

MS. GIRVAN:  So I would say I understand your comment about the progressive productivity.  But with respect to the rest of it, it just seems to me that it's not incremental, that these are changes you have already made.

MR. JODOIN:  Again, I can use another example.

If we scroll to the corporate initiative that we discussed which is -- it is on the screen there.  You know, as we know, you see a big jump in 2019 of 20 million.  That benchmark data is not a 2015 benchmark.  It is a 2019 baseline that we're basing ourselves off of.

MS. GIRVAN:  Okay -- can I just take you then to 2020?

MR. JODOIN:  Sure, go ahead.

MS. GIRVAN:  Why does the number go down in 2020 with respect to the corporate initiative?

MR. JODOIN:  Sure, that's a good question.  With respect to the corporate initiative, we are not inflating our baseline by inflation, despite cost pressures that exist in reality.

So we're benchmarking ourselves -- to the right, you will see baseline is 303.9 million.  You can see that baseline analysis in the interrogatory that you brought us to earlier -- we don't have to pull it up -- in the consolidated business plan.  It represents total corporate costs.  Our trajectory was absolutely going to 300 million.  In 2019, embedded in our distribution application, the total was approximately 303.9 million.

We have challenged ourselves to do better, to eliminate vacancies, to limit consulting and contractor costs.

As we all know, our transmission, 2019 was based on an inflationary application.  So in 2020, that initiative is coming through as absolutely incremental relative to what transmission customers were paying previously, and relative to the costs that our business was incurring.

MS. GIRVAN:  But it is not incremental to 2019.

MR. JODOIN:  This specific program, I agree it was an exercise done to the business planning process to eliminate vacancies, limit consulting and contractor costs.  It resulted in approximately 40 million of consolidated reductions.

That $40 million was what you can call a one-time event.  There's no more vacancies to pull out.  In fact, we stretched ourselves beyond that by reducing our budgets by 7 percent.  I mentioned that yesterday.

And the consulting and contractors have been limited to what supports critical functions defined as this rate application.

So I do take your point that this specific initiative is not growing throughout the plan horizon, but that is just simple in that the exercise is one time in nature.

We pulled everything out.  There is nothing else left to pull out.

MS. GIRVAN:  So in 2019, you have $20 million in savings related to the corporate initiative.

MR. JODOIN:  Correct.

MS. GIRVAN:  So is that -- that results from vacancies and contractors and consulting spending reductions, that's correct?

MR. JODOIN:  That's correct.  That's the tier one hard savings associated with completing that, and you see it decrease slightly into 2020 because there are -- we're benchmarking ourselves against the 303.9 2019 amount in every year, whereas in reality, we have union agreements where costs are escalated.

Our assumption on MCP escalations is 2 percent annually per year. So as our costs rise, and the benchmark baseline in 2019 stays the same, the program will naturally deplete.

MS. GIRVAN:  So can you explain to me, what is the 303.9 million?

MR. JODOIN:  Sure.  Could we -- we will pull up one of the undertaking -- or sorry, one of the interrogatories you brought me to earlier, and that is CCC 16.

If we were to go to page -- apologies, I am just flipping it up here -- page 4 of the attachment, the baseline benchmark that we have identified as part of that interrogatory was noted as 303.9.  I have mentioned that a couple of times.

You can see that in both the forecast for 2018, the trajectory was approaching $300 million and is submitted in the prior business plan.  Groups were requesting filling vacancies and consultants to the tune of $304 million, which you could find in the 2019 column in the variance analysis there, the 304.  It is rounded up. That represents the baseline.

From a consolidated perspective, what we have submitted in 2020 --


MS. GIRVAN:  Sorry, can I just stop you there.  The 304, is that transmission and distribution?

MR. JODOIN:  That's correct.  That's correct.  And we have the equivalent in the transmission business plan, which I will take you there.

If you just bear with me for one second so I can -- I just want to continue the example to show how we achieved the $20 million in the productivity table.

So if we compare that $303.9 million benchmark, or as noted $304 million here, and we compare it to the 2020 consolidated amount of 263 million, that is approximately a $41 million difference.

If I could now -- so if we could just keep in mind $41 million from a consolidated perspective of cost reductions.

If I could draw your attention to undertaking JT 2.26.  This undertaking at the technical conference was a request for Hydro One to identify the amount of shared productivity initiatives across transmission and distribution, how much would be allocated to our transmission business.

At the bottom of this table that is on the screen, you will note corporate initiatives where we have identified how these -- and again, this is the Black & Veatch study -- how these translate into each of our segments.

Transmission is noted at 46 percent.  If you were to take the 41 million, multiply it through by the 46 percent, you will equal the number that is in JT2.28 for the 2020 year of approximately 19 million.  I realize we're all not doing math on the spot, but if you work that through from what our Board-approved, which was CCC 16, our Board-approved business plan, to how we allocate our costs, the Black & Veatch study, a third-party study, to what we're quantifying and identifying in the productivity table, the $19.1 million for the corporate cost initiative, that is the complete flow of that specific initiative and how we have quantified it in this application.

MS. GIRVAN:  Okay.  But it is not an incremental 19 million over and above the 20 million?

MR. JODOIN:  In 2020, '21, and '22 the capital component of these costs are reduced annually, every year.  Those reductions go down.

Our OM&A is derived through, in 2020, a test-year approach.  And in 2021 and '22 OM&A is escalated by an inflation factor, as you will hear from panel 4.  Therefore, the savings continue into 2021 and 2022.

MS. GIRVAN:  Okay.  But they're not incremental to 2019?

MR. JODOIN:  Customers are paying less every year.

DR. ELSAYED:  Could I interject for a second?

MR. JODOIN:  Sure.

DR. ELSAYED:  Because I asked a very similar question yesterday and I am a bit confused as well now, because if I go back to procurement -- let me ask you a very simple question.  If you have negotiated a reduction in unit cost in 2019 for an item, and you save the million dollars, and you bought ten of those in 2020, do you claim that saving in 2020?

MR. BERARDI:  Yes, we do.

DR. ELSAYED:  And in '21 and in '22.

MR. BERARDI:  It really depends when we buy those --


DR. ELSAYED:  Every time you buy that item you claim that?

MR. BERARDI:  That's correct.

DR. ELSAYED:  So that is not incremental.

MR. BERARDI:  It is incremental.

DR. ELSAYED:  Sorry, it is not incremental.

MR. BERARDI:  I believe it is incremental.

DR. ELSAYED:  In what sense?

MR. BERARDI:  If we didn't have new contracts in place, if we didn't renegotiate those new contracts, our costs would be in those specific years, in 2020, '21, and '22, would be that much higher.

DR. ELSAYED:  Yes.  But the fact that you negotiated one item, one would think that you would claim that saving in the year you did it.  But not in every year after.

I am just trying to understand the confusion about the word "incremental".

MR. JODOIN:  I think I can help a little bit as
well --


DR. ELSAYED:  Sure.

MR. JODOIN:  -- and I agree with Mr. Berardi.  So if we use that example, in 2020, if we do something that reduces our cost by 1 million of capital in the case that we have provided, our rate base -- ignoring capital in-service -- our rate base would be lower by 1 million.

That carries into the following year as lower rate base by 1 million.  So now we are starting off, again, 2021, with a rate base that is 1 million lower than it otherwise would have been if we didn't have that initiative.

And then if that happens again, our rate base is now lower by 2 million.  So from what customers are paying in revenue requirement, it is incremental in that they're continually paying less.

DR. ELSAYED:  It is in that sense.  I guess my question is, you are quantifying your productivity savings.  So every time you buy that widget you're saying, I am saving a million dollars incrementally, even though you have done that five years before.

[Witness panel confers]

MR. BERARDI:  That's correct.  Another way of looking at it is, if I look at 2020, '21, and '22, if we bought all of those widgets in one year, we would claim that incremental savings.

The difference is here, is we're not buying those widgets or in this case power transformers, circuit breakers, and insulators in the one year.  So this is the realized savings when we buy those materials.

DR. ELSAYED:  Okay.  Go back to you.

MS. GIRVAN:  Okay, thank you for that.

I just have one other question, and it relates to CCC -- sorry, this is an undertaking, and it is J2.24.  And I had asked you -- you had talked about this Monthly Operations Productivity Report.

And I had asked you if you could have an example -- if we could have an example of that.  And the answer was that you have reviewed it and the information is consistent with the information on the record.

I guess I maybe didn't ask the correct question.  Could we get an example of one of those monthly productivity reports?

[Witness panel confers]

MR. JODOIN:  Yes, we can do that.  I agree that I think our interpretation was whether the information on the record sufficed or whether there was anything more to provide --


MS. GIRVAN:  Yeah, I think it would be interesting to see in terms of your internal reporting.

MR. JODOIN:  Sure, we can do that.

MS. GIRVAN:  Okay, great.

MS. DJURDJEVIC:  That will be Undertaking J6.3.
UNDERTAKING NO. J6.3:  TO PROVIDE AN EXAMPLE OF A MONTHLY PRODUCTIVITY REPORT.

MS. GIRVAN:  Okay.  Let me just look at my notes and see if that's -- okay.  Those are my questions.  Thank you.

DR. ELSAYED:  All right.  Thank you.  Now is a good to have our morning break.  We will resume at 11:25.
--- Recess taken at 11:05 a.m.
--- On resuming at 11:25 a.m.

DR. ELSAYED:  Please be seated. I understand that, Mr. Rubenstein, you are going next?  Just confirm, Mr. Brett, do you have any questions?

MR. BRETT:  No, I do not.

DR. ELSAYED:  Okay.  So, Mr. Rubenstein.

MR. STERNBERG:  If I may, there are quick points if we could address before Mr. Rubenstein starts.

One is, we're able to -- I might as well put it on the record now -- fulfil one of the undertakings before the break.

The one from Ms. Anderson, I think it was undertaking J6.2, I understand that that information that was being asked for is contained in OEB 2.2.1.  If that is useful and if you have further questions at this point, we can pull it up.  But I wanted to get you that information now.

MS. ANDERSON:  I would like to see it, if we could pull that up.

MR. STERNBERG:  The other I will just mention as we pull that up, as the panel started to look over the break at answering one of the big undertakings about the big compensation table, there's a point that Ms. Lila thought it would be useful orally to address in respect of part of that undertaking.

DR. ELSAYED:  Why don't we deal with that first, I guess, if you have any questions on this.  Can somebody just introduce what we have on the screen here.

MR. STERNBERG:  Perhaps I will ask Mr. Chhelavda.

MR. CHHELAVDA:  We have our response to OEB Staff interrogatory 2.2.1, which is asking for the breakdown of OPEB for 2019, 2020, 2021 and 2022.  And in part G, which is up on the screen now, it shows how much is OM&A, how much of the service cost is capitalized, and how much goes into the deferral account.  That is the non-service component.

It is 19 million in 2019, 21 million in 2020,
23 million in 2021, and another 22 million in 2022.

MS. ANDERSON:  Is that just for transmission?

MR. CHHELAVDA:  It is just for transmission, yes.

MS. ANDERSON:  Do we have the numbers for distribution?

MR. CHHELAVDA:  Yes, we do.

DR. DODDS:  Microphone.

MS. ANDERSON:  Is the microphone on?  Is this microphone on?  Is that better?

So, yes, my question was:  Do we have the numbers for distribution as well, and where are they, if we have them?

MR. CHHELAVDA:  So they wouldn't be in our pre-filed evidence, but we do have that information for distribution as well.

MS. ANDERSON:  Sorry.  This was one of my questions that was going to be later, but it was just because I think the distribution decision said that we would be looking at both distribution and the transmission OPEBs amounts in this proceeding, I believe.

MR. CHHELAVDA:  That's correct.  So we can provide that.  We can provide that table, a similar table like this, it will have transmission and distribution, if that is helpful.

MS. ANDERSON:  I think it is, thank you.

MS. DJURDJEVIC:  That will be undertaking J6.4.
UNDERTAKING NO. J6.4:  TO PROVIDE OPEB FIGURES FOR DISTRIBUTION WITH TRANSMISSION


DR. ELSAYED:  Okay.  Ms. Lila, you were going to provide some clarification?

MS. LILA:  As we started to review the compensation tables and additional analysis completed by OEB Staff called K6.1, we just reflected over the break and looked at the comparison.

So this comparison that's been done is strictly on compensation changes, without consideration for work program changes or FTE changes in the period, which would drive these compensation changes largely.

And so, you know, for example, the work program over the period of 2018 to 2020 has grown by 13 percent.

And in the same period, the FTEs for just one group, for example in management, has grown by 15 percent.  So this comparison of, you know, 18 percent growth over that period largely is explained by those two contributing factors.

And so we can provide in our response that kind of analysis to support and explain these pieces.  But think it is important to understand you can't look at compensation changes in isolation from considering the FTE changes and also escalations in -- sorry escalations in compensation, and also growing work program over the period.

So we just need to consider that when having this type of analysis.  Otherwise, you are not comparing apples and Apples.  You're not really comparing growth in cost per FTE, for example.

DR. ELSAYED:  Okay, thank you.

MR. STERNBERG:  The undertaking obviously remains because it asked Hydro One to check all of the math and provide further detailed explanations, and we will still do that.  But we thought it was helpful to provide that high-level initial response today.

DR. ELSAYED:  Okay, thank you.  Mr. Rubenstein?
Cross-Examination by Mr. Rubenstein:


MR. RUBENSTEIN:  Thank you very much, Panel.  I have two documents, one is a compendium and then one is a single piece of paper.  I wonder if we can get those marked.

MS. LILA:  Sorry, it is difficult to hear.

MR. RUBENSTEIN:  Sorry.

MS. LILA:  Thank you.

MS. DJURDJEVIC:  We will make your compendium Exhibit K6.2.
EXHIBIT NO. K6.2:  SEC CROSS-EXAMINATION COMPENDIUM FOR PANEL 2

DR. ELSAYED:  Thank you.

MS. DJURDJEVIC:  And I don't have the other document in front of me.  But if you can describe what it is, and we will call it K6.3.

MR. RUBENSTEIN:  It is a piece of paper that says transmission FT and table on the top of it.

MS. DJURDJEVIC:  Thank you.
EXHIBIT NO. K6.3:  DOCUMENT ENTITLED "TRANSMISSION FT AND TABLE"


MR. RUBENSTEIN:  Panel, as I am going last, I have a grab-bag of issues and some follow ups, and my notes are a bit of a mess.  So bear with me as I go through a bunch of issues.

I just want to start off at a high level.  I think you would agree with me that compensation issues, Hydro One's compensation issues have been an the interest of the Board in a number of previous transmission and distribution decisions going over time, correct?

MS. LILA:  Correct, I would agree.

MR. RUBENSTEIN:  And you would agree that one of the ways that the Board is able to track your progress with respect to your compensation levels is that you have periodically, in your applications hired, Mr. Morris to do the Mercer study, so we can compare over time how you are progressing.

MS. LILA:  That is correct.  We have also provided other evidence of other studies that we completed for other purposes as referenced as well.

MR. RUBENSTEIN:  Fair enough.  And what we see is, if we go to page 15 of the compendium, using the Mercer analysis which allows comparability over time, what we see in 2008 you were 17 percent above what is the market median and then you dropped down to, in 2011, the 2011 study, 13 percent.  Then 2013, 10 percent.  So you are getting closer.

And then it increased to 14 percent in 2016. And then we have 2017, you drop back down to 12 percent, correct?

MR. MORRIS:  That is correct.  I will leave it there.  In 2016, there were some compensation elements added on Hydro One's side that did contribute to that, but I will leave it at that.

MR. RUBENSTEIN:  But ultimately --


MR. MORRIS:  These are the findings.

MR. RUBENSTEIN:  And you haven't do -- you didn't do a 2018 study or 2019 study for this application, correct?

MR. MORRIS:  No, that's correct.

MR. RUBENSTEIN:  All right.  Just so I understand it, as a follow up, there was some discussion in the -- I believe it was Board Staff's cross-examination where they asked, well, does technical and trades equal Power Workers' Union.

And, Ms. Lila, you said no, it also includes, I think, some other groupings.

I just wanted to clarify that because on page 13 of the compendium, the report, as I read it, it says -- you'll see this under the table, table 3, it says:
"Trades and technical refers to Hydro One's jobs represented by the Power Workers' Union."


So can you just clarify?

MS. LILA:  Sure.  There are some roles, I mean generally speaking, most of these are Power Workers' Union roles. However, some of them are not.

For example, a carpenter for construction or labourer would not be part of the Power Workers' Union.  Those would be part of our casual work force.

MR. RUBENSTEIN:  Okay.  I just wanted to make sure which is correct, your statement or the statement in the report, and I guess your statement is what we should take from that.  That's a clarification.

MS. LILA:  Yes.  Generally speaking, most of these are represented by the Power Workers' Union, but there are a few that are from other, which is why the category's generally called trades and technical.

MR. RUBENSTEIN:  Thank you very much.  If we could go to page 41 of the compendium.  This is SEC 58.  If we then -- this is the table that everyone has been talking about, modified and talking about.

If we can just go down to page 43 of the compendium.  What we see under sort of three areas up from the bottom, we have total capital transmission comp, total OM&A transmission comp, and total transmission compensation.  Do you see those three lines?

MS. LILA:  Yes.

MR. RUBENSTEIN:  And if we go down to the test period, 2020 to 2022, would you take it subject to check that about 75 percent of the compensation costs, transmission compensation costs, are allocated to the capital portion of the business as compared to the OM&A?

MS. LILA:  Yes.  I mean, it's comparable, we would have to look at the number, but, yes.

MR. RUBENSTEIN:  It's a lot more than the OM&A portion.

MS. LILA:  Correct.

MR. RUBENSTEIN:  So while the compensation we talk about OM&A and it is contained in the OM&A part of your evidence, really it is actually a capital issue.

The biggest impact with respect to how you are going to collect your compensation amounts is in the capital portion of the -- capital portions of rates, correct?

MR. JODOIN:  I think that is fair, but that's best shown in our request for capital expenditures and the distribution of our work program.  So that split makes total sense.

MR. RUBENSTEIN:  I don't disagree with that.

And so I want to take you now to -- we talked a lot about SEC 55 and JT2.9.  Maybe we could go to page 32.  I recognize there's been an update, but for the purposes of this discussion, I don't think we need to look at the update.  I apologize, I didn't realize there was an update.  I didn't include it in my compendium.

But as I understand what part A is trying to show here is that as best as we can if we were trying to determine what would be Hydro One's total transmission -- sorry, total transmission compensation costs if they were at the P50 level, so at the market median, what is the difference between what you are requesting and what that level would be.  That at a high level is what this is attempting to do.  Correct?

MR. MORRIS:  The base numbers for these were numbers that we calculated.  These figures in the table have been adjusted by Hydro One, based on the split between transmission and distribution.

The intent was to, based on the Mercer study, to quantify the gap and project the gap to market going forward, and so that is what these figures represent.

MR. RUBENSTEIN:  So when we see the 2020 to '21, '22 numbers, that is that projection of what essentially Hydro One's compensation costs are allocated to the transmission business versus what that would be if you were at the P50 for positions, correct?

MR. MORRIS:  It's actually based on the projected gap based on the 2017 study, and it was -- that study, to be clear, focuses on full-time regular employees and that population, and it's that projected forward, taking into account salary increases or wage increases that are agreed to by Hydro One, changes in the employee population through the period, again by broad category, and then finally our view of how the market would move over the same period.

So what would we expect to see in terms of labour agreements in the marketplace, which we used basically a rate of CPI, and what would we expect to see for unrepresented, and that was a figure of CPI, plus 0.6 percent.

So those numbers were projected forward and the gap was calculated on a -- and turned into a dollar amount.

MR. RUBENSTEIN:  Well, you're explaining to me how you did it.  I am actually just looking at what it is trying to represent.  And I think we're agreeing, but can you -- the attempt as I understand -- I want to understand what this represents, not necessarily how you got there -- it is for 2020, 2021, 2022, you are trying to estimate as best that we can based on the 2017 information projecting it forward what would be the gap between the total compensation costs that Hydro One is seeking in this application, what they would have been if Hydro One was at the P50.

MR. MORRIS:  This represents the gap from 2017 projected forward based on the Mercer study, which again is a study that was focus on full-time regular employees.

MR. RUBENSTEIN:  Okay.

MS. LILA:  But if I may, it's not possible for Hydro One to be at the 50th percentile.  We are not able to be there, because that doesn't reflect the reality of our collective bargaining process.

We are 90 percent -- over 90 percent unionized.  We have collective agreements that are currently in place, and we've made significant movements to reduce a number of compensation elements, either maintaining them at market, at CPI, or actually below.  You know, I can tell you, for example, for the PWU or the Society in the last four years, our -- the CPI levels on average are 1.8 and our PWU is 1.4 and Society is .9.

That is significant savings, and I would add to that, you know, in respect of our unionized compensation, it's not easy to make these kind of changes.  We have made meaningful changes in respect to our pension, in respect of how we've attempted to move to 50-50 cost sharing per the direction of the Board, you know, we've tried to do a lot in terms of our compensation.

So it's not possible for us to be at the 50th percentile, and with respect to our management population, certainly -- believe me, I believe in 50th percentile, and we are making every effort to get there.  Our management compensation is at 50th percentile, and we are trying to continuously maintain that, but that in fact is actually making it challenging for us to recruit from our own internal pipeline of internal resources, because there is a differential in compensation because we're paying at management 50th percentile and we're at a different place in other compensation structures.

So I would just say that, you know, it's not possible --


MR. RUBENSTEIN:  I didn't ask you --


MS. LILA:  -- I understand your question, and we believe this is very important.

MR. STERNBERG:  I would just ask respectfully that the witness be allowed to finish.  My friend is putting a hypothetical scenario of numbers based on market median at 50, and the witness is trying to explain whether that actually is realistic for Hydro One's situation.  So I would ask that she be allowed to finish, please.

MR. RUBENSTEIN:  I didn't ask her to.  All I was asking is what the numbers in their interrogatory are trying to represent.  That is all I was asking.  I wasn't asking why are you there or not there.  That wasn't my question.  I am just trying to understand --


DR. ELSAYED:  Did you finish your comments?

MS. LILA:  There is a few additional points I would like to make.

DR. ELSAYED:  In relation to his question?

MS. LILA:  In relation to why 50th percentile is not an appropriate place to compare Hydro One.

DR. ELSAYED:  Is that what you asked?

MR. RUBENSTEIN:  That wasn't my question.  I was just asking what numbers were --


DR. ELSAYED:  Why don't you clarify your question.

MR. RUBENSTEIN:  Well, my question, I think it was answered, and then there was some further discussion.  I am just trying to understand what the '20 to '22, and I think this part was answered.

But if we flip over to the next page, I want to understand some other things that are on this table here.

And here, and I recognize there's been a further update, but I just want to ask about the categories and understanding what this is.

So you have -- the first line is -- in the table is Mercer median TX OM&A.  And as I understand it, that is the OM&A allocation of the table on the previous page for 2020.  Correct?

MR. JODOIN:  That's correct.

MR. RUBENSTEIN:  And then you are saying that there should be a number of reductions, and I just want to -- I think what your premise here is if the Board looks at it through that lens they should consider these other offsets to that?

MR. JODOIN:  What we've attempted to identify and consistent with what we filed in our distribution rate application are distinct compensation-related reductions to our revenue requirement that we've made since the estimates provided by Mercer were compiled.

MR. RUBENSTEIN:  But I just want to be clear.  What you are not claiming this represents, if we look at the total, where it says total net Mercer OM&A reductions, that is based on these categories of reductions, if you ran the Mercer study again today, with today's actual or 2019's actual data of compensation, you would only be, instead of 10.1 above the P 50 allocated to OM&A, it would be 0.5.  You are not claiming that, correct?

[Witness panel confers]

MR. MORRIS:  I am not sure I should be answering this.  I think that Hydro One may need to elaborate.  There are aspects of these categories that would not affect Hydro One's relative position to market.

For example, executive compensation reduction is one that's kind of clear to me, because if that's driven by executives who are in a category that is not covered by our study -- which is possibly the case -- that wouldn't necessarily be a direct reduction to their position relative to market.

There are pension reductions here that are, I assume, are something or better explained by...


MR. JODOIN:  Again, sort of what I alluded to, what we're trying to identify here are specific revenue requirement reductions we made to our application.

Granted, Hydro One wouldn't be able to speak to the relative peer group used in the study and what would change.  So absolutely no, we are not trying to reforecast what Mercer has done.  We're simply trying to identify compensation-related reductions we've made relative to the study point.

MR. RUBENSTEIN:  So if we look at some of these categories, the first being pension reduction OM&A -- and I guess this would be similar for the OPEB reduction, although these are always confusing -- as I understand what this represents is changes -- because you have done new valuations over time, every year, I believe, Hydro One does a valuation or close to that -- it changes the amount that you need to collect for pensions and OPEBs, correct?

MR. CHHELAVDA:  You're correct, it is because of updated valuations that have reduced the cost.

MR. RUBENSTEIN:  Am I correct that -- in any given year, what are the big drivers of the changes in the valuations?

MR. CHHELAVDA:  So there could be a few things.  But typically, the big drivers would be change in discount rates for both pension and OPEBs. For pensions, it would be return on plan assets.

Again for pensions, in 2018 there was a hang in the funding rules, which introduced a provision for adverse deviation.

Plan memberships; so if you have new entrants or less entrants to the plan.  Those would be the big items.

MR. RUBENSTEIN:  Am I --


MS. LILA:  If I could just add, also employee contribution levels.

MR. RUBENSTEIN:  Am I correct that the biggest change generally from year to year -- I accept there could be structural changes in any given once in a while -- but the changes year to year, a lot have to do with market conditions?

[Witness panel confers]

MR. CHHELAVDA:  I'm not necessarily sure I would agree that market conditions would be the primary or largest driver.  I mean, the items that we mentioned earlier, those would also have a bearing on the plan.

So, I mean, in extreme situations, if you had like, you know, a market crash, yes, that would have a serious impact on the plan.  But year over year, if your plan is managed well, the market conditions tend not to have as big of an impact.

MR. RUBENSTEIN:  So when we're talking about changing the discount rates, what are the biggest drivers of the changing in the discount rates?

MR. CHHELAVDA:  It would be the -- it's the long-term interest rates.

MR. RUBENSTEIN:  So that is -- just to be clear, in fairness, I don't mean stock market returns when I --


MR. CHHELAVDA:  Right.

MR. RUBENSTEIN:  But that is another external factor when we're talking about interest rates, correct?

MR. CHHELAVDA:  That is correct.

MR. RUBENSTEIN:  That really has nothing to do with Hydro One and the level of compensation it actually pays its employees or its required.  It is entirely an external event that occurs that changes the valuations year to year?

MR. CHHELAVDA:  It is an external event that changes the -- impacts the plan.  But, you know, the way the plan is designed, that's what Hydro One directly controls.

So yes, it is an external factor, but that will have an impact on the plan.

MR. RUBENSTEIN:  So then when we talk about the Mercer study and the change in what it is supposed to represent, all those external factors don't impact, for example, the compensation levels with respect to pensions or benefits.  Correct?

MR. MORRIS:  There are assumptions in our study that look at the value of pensions and the design of the pension plan and project it forward, and there are assumptions in that study.

I believe that these -- I think Mr. Jodoin pointed out that these are changes that are in actual costs of delivering the compensation that are, you know, material and have happened, you know.

So an actuary has said that, you know, the discount rate, the long-term discount rate has changed, and so that has an impact on the cost of delivering compensation.

It doesn't, in the short, run necessarily reflect in the methodology that Mercer used to compare to market, but this is still a cost reduction.

MR. RUBENSTEIN:  Oh, no, no, I don't disagree with that.  And I understand it is a cost Hydro One pays.

But just to be clear, it doesn't impact -- wouldn't impact necessarily your compensation results.

MR. MORRIS:  The Mercer --


MR. RUBENSTEIN:  Your study, yes.

MR. MORRIS:  No, our study doesn't necessarily reflect in the underlying assumptions the exact same assumptions that are used by the actuaries for Hydro One to calculate OPEB or pension costs.

MR. RUBENSTEIN:  And am I correct with respect to pensions and pensions specifically at OM&A, you actually also have a variance account, correct?

MR. CHHELAVDA:  That is correct.

MR. RUBENSTEIN:  So actually while you may forecast based on -- you have an updated valuation and you have now updated what the forecast for 2020, 2021 and 2022, based on that valuation is, ultimately you are protected in either direction if, based on primarily external factors occur that require, based on your next valuation, you actually need to pay more or less in those years, correct?

MR. CHHELAVDA:  Yes, we do have a variance account that will track the difference between the forecast amounts in our application versus what we actually have to pay.

MR. RUBENSTEIN:  With respect to OPEBs, to be frank, I am a bit confused as to what has gone on with Hydro One in the OPEBs.  Do you have a similar account for OPEBs?  Are you requesting a similar account

MR. CHHELAVDA:  So for OPEBs, we have a cost differential account that we have applied for, as a result of the fact that the new accounting guidelines came out that says certain costs can't be capitalized.  So there is the account -- there's the deferral account there.

And of course there is the asymmetrical carrying charge account, and that's it.

MR. RUBENSTEIN:  But is there a similar account that would track the difference of updated OPEB calculations or valuations?

MR. CHHELAVDA:  There is not.

MR. RUBENSTEIN:  Then the next category is executive compensation reduction.  And as I understand it, that's essentially the implementation of Bill 2, correct?

[Witness panel confers]

MR. JODOIN:  Confirmed, that's right.

MR. RUBENSTEIN:  What you're saying here is since the 2017 study that Mercer did, Bill 2 has come into effect and the allocation of that to transmission OM&A would have been a reduction of 1.5 million in 2020.

MR. JODOIN:  That's right.  The associated compensation that we otherwise would have requested has been removed, that's right.

MR. RUBENSTEIN:  But just to be clear, the only executive compensation that would make its way into the table on the previous page would be executive compensation that would have been above an estimated P50.  Correct?

MR. MORRIS:  That's correct.

MR. RUBENSTEIN:  Okay.  But here you're actually taking not just the P50, but the entire amount -- sorry, the amount above the P50.  This 1.5 represents pulling out the entire amount, correct?

MR. JODOIN:  The entire amount that would have been allocated to transmission OM&A, that's correct.

MR. RUBENSTEIN:  And as I understand, based on the Mercer study, for the category of costs that would have been executives -- that's the unrepresented category -- I believe it is one percent above the P50 is what your 2017 calculation was, correct?

MR. MORRIS:  That is correct.

MR. RUBENSTEIN:  So the amount of that 1.5 million, that would be part of that 10.1 million, would have been very small.  Correct?

MR. MORRIS:  Correct.

MR. JODOIN:  I would add -- sorry to interrupt, though -- that despite that calculation being small, irregardless these are monies we are not requesting from customers in Ontario, and we are reducing our compensation associated with that.

The revenue envelope we're getting is less by these amounts.

MR. RUBENSTEIN:  Because the law says you can't.  Correct?

MR. JODOIN:  My colleague might want to add.  In this particular instance, the answer is yes.  But with respect to pensions and OPEB and the other adjustments we're making, we're seeking less revenue for compensated -- compensation-related adjustments.

MS. LILA:  Just to clarify, the reference in Bill 2 spoke to Hydro One Limited, and there were only three executives in that company.  However, we removed all executives, which is a broader population, all of the executive leadership team, which encompasses, you know, seven or eight individuals.  So we have removed all of their compensation out of it.  So Hydro One did go beyond the law requirement, as submitted in our previous application.

MR. RUBENSTEIN:  Then the next line is the directive.  I assume that is with respect to, I believe, there was some compensation rules that the government put in place for Hydro One which they have the authority to do based also on Bill 2?  Do I understand that?

MS. LILA:  Yes.  There's also a cap on certain levels of compensation increases as well.  So we removed any kind of delta in that regard as well.

MR. RUBENSTEIN:  All right.  And my understanding is it is not that you can't recover those from ratepayers.  You can't actually pay people that amount, correct?

MS. LILA:  Correct.  However, historically we would have potentially made those payments.  So we removed any kind of excess that was in our evidence.

MS. ANDERSON:  Mr. Rubenstein, while you're looking at your notes, just, I am going back in memory.  You indicated that this table was updated.  Didn't we see an updated table?  I was trying to find where --


MS. LILA:  There is an update, absolutely.

MS. ANDERSON:  I didn't see it in J1.1, so where was that updated?

MS. LILA:  As part of, I think it's JT2.31, I believe it was updated as part of that.

MS. ANDERSON:  JT?

MS. LILA:  2.31, when we filed --


MS. ANDERSON:  2.31.  Okay.

MS. LILA:  -- from the undertaking.  We refiled this table as well -- or this undertaking as well.

MR. RUBENSTEIN:  I would like -- there was a large discussion about FTEs yesterday and today, and I definitely don't want to rehash all of that with the large tables, but I just want to understand a few things.

And so if we can go to the compendium.  Go to page 50.  This is the total full-time equivalent numbers in your application.  And my understanding, this spans both the distribution and transmission side of the business.  Correct?

MS. LILA:  Sorry, which page are you on in your compendium?

MR. RUBENSTEIN:  Page 50.  It is up on the screen.

MS. LILA:  Yes.

MR. RUBENSTEIN:  Sorry.  I didn't catch that.  Do you agree --


MS. LILA:  Yes, I did agree, yes.

MR. RUBENSTEIN:  Yes, okay.  So there was some discussion about why there are significant increases, and one of the things that you point out, and you see it underneath, was the bringing in of the call centre employees, which you previously outsourced.  You have now in-sourced those.  Correct?

MS. LILA:  That's correct.

MR. RUBENSTEIN:  And I think in the bullet point you recognize that that is a Distribution expense and it's not allocated to TX.  So that really has no bearing on the -- how -- the TX side of the business, correct?

MS. LILA:  That's correct.

MR. RUBENSTEIN:  So on the next page we asked you to essentially remove out those employees, so we can get a better sense of the apples to oranges.  And we still see a -- significant increases in -- between 2018 and 2019 in total FTEs, correct?

MS. LILA:  Just one moment.  So just to clarify, when we did the removal, we did just a very simple removal of the amounts from 2018, but in fact it should have been annualized to some degree.

So we took out the 400 from 2018.  It should have been actually annualized, which would have made the number smaller, because we did have the call centre in for a period of time for 2018.

So when you remove it, it should have been a
smaller -- there should have been a smaller delta in the year over year.

MR. RUBENSTEIN:  So the grand total of 8,037 would be higher?  Or lower, sorry.  I don't want to spend a lot of time.  It is not that material, actually, the specific number, so...

[Witness panel confers]

MS. LILA:  Yes.  It may have been slightly different because there was some analyzation as opposed to removing it from part of the year.

MR. RUBENSTEIN:  Regardless of that number, whether it is higher, I mean, there is still a significant increase between 2018 through, you know, if we compare it to the 2020 test period.  Correct?

MS. LILA:  That's correct.

MR. RUBENSTEIN:  You had a lot of discussion with Ms. Djurdjevic about why that is the case.

MS. LILA:  That's correct.  And in my explanation to Ms. Djurdjevic I did not explain that the -- that a large portion of that is not attributable to the call centre in our discussion.  It is attributable to changes in, you know, distribution work program requirements, as well as transmission work program requirements and others that we have already described.

MR. RUBENSTEIN:  And so what I looked at is when we go to page 52, this is the same table as you provided on that is in your evidence on page 50, but this is from the distribution -- your last distribution rate application, correct?

MS. LILA:  Yes, I see that.

MR. RUBENSTEIN:  And this is again on a networks -- sorry, on a Hydro One Networks full basis, so transmission and distribution?

MS. LILA:  That is correct.  And we did provide some explanations for some of the differences for that.

MR. RUBENSTEIN:  Well, just one second.  Before we -- I will ask you about what's going on.  But just, I was not clear based on the timing of the call centre in-sourcing if this accounted for that or it didn't account for that.  Do you know?

MS. LILA:  The 2017 application for distribution did not account for that.

MR. RUBENSTEIN:  Okay.  So -- and when I compare then 52 versus page 51, I see increases in the amount of FTEs on the company-wide basis for the -- your projections for '20 to '22 versus '20 to '22 in the last case.  Correct?

MS. LILA:  When you are looking at page 52 and 51 or page 52 and 53?

MR. RUBENSTEIN:  Well, I take it that 51 is the more comparator -- sorry.  51 is the better comparator because that also does not include the in-sourcing of the --


MS. LILA:  I think it is important to remember that these are based on very different business plans, so one would be based on the business plan that underpinned this application and the other is on a different business plan.

So they would have different assumptions, different work-program requirements, and so therefore different labour requirements as well.

MR. RUBENSTEIN:  So if we can go to K6.3.  So what we've done in this table is we're comparing the transmission allocated FTEs.  So it is from SEC 58 on the bottom part, we have the 2017 to 2022 based on the various categories that we have talked about.

And then we have essentially -- in the top grouping we have from the last application the evidence where you -- you have the same table essentially, or maybe not.  I don't know.  Just so you know, just for reference is in the compendium beginning at page 45.

I want to talk about this table with you.  And what it shows to me is based on your 2017 to 2022 forecast in the distribution, the amount of FTEs you had forecasted to be allocated to transmission versus what the 2017 and 2018 actuals were and then the forecast 2019 to 2022 allocated FTEs in this case, what we see is that compared to the amounts that you forecasted in the DX proceeding, in 2017 you actually had 247 less and in 2018 you had 176 less.

And then going forward -- so we see that the amounts are actually higher than what you had forecasted.

Can you help me understand what the big drivers of that are?

MS. LILA:  So just high level, the big drivers would be changes in our work program.  There's also what's not reflected that we also did mention in our evidence is that we had a transfer from our Hydro One telecom business into our Hydro One Networks business of a number of employees that would happen between these two applications that might be a portion of that.

Another portion is improving our health and safety, and increasing FTEs in that team to further improve our health and safety for our employees, as well as -- especially following the significant helicopter incident -- improving our health and safety in respect of that.

My colleague can speak to that as well, as well as our strategic sourcing program, which I think, you know, it would be helpful if we had my colleague speak to some of those changes and why those would be necessary.

MR. BERARDI:  So for strategic sourcing, previously that was outsourced with Inergi.  Strategic sourcing, we have that within Hydro One as it helps us drive value with our customers, as we talked about in productivity and procurement.

The other piece is we've had some incremental hires in helicopter operations.  We've had a third party review our helicopter operations, and there were some suggestions on having some new roles within that organization

So for instance, safety aviation-specific officers and things like that.

MR. RUBENSTEIN:  Just in terms of order of magnitude differences, you have provided a number of different rationales.

Is it the transmission work program that is the bigger driver?  Or is it these other factors about the health and safety and the procurement?  What are the relative -- if you could give me an order of magnitude, what's driving this more?

[Witness panel confers]

MS. LILA:  It would be a mixture of these different elements that we have described.

MR. RUBENSTEIN:  Well, maybe I better put it -- are you able to tell me if it's -- are you able to give me a sense of what is the bigger drivers?  And if not, something to do by undertaking?  I am trying to understand what are the relative changes here.

MS. LILA:  There's some elements that are related to work program, but also other changes in different teams as well.

MR. STERNBERG:  If it is of assistance, we can undertake to provide more of a sense of the order of magnitude, if I am understanding what my friend is asking.  It sounds like we're unable to answer that on the spot, though.

DR. ELSAYED:  Okay.

MS. DJURDJEVIC:  That will be undertaking J6.5.
UNDERTAKING NO. J6.5:  RE EXHIBIT K6.3, TRANSMISSION ALLOCATED FTES, PAGE TO EXPLAIN THE DRIVERS BEHIND THE CHANGES


DR. ELSAYED:  Thank you.

MR. RUBENSTEIN:  I would like to move on to productivity, and there was a lot of discussion this morning.  But I actually want to go back to a discussion I had with panel 1 that was punted to you.

I had posited to the first panel I wanted to understand with respect to the progressive productivity savings, if ultimately you're not able to meet those savings -- and I took it from the first panel you are going to try as hard as you can -- but in the scenario where you are not able to meet those progressive productivity savings, are you either going to reduce the capital amount of work to stay within the budget envelope that ends up getting approved?  Or are you going to overspend to still do the amount of work?

I posited that part, and what I took from panel 1 -- and you can correct me -- was you will still do the work.  That is the priority in those two scenarios.  Did I get that right?

MR. JODOIN:  Absolutely.  We are committed to delivering the work program embedded in this application.

And for clarity, earlier today I brought you to a capital expenditure table where we talked about the investments required to meet our asset needs.  I talked about the four categories, system access, general plant, system renewal.  Those all added up, and then we further reduced our ask by the progressive commitment.

MR. RUBENSTEIN:  And so if you ultimately - it may be best if we just pull up the table, so we are all looking at the same thing and we can use real numbers here.

If we could go to page 58 of the compendium, this is the updated capex table you provided in J1.1.

So for 2020, you overlaid over the capital budget the $17 million in progressive productivity savings, correct?  That's what it shows?

MR. JODOIN:  That's correct.  And just to be clear, we did provide another undertaking at the technical conference that provided our update as to how we were tracking relative to the 2017.

We forecasted to find approximately 11 million of the 2017 through new initiatives.

MR. RUBENSTEIN:  Okay.  And let's assume, then, that you can't do any more, just hypothetically speaking.  So there's $6 million of progressive productivity savings you can't find for 2020.  Just to be clear, at the end of the day, are you going to then work to A total actual capex, that is the -- one million -- sorry the one-billion-188?  Or is it that plus $6 million?

MR. JODOIN:  I understand the hypothetical.  I do think it is very important to emphasize that that hypothetical is extreme in that, you know, we've talked about our robust redirection process at Hydro One where we look at asset needs on an ongoing basis.  We re-deploy capital to assets that require the capital.

But I take your hypothetical.  I just wanted to caveat that it is extreme, that everything would be held completely constant to our application.  Taking the hypothetical at face value, we would spend more, and we would spend more in the test years and deliver to what the assets need.

Hydro One has said that we are taking on the risk of the progressive framework.  It's one of the main reasons why we've created the governance committee, to drive productivity improvements across the entire company from bottom to top.

We're absolutely committed to achieving it, so much that we've found initiatives relative to when we filed this application.  But yes, under the hypothetical, we would overspend.

MR. RUBENSTEIN:  All right.  So now that, in this hypothetical situation, you've overspent by $6 million in 2020.  And we're back here and you are seeking your next rate proceeding in 2023.

Are you going to seek to have that $6 million added to rate base?

MR. JODOIN:  This is where -- this is where the hypothetical breaks down, and the reason why is because the reality is if we don't achieve these productivity initiatives, something happened.  Something happened along the way that required Hydro One to deploy its resources to focus on other items away from these.

So what we're proposing is that for 2023 onwards rates, we will identify how we've tracked in the progressive framework.  A more probable outcome here is we're going to overachieve.  It is very possible this culture is going to continue the momentum.

It is exactly why in our in-service variance account we have identified a caveat that if we were to under-spend our in-service and we could demonstrate that it's verifiable productivity gains that have caused us to achieve more cost savings, we would not be penalized through the in-service variance account.

So it is important to consider both ends of the equation.

Albeit, when we get to 2023, we will demonstrate whether the expenditures were prudent, and we would leave it to the Board at that time to decide.

MR. RUBENSTEIN:  So I take it then that your answer is yes, we will seek to add it to rate base.  We will just explain why we couldn't meet the productivity savings.  Is that what you're saying?

MR. JODOIN:  That is not my exact answer, no. What I am proposing is we will analyze and assess what exactly  happened throughout the test period, and we will make a decision on how to file our next application at the time.

MR. RUBENSTEIN:  You keep talking about -- not only today, but also throughout the first panel -- how there is an up-front risk on the company.  I just want to understand what that risk ultimately is.

And as I take it, the outer bounds of the risk as I see it is you don't get -- you have over-spent for, those $6 million you can't collect for three years.  Correct?  That's the risk.  The revenue requirement of those $6 million you have now spent, you would not be able to collect within the context of the rate period.

MR. JODOIN:  It's important to go back to Exhibit J1.1 here where, you know, I want to be clear that Hydro One developed an asset investment plan for system access renewal service and general plant that requires an investment that is greater than what we're asking for.

We are stretching ourselves to find initiatives to be more productive, to lower costs so customers are not paying for.

Under the hypothetical, under these three years, where we do not achieve these productivity numbers, we will spend more, and we will incur costs associated with spending more that we over these test periods have not requested from customers.

Now, what I am saying is that hypothetical is extreme.  Lots of things are going to change between now and the end of this application term.  We will use our redirection process and our productivity governance committee to assess all of these changes and ensure that the assets are getting what they need.

That is inherent risk that Hydro One is undertaking, that we have stretched ourselves over and above the defined initiatives that Mr. Berardi and myself have articulated throughout this application.

MR. RUBENSTEIN:  I am confused by what seems to me to be a contradiction.  On one hand, you talk about it is an extreme example that you are only going to get -- you wouldn't be able to get 6 of 17 million dollars.  Yet at the same time you talk about it being a stretch, or stretching ourselves.

It seems to me you can't really have it both ways.  Either the numbers are difficult to achieve and you may not get there, or the opposite.

[Witness panel confers]

MR. JODOIN:  I don't believe it to be a contradiction.  For the first time in any rate application we've gone through, as you would have heard by panel 1, an investment planning process that has defined the asset need.

And what I am committing to today and what Hydro One is committing to today is layering on a further reduction to that specific capital spending program plan and reducing the revenue requirement that we are requesting from customers in this application because we are absolutely going to stretch ourselves to continue the productivity momentum that we have gained thus far and we've directed to SEC 26, where we see the continual growth in our productivity plan, beginning from approximately 7 million in 2016 to upwards of 90 million in 2019.

The growth is there, the momentum is there, and we're challenging ourselves to do more.

MR. RUBENSTEIN:  So if ultimately the best in my hypothetical for $6 million, using the example, the best that Hydro One is essentially putting at risk is the revenue requirement of that 6 million over the three years.  Correct?

MR. JODOIN:  I guess I don't agree with all.  We have defined -- so you're saying all that Hydro 1.  The reality -- that's a downplay.  The reality is we have created an asset plan that requires investment.  That exists.  You would have heard that from panel 1.

We are lowering that by what we believe are attainable stretch productivity -- progressive productivity that we can go out and find initiatives to track against.

To the extent that we're more productive, customers will see the benefit at the time of our next rate application when we rebase at a lower cost than we otherwise would have.  That exists for both capital and OM&A.

MR. RUBENSTEIN:  And just so I understand when we talk -- but you agree from a calculations point of view, in that example, if you end up spending above by $6 million, what you're saying is we would not be able to recover the revenue-requirement equivalent of that $6 million until at least 2023.

MR. JODOIN:  Yes.  We would not be able to -- we would not be able to recover the revenue requirement in 2020, 2021, and 2022, at which point we will rebase with what the actual investments in the capital -- in the assets were, and we will decide -- the Board will decide at that time whether those costs were prudently spent.

MR. RUBENSTEIN:  And just so I understand, the transmission business, they're long-lived assets.  They're 50, 60, 70 years, correct, the depreciation rates, the length of the service lives of these assets that you are depreciating them over.  Correct?

MR. JODOIN:  At a high level that is a fair assumption.

MR. RUBENSTEIN:  So really we're talking about assuming, say, the Board puts that amount into rate base, we're talking about three years over assets that may be 60, 70 years, correct?

MR. JODOIN:  It's fair.  The revenue-requirement calculation on the associated -- it would depend on what type of capital we invested in, but fair.

MR. RUBENSTEIN:  So why isn't Hydro One's position, if you want to take the up-front risk, if you aren't able to meet the targets in the progressive productivity, you don't get -- you're not even going to ask for that.  So the $6 million in our hypothetical, it is a shareholder cost if you can't meet those targets.  Why isn't that -- that's true upfront risk to me.

MR. JODOIN:  I disagree.  We're lowering our capital plan and not collecting the revenue requirement associated with what the prioritization process to find our asset needs.

So what I am saying, and that is why at the beginning of this I emphasized that the example is extreme, because things will change.  We're going to continue the productivity push, but it's important that we don't make commitments on 2023 and onwards rates in an application where we're requesting rates for three years, 2020, 2021, and 2022.

I couldn't possibly forecast what's going to change between today and December 31st, 2022.  And for that reason, we would take that we're reducing our revenue requirement in this application and any changes we will discuss at the time of our next rebasing.

MR. RUBENSTEIN:  Let me ask you about -- as I understand how you -- this table is on a capital expenditure basis, but then if we flip over to the next page, this is also from J1.1, the updated in-service additions, you convert your capex -- really rates are set on an in-service additions basis and you also have a line for progressive productivity there.  Correct?

MR. JODOIN:  That's correct.

MR. RUBENSTEIN:  And as I understand from the evidence -- and correct me if I'm wrong -- how you get to capex generally through in-service additions is, I believe for programs you essentially use a percentage based on historical capex to when you spend money to when it goes in-service and for projects you know when either the full asset or the various components of a project are able to go in-service and you're able to forecast that.  Is that is that generally how it works?

MR. JODOIN:  Generally, yes.  But exceptions to the rule would have been better addressed by panel 1, but I take the generality, that's true.

MR. RUBENSTEIN:  So my question is actually how you did the progressive productivity capex to in-service additions.  How was that translated?

Just, I get to about 93 percent a year and I just want to know what that is based on and how you did that.

MR. JODOIN:  Sure.  And in coming up with any productivity initiative, it is -- well, finance governs the methodology and auditing.

It's on the line of business accountable with the initiative to come up with what the initiative is, how they're planning to spend, and associated savings potentially associated with that.

So these would have been derived by Mr. Spencer's team.  So I don't have that information with me today.  He would have assumed some element of capital to in-service ratio based on some level of analysis.  We don't have it here.

MR. RUBENSTEIN:  Are you able to undertake to do that?  I apologize.  I assumed that was --


MR. JODOIN:  That's fine.  I understand why that question came here.  We can definitely do that.

MS. DJURDJEVIC:  That will be Undertaking J6.6.
UNDERTAKING NO. J6.6:  TO EXPLAIN THE TRANSLATION OF PROGRESSIVE PRODUCTIVITY CAPEX TO IN-SERVICE ADDITIONS.

MR. RUBENSTEIN:  Maybe we can flip back to page 58.  As I understand -- we talked about this with Mr. Spencer -- the progressive productivity amount is two parts, defined and undefined, correct?

MR. JODOIN:  That's fair.  I mean, very simplistically, when the progressive concept first came about, everything was undefined.  And at the time of filing the application, we were able to define, through the framework in coming up with new initiatives, I believe it was around five million in 2020, and then when we filed our undertaking as part of the technical conference, we found additional initiatives to drive-out more efficiencies that increased that amount to 11.

So we're taking amounts from undefined and we're defining it.

MR. RUBENSTEIN:  Fair enough.  But as I understand, in terms of your total productivity savings, all the other components that we've talked about, besides the defined and undefined progressive productivity, are embedded in the system access, system renewal, system service, general plant.

[Witness panel confers]

MR. JODOIN:  That's right.  My colleague also reminded me, and OM&A.  So beyond just capital, the OM&A as well.

MR. RUBENSTEIN:  Sure.  But if we go to now -- so let me start here.  What I notice on this page is for 2019, you have built in zero amount for progressive productivity.  Correct?

MR. JODOIN:  I would agree there is no envelope reduction for progressive productivity in 2019.

MR. RUBENSTEIN:  If we go now to page 55, this is JT2.28.  If we flip to page 56, this is the table that we have talked about, in some form or another, a number of times.

If I go down to progressive defined, the capital component section -- sorry, I think I said 56.  Do you see progressive defined?  Do you see that row?

MR. JODOIN:  I do, yes.

MR. RUBENSTEIN:  I see $5 million that you have for 2019.

MR. JODOIN:  Yes, I would have to check and reconcile.  It is likely that these subset initiatives were found initially and were baked into the latest forecasts, which is in our bridge year.  It is possible that they're in the four categories.

But from a 2020 onwards, we have kept it at the envelope level and we have not included it within the four categories.

I mean, to take a step back and I -- you know, the intent of this program is to find new ways of completing tasks better he and delivering the same outcomes.  Same outcome; lower cost.

As we push forward through our 2023 rate application, while we will always track against these productivity progressive commitments, eventually they're going to be built into our planning processes.

I know one question that we had is how do you decipher continuous improvement in planning from productivity gains.  And one of my responses was they're one and the same, in that they're aligned.

And absolutely, as we come up with initiatives and we have the ability to build them in our plans, we will do that, to ensure that they're categorized at the right level based on whatever initiative it is.

MR. RUBENSTEIN:  This table says there's $5 million in 2019 for progressive defined savings, and that doesn't flow through to your 2019 capex amounts and in-service amounts that you are adding to rate base.

So it seems to me that actually you should be reducing the 2019 capex and the flow-through by $5 million.

MR. JODOIN:  That's not what I said.

MR. RUBENSTEIN:  Sorry, I am not claiming that is what you said.  I am saying this is what it seems to me.

MR. JODOIN:  I do understand the disconnect between the two, and what I would ask is the ability to reconcile and check whether the 5 million was embedded in the four categories for 2019.

MR. RUBENSTEIN:  Sure.

MS. DJURDJEVIC:  That will be undertaking J6.7.
UNDERTAKING NO. J6.7:  TO RECONCILE AND CHECK WHETHER THE 5 MILLION WAS EMBEDDED IN THE FOUR CATEGORIES FOR 2019


DR. ELSAYED:  Could I just clarify something?  I think a question that resulted in an undertaking yesterday had to do with tracking and reporting.

You have a fairly large capital program consisting of a large number of projects.  And as you know, of course, these projects, some get deferred some get replaced by others.

So at the end of a year, how do you - if I were to ask you to produce a report that compares actuals versus plan, how do you make a distinction between all the changes that have happened in your capital program versus whether you have been able to accomplish your productivity improvements?

[Witness panel confers]

MR. BERARDI:  With respect to our capital reporting, I believe yesterday we undertook to provide a little bit more detail.

But going back to some of our previous discussions is on a monthly basis, we review all our major capital projects and programs.

We review our productivity at the same time, and at that point in time, if there's significant variances, if there's variances, we make decisions.

We make decisions on whether redirection is required, but I believe in the two undertakings, the one on capital and what we plan on providing you on capital, and we also undertook to provide the detailed productivity, I believe that will show a bit of the governance that you are referring to.

DR. ELSAYED:  Yes.  I guess the additional part that I am asking about today is if, monthly or annually, you have spent less than what you planned, how do you take that difference and split it between execution of the projects and productivity improvements?

[Witness panel confers]

MR. BERARDI:  So in that example, we would reforecast that when -- on a monthly basis and assess the impacts of that reforecast, whether it's an impact on capital and/or productivity.

So it's part of the reforecasting that we do on a monthly basis as well.

MR. JODOIN:  I think part of the narrative that goes into reforecasting is understanding why our spending patterns are above or below what any associated budget is, and part of that would be costing changes, part of it could be a productivity efficiency, doing something better, part of it could be potentially scope changes embedded in our project or a schedule change.

So that level of analysis happens and it's part of -- it all rolls up and consolidates as part of the process that Mr. Berardi mentions.

DR. ELSAYED:  But that's exactly my question.  Let me give you a hypothetical example.

In a month, your $10 million is spent, $10 million, less than what you planned in your capital.  How do you split that $10 million between a reduction as a result of delays in the project, reduction in scope, versus productivity improvement?

How much of that ten can you determine to be productivity improvement in that month?

MR. BERARDI:  Well, I think -- what we do is we differentiate on what that variance is.  Take that hypothetical $10 million.  Is that a timing difference?  Is it a permanent variance?

If it's a permanent variance in that hypothetical example, as part of that review we would assess, if that permanent variance exists, is it a reduction in capital because of change in scope?  Or a reduction because of we've done something better.

So we have those very detailed discussions at that level to discuss permanent variances, whether they're truly you know -- a reduction in scope is not productivity.

However, if we did something during that project where we reduced or expedited some work practices and we reaped $10 million worth of productivity, those are the discussions we would have versus scope versus productivity.

DR. ELSAYED:  Okay, thank you.

MR. RUBENSTEIN:  I have a similar question.  Do you need to define the productivity initiative before an activity occurs for it to be considered a productivity initiative?

I will give you an example just to illustrate this. If you are out in the field doing work, and ultimately you figure a way out to do something better on the spot and you're saving money, would that ever be considered a productivity initiative?  Or only if you, going forward, when you measure future projects, because you created a baseline for it?

[Witness panel confers]

MR. JODOIN:  So we would never want to preclude anyone from doing something different and generate a benefit through lower cost because of a framework.

So the answer is, we consider it at all points.  When coming up with a budget and a plan, we take all of the information that we have and we forecast out what our productivity trajectory is.

If someone out in the field after a budget has already been approved comes up with a new idea in here and they're permitted to start doing that work, they bring it forward through their accountable line of business and it comes up through the framework and analysis is done to determine whether this is truly productivity or just a good business decision on something like cost avoidance.

MR. RUBENSTEIN:  So just to be clear, I wasn't suggesting that you would tell people don't do things to save money and be more productive.  I just want to understand, people are out in the field executing a project.  When they're doing it they realize actually we could move around the way -- the order of doing things, and this may be a productive savings.

Would it show up ultimately that -- the savings that you garner from that specific project -- not about replicating it into the future -- would that show up in the actuals of your productivity savings?

I recognize it is a productivity saving.  I am just trying to understand if that is part of your measurable productivity savings.

MR. JODOIN:  It would.  And I think this goes to the point that I am trying to make of aligning what's actually happening to good planning.

And under that example, where someone in the field comes up with an idea of doing work better, they would bring that forward.  It would be tracked in actuals and we would make sure that that is included in forward-looking business plans, ensuring that that alignment is created.

MR. RUBENSTEIN:  But I am not talking about forward-looking business plans.

MR. JODOIN:  It would show up in the actuals, yes.

MR. RUBENSTEIN:  Yes, I am talking about the, I guess, the actuals for that year.

MR. JODOIN:  Absolutely.  And I think that all I am extending to that is, it would show up in actuals.  And to the extent that that work effort is something of continuing nature, we would build it into our plan to ensure that costs are coming down.

MR. BERARDI:  And Mr. Rubenstein, just to add, if I may.  On a regular basis on productivity, we have a productivity plan and we have multiple initiatives.  We do a risk review.  We look at the risks of our current plan and we also look at opportunities.

Are there new initiatives that we can quantify?  So to answer your question, the answer is, yes, it would appear in the actuals.  So that review, again, is part of that governance process, where we're looking at current initiatives and potential risk on those current initiatives.

We're also bringing forward new initiatives that we would encourage and have those in the actuals as well.

MR. RUBENSTEIN:  Let me ask you about some of the initiatives.  I wanted to follow up with respect to a couple.  One is on the -- under information technology.  You say contract reductions and you say contract reductions based on historical spend, and that's with respect to the Inergi IT contract.  Correct?

MR. FROST-HUNT:  That's correct.

MR. RUBENSTEIN:  So as I understand what you're saying here is, and based on the base line amounts in 2015-2016 plan, if not for those changes our costs would have been for each of those years higher.  Correct?  That's at a high level what that is demonstrating?

MR. FROST-HUNT:  Yes, that's correct.

MR. RUBENSTEIN:  I just want to understand what happened.  My understanding is your Inergi contract ended.  Correct?  And you went out and you did an RFP to replace or to rehire Inergi to do the work, correct?

MR. FROST-HUNT:  That is not correct.

MR. RUBENSTEIN:  What am I getting wrong?

MR. FROST-HUNT:  So we renewed our agreement with Inergi in 2015 for a five-year term.  There was a technology-enabled opportunity to lower cost in 2018.  So we renegotiated the agreement based on that technology-enabled opportunity and lowered the cost going forward.

MR. RUBENSTEIN:  Can you explain what a technology-enabled opportunity is?

MR. FROST-HUNT:  We built a private cloud data centre where we were able to virtualize and automate and reduce labour in the data centre.

MR. RUBENSTEIN:  Let me ask about the procurement.  There was some discussion about this.  And I took it that there were a number of things that underlie the procurement initiative.

So on a calculation basis, as I understand what you did, is you have the cost of the various -- I think there are thousands, I think, in the undertaking response that you reference, the comment is that there is thousands of different items that you procure, and the base line is at 2015, or if it's future things that you're able to do, the previous years' amount is the base line.

Then you multiply that by the savings, you take
that -- sorry.  You take the new unit cost, minus the old unit cost, and you multiply it by the amount of the purchase of that asset, the quantity, correct?  That is the calculation?

MR. BERARDI:  Just to clarify, I think you indicated it's always based on 2015.  I just wanted to clarify it really depends on the category and when we source that category.

And I used the example earlier today around power transformers that were in market right now with power transformers.  So it wouldn't be based on 2015.

MR. RUBENSTEIN:  I agree with that.  I thought I mentioned that, but I accept that.

I just want to understand, and I understood how you were able to lower the unit cost, the productivity savings you're talking about, is a number of different things.  One was you standardized, so you have less assets that you are going out to market for, different types.

You are bundling project -- I think you talked about pre-paying.  I don't fully understand, but there are those sort of things.

I want to understand how you differentiate Hydro One's approach to procurement versus the market costs will have
-- when you go for RFP will just change.  And how are you differentiating between the two?

So just to give an example, maybe it is easier.  A simplistic example is, well, you can go out to the market if you decide to bundle or seek higher quantities to get volume discounts.  That is a different way to approach procurement, and there are savings.

Another way is -- one can get unit cost savings is, the market cost of the widget is now lower than it was previously.  How do you -- do you differentiate between those two things?  And how, if you do?

MR. BERARDI:  Mr. Rubenstein, using that example, it is important to note our visibility to a lot of the tools.

So when we go to market -- and I am going to use the example on insulators once again -- is we know what the "should cost" ought to be, because we have a lot of innovation, a lot of tools at our disposal, where we didn't have in the past.

So when you look at something like an insulator where we know it's made up of steel and glass and all sorts of different materials, we actually have the ability to understand each component, understand the cost structure, understand what the market price ought to be, and then we actually time when we go to market.

So we review each one of those categories strategically.  You are absolutely correct.  If we buy more, we tend to get better prices.  But that's only one small component of what we're -- how we have transformed supply chain and procurement.

So the other thing is we're looking at, is, you know, we talked about volume discounts.  We have some commercial abilities when we look at early pay discounts, when we look at, you know, larger bundling.  When we go out to market in the past we would have gone out to market with one type of insulator.

Now we are going out to market with bigger bundles, different classes, different rating of insulators, one large bundle where we're able to negotiate at a different level.

MR. RUBENSTEIN:  But does the savings in procurement, the unit cost savings that you are using to calculate, include both changes in the market cost as well as changes in your approach to lowering costs?  Or is it only changes in your approach?

MR. BERARDI:  It would include both.

MR. RUBENSTEIN:  So for example, computers are getting cheaper, using the simplistic example -- I recognize things go in the opposite direction as well, but computers are getting cheaper as time goes on.  Do I take it then that included in the productivity savings would be, versus a 2015 baseline or whenever, it doesn't account for the change in the cost of a computer?

[Witness panel confers]

MR. BERARDI:  To your point, there could be market conditions where we're getting the benefit of the market. However, I really want to emphasize a lot of the transformational activities as well, so, you know, looking at innovation.

The other thing is when we're looking at -- computers is more of a commodity, I would suggest.  But if you look at things like pole line hardware, conductor hardware, we work with our technical authorities to look for alternatives in the marketplace as well.

So we're not only looking at like-for-like.  We are also looking at understanding the marketplace, understanding the innovation that is out there, understanding if there's alternatives that meets our business requirements or operational requirements.

MR. RUBENSTEIN:  So in that example, do you capture the difference?

I can't think of a good example, but maybe you can.  But something where you're doing, replacing with an alternative and that may be cheaper, is that tracked -- would that be captured in the procurement savings?

MR. BERARDI:  We would track everything.  We would track market.  We would track alternatives.  We would track where we had commercial changes in our contracts that provided benefit.

At the end of the day, is that value, that incremental savings does accrue back to customers.

MR. RUBENSTEIN:  Let me --


DR. ELSAYED:  Mr. Rubenstein, do you have a view of how much more time you need?

MR. RUBENSTEIN:  I just have one small section left.

DR. ELSAYED:  How long?

MR. RUBENSTEIN:  Five, ten minutes.

DR. ELSAYED:  Sure.

MR. RUBENSTEIN:  If we could pull up ?K1.3 -- or actually, I could take you directly to the interrogatory. This is AMPCO 87, and you were asked about this yesterday, I believe.  The days are all blending together.

This was with respect to the variations between actual and approved appreciation costs.  And Ms. Grice was asking you, if we take a look at 27 in 2018, we see significantly higher variance in the OEB approved versus historical than the in-service addition numbers.  Do you recall that discussion yesterday?

MR. CHHELAVDA:  I do, yes.

MR. RUBENSTEIN:  Your explanation to that was, well, a lot has to do with the mix of projects because different projects have different depreciation rates, and depreciate over different lengths of time.  That is the difference here, correct?

MR. CHHELAVDA:  Correct.

MR. RUBENSTEIN:  So while you have essentially met your in-service additions targets for 2017 and 2018, you actually, in terms of depreciation, spent about $75 million less, correct?

MR. CHHELAVDA:  Correct.

MR. RUBENSTEIN:  And why isn't that 75 million reflected in the capital in-service variances?

[Witness panel confers]

MR. CHHELAVDA:  So the capital variance account is meant to capture instances where we don't deliver to our plan.  So we did deliver to the plan here, and we made some choices as part of the redirection process that my colleagues, Mr. Berardi and Mr. Jodoin, talked about.

So we invested in assets that have a more significant impact on the transmission system, and have a direct impact on the customer.

So, you know, that is what happened.  Again, depreciation is an estimate.  It is our best estimate of what we think the expense is going to be.  The depreciation study approves a rate, and then the rate is then applied.  So in a perfect world, even if you execute on your plan a hundred percent, you will have a variance.

So the intent of the capital, in terms of the variance account, is to capture the revenue requirement associated with not meeting your in-service target.  So I don't think it was meant to capture this element or component.

MR. RUBENSTEIN:  And so what we have in 2017 and 2018 based on this is customers have overpaid in depreciation by $75 million.  Correct?

[Witness panel confers]

MR. CHHELAVDA:  So we have collected more in depreciation than what the plan -- sorry, yes.  What's embedded in our rates was a higher number than what the actual depreciation was.

MR. RUBENSTEIN:  Because you have essentially met your in-service additions because there has been -- the allocation of projects was different, you're actually going to collect these $75 million in the future?

[Witness panel confers]

MR. CHHELAVDA:  So it is a timing component, right, in this application you have -- when you have your rate base it is rebased.

You have the updated depreciation amounts.  So it is now -- I will say corrected.  Going forward, that gap won't be there.

MR. RUBENSTEIN:  Sorry, back to my question.  You're going to collect that $75 million in the future.  Correct?

MR. CHHELAVDA:  No.  It's incorrect, because going forward, I have the spend in rate base, and these assets now have the depreciation rate attached to them.

So it was just a timing issue.  Going forward, there will not be this $75 million delta between what's approved versus actual.

MR. RUBENSTEIN:  No, no, I understand that, but you are now seeking approval going forward.

So as I understand, because of the mix of assets, the reason that you can meet your in-service targets essentially, but have $75 million less in depreciation, is essentially you have put in-service longer-lived assets.

So the depreciation expense in 2017 and 2018 are $75 million.  That's a simplistic explanation, correct, but that is roughly what is going on?

MR. CHHELAVDA:  Simplistically, I will -- we will go with that.

MR. RUBENSTEIN:  Well, don't just go with it, if you fundamentally disagree with it.

MR. CHHELAVDA:  Maybe I am not understanding your question.  You've asked what my understanding is.  On a go-forward basis, we're going to be collecting the 75 million?

MR. RUBENSTEIN:  Yes.

MR. CHHELAVDA:  That is incorrect because now in rate base, I have these assets. So the asset mix is now corrected.  So in my depreciation rate going forward, I have the correct depreciation rate.

So I am not going to be collecting $75 million more in 2019, 2020, 2021.

MR. RUBENSTEIN:  No, not in every given year.  Over the life of the remainder ever the assets, you're going to collect $75 million -- you're going to collect that $75 million that you didn't actually record as a depreciation expense in 2017 and 2018.

MR. CHHELAVDA:  Perhaps you could rephrase the question, because I am not understanding it.

MR. RUBENSTEIN:  Fair enough.  As I understand, you collected -- your actual depreciation expense was -- what was approved was about $75 million less in 2017 and 2018 because what you did was, while you spent the -- you put in-service the same amount of assets, ultimately they were longer-lived assets than you had expected, than you had forecasted.

Do we have that part correct?  At a high level, that is what is going on?

MR. CHHELAVDA:  So for 2017 and 18, the depreciation on fixed assets, the number is about 25 million, right.

So what has happened is because of the asset mix, yes, there was that delta.

However, it is only for those two years.

MR. RUBENSTEIN:  No, I understand.  Because you correct in 2021 the new -- actually, you put in the correct offset to in-service.  But in the continuity schedules, essentially you put in the correct amount of depreciation.  Correct?

MR. CHHELAVDA:  Right, correct.  So the assets that were placed in-service, it's been updated, and the depreciation has been updated as well, so it's been corrected.

MR. RUBENSTEIN:  But over the life of the assets you put in-service, you actually put in-service, you will collect the full depreciation on all of those assets over the next fifty, seventy years, whatever it is, correct?

[Witness panel confers]

MR. CHHELAVDA:  Could you please repeat your question?

MR. RUBENSTEIN:  Now if I remember it.  Am I correct that over the life of those assets you ended you putting into service in 2017, that you actually put in-service, the new -- whichever those actual assets were, you will collect the full depreciation, you will collect that $75 million over the 50, 75 years?

MR. CHHELAVDA:  So we will collect the cost of the asset, yes.

MR. RUBENSTEIN:  And so the 75 million that customers have paid in 2017 and in 2018, that you didn't actually use, you didn't actually spend because you have a different mix, you ultimately will collect those amounts in depreciation over the life of those -- over the actual assets.

MR. CHHELAVDA:  So for 2017 and 2018, it was 25 million of depreciation which was, for lack of a better term, a disconnect between the OEB-approved work plan or plan and then what actually happened.  So we will collect the costs of the assets.

The same would happen if the plan changed in a different manner, right, if we were under-depreciating.  So -- and there is another component -- you keep on referring to 75 million, which is the total.  And there is another component, which is asset rule of costs, and those costs, yes, they have been collected.  The work has yet to be done.  The work will be done.  So we will be spending that money.

So that is -- to characterize that as an overcollection I think is incorrect.

MR. RUBENSTEIN:  So I guess my question is, just on a going-forward basis, put aside how we're going to interpret the in-service variance account for this proceeding, why shouldn't that account also track not just the difference of in-services versus in-service additions versus what you forecast, but the mix of those assets as well, by taking into account the depreciation expense?

MR. CHHELAVDA:  So I would caution adding more elements to the capital variance account.  The more you add to it the more complex and difficult it will become to manage or govern that account.

But I do see your point.  I mean, I don't think the capital in-service variance account is the right mechanism to track this.

MR. RUBENSTEIN:  All right.  Just...

MR. STERNBERG:  I was just about to say, it sounds like from that question this may also be getting into an area of submissions or effectively legal argument that can appropriately be dealt with further by way of submissions.

MR. CHHELAVDA:  I have one additional point to add.  So on a go-forward basis should this occur, there is the earnings sharing mechanism that should capture this.  Right?  So in the event that let's say Hydro One has a forecasted or has an approved depreciation amount let's say of 100, and it relates -- turns out to be 50.  The balance will be captured in, you know, in your earnings and subject to earnings sharing mechanism.  So I think there is a mechanism to address that.

MR. RUBENSTEIN:  This is my last little bit, because I know I am pushing my luck here.

As I understand the proposal with respect to the capital in-service variance account, is it will return to ratepayers the in-service addition, if there's a change in in-service additions, you do less in-service additions than forecasted, but at a 90 percent factor.  Correct?

MR. CHHELAVDA:  I believe it is 98 percent.

MR. RUBENSTEIN:  Sorry, 98 percent, correct?

MR. CHHELAVDA:  Correct.

MR. RUBENSTEIN:  So the first 2 percent difference, if you underspend by 2 percent there's no return to ratepayers.  Correct?

MR. CHHELAVDA:  That is correct.

MR. RUBENSTEIN:  And then there was some discussion when we were talking about productivity about if we can demonstrate that there's productivity we still get to keep some of that?  I just didn't understand that.  Mr. Jodoin, you mentioned that, and I just want to be clear what you were referring to there.

MR. CHHELAVDA:  Okay.  So I will try to answer, and my colleague will assist if I misspeak.

But the point is, let's say we have a work program and we deliver on that work program and we -- and as a result of doing the work there is a verifiable productivity.  That means if the work program was to cost let's say 900 and we deliver the same work or same outcome for 800, by penalizing or invoking the mechanism of the capital variance account, you are -- it's punitive to the utility and it doesn't incent you to be productive, because you will in-service a lower rate base number next time you rebase, and then you also have this give-back that you have to provide to customers.

So you are being productive doing the same amount of work for less cost, hence that's why we have that category.

MR. RUBENSTEIN:  My submissions in other cases, you know I have a similar view on this issue.  But I just want to make sure about the -- this is actually more of a mechanistic.  I want to understand, is this related to the 2 percent or is this on top of the 2 percent?

MR. CHHELAVDA:  This would be on top.

MR. RUBENSTEIN:  Why?  Why would it not be 100 percent return to customers and then you overlay the productivity savings?  I don't understand why you have both.

MR. CHHELAVDA:  Well, the 2 percent is there to -- I mean, to execute on a transmission capital plan at 100 percent over, you know, over a period of time, I think it is optimistic.  My personal view, I think the 2 percent band is actually too narrow.  It should be wider, at least for transmission, because these are longer-term projects subject to a lot of outside influences, outages, other things.

So having that 2 percent band, I think, incents the right behaviour and it balances the company's desire and ability to be productive, implement, you know, cost savings, while at the same time ensuring that the asset needs are met.

It stops an organization from saying, I have an in-service target, so I am going to approve overtime to meet a dollar value target.  So I think you need both.

MR. RUBENSTEIN:  And so just so I understand, if the 2 percent comes from -- I just want to understand.  If the 2 percent comes from product -- if there is a -- let me put it this way.

I just want to understand, like, where the 2 percent of the productivity, where if there's an overlap there.  So is it initially 2 percent and then any productivity savings above that you get to keep?  Or is it -- let me give you an example and maybe that will help.

Ultimately you have $100 approved and you end up coming in at $97.  And there is only one -- and there's no productivity improvement.  Actually, as I say this in my head I don't understand my example, so let me just...

[Laughter]

MR. RUBENSTEIN:  Let me put it this way.  Is there an overlap between the 2 percent and the productivity amount?  Or are those two separate calculations?  Or an order of operations in which order you do the calculation?

[Witness panel confers]

MR. CHHELAVDA:  So there shouldn't be any overlap, so -- and again, simplistic example.  Let's say we achieved -- we're at 96 percent of the cost, and we deliver the work program as defined.

If 2 percent -- because of verifiable productivity -- and you add that back so you're at 98 percent, in which case there is actually no revenue-requirement calculation that has to be done to record a give-back to ratepayers.

MR. RUBENSTEIN:  Okay.  Thank you very much.  Thank you, panel, for your indulgence.

DR. ELSAYED:  Thank you.  Just, we don't have to have Hydro One panel come back again after lunch.  Our Panel has just a couple of questions, and if we can finish those and then --


MS. ANDERSON:  I have several questions, so it may take a few -- it may take longer.

DR. ELSAYED:  It may take longer, okay.

DR. DODDS:  I only have two.

DR. ELSAYED:  Okay.  Well in that case, we will take our lunch break now and resume at 2:10.
--- Luncheon recess taken at 1:10 p.m.
--- On resuming at 2:10 p.m.

DR. ELSAYED:  Please be seated. So now we go to questions from the OEB Panel.  Ms. Anderson?
Questions by the Board:

MS. ANDERSON:  I am hoping I didn't lose my spot on my computer, but the walk in sometimes can disconnect me.

So the first one, do you have the distribution decision, the last distribution decision, EB-2017-0049?  Do you have a copy of that by any chance?  It was on someone's compendium, I think, at one point.  It's not the end of the world if you don't, but...

Does anyone remember if it was in their compendium?  I heard it is loading, so -- once it loads, can you flip to page 170, and the third paragraph in the findings?

So I just wanted to make sure that the undertaking that we talked about, J6.4, is getting what we need.  So this says that:
"Hydro One is expected to file the necessary evidence in its next rebasing transmission rate proceeding to permit this matter," which matter was the capitalization of OPEBs, "to be determined for both Hydro One's transmission and distribution operations in this proceeding."

So you took an undertaking, J6.4, I believe, to get the distribution portion.  So I just wanted to make sure that that undertaking is anything that you think we need in order to make this decision about the capitalization of OPEBs for both the distribution and the transmission decision.

MR. CHHELAVDA:  Understood.  We will do that.

MS. ANDERSON:  Okay.  I just wanted to make sure that was clear.

So then that got me thinking about -- so this is, to me, a question of under U.S. GAAP, there is rate-regulated accounting.  Is that correct?

MR. CHHELAVDA:  That is correct.  There is a standard that talks to it, yes.

MS. ANDERSON:  Okay.  And what you are looking for here is if the regulator approves that you can capitalize, then you can continue to capitalize what a non-rate-regulated company couldn't.  Is that correct?

MR. CHHELAVDA:  That is correct.

MS. ANDERSON:  So are there any other aspects of U.S. GAAP on which you are relying on the regulator's approval in order to apply it to your accounting?

And that may have been things that have been approved over the years.  You have been on U.S. GAAP for many, many years.

So I am curious if that's -- that may be an undertaking, if you could provide us a list of everything that you, that under U.S. GAAP, you are actually relying on the fact that the OEB has approved it in order to apply it to your accounting.  And where and when, which proceeding and in what context can the OEB approve it.

So that when we are looking at it we're absolutely sure we know what it is that you are relying upon.  Is that something that you could do?

MR. CHHELAVDA:  I believe it is, yes.

MS. ANDERSON:  Okay.  So I think that is a new undertaking.

MR. SIDLOFSKY:  An that will be J6.7 -- excuse me, J6.8.
UNDERTAKING NO. J6.8:  TO PROVIDE A LIST OF INSTANCES UNDER EITHER TRANSMISSION OR DISTRIBUTION WHERE HONI IS LOOKING AT A REGULATOR'S DECISION THAT ALLOWS IT TO SUPERSEDE WHAT U.S. GAAP ALLOWS, WHAT A NON-RATE-REGULATED COMPANY WOULD NOT BE PERMITTED TO DO.

MS. ANDERSON:  Okay, thank you.

MR. CHHELAVDA:  Just so I understand the ask, it's instances under either transmission or distribution where we are looking at a regulator's decision that allows us to supersede what U.S. GAAP allows?

MS. ANDERSON:  What a non-rate regulated company would not be permitted to do.

And I am going to get into exploring a few other areas, and one of them might be in what you can capitalize.  But are there other things more than that.

So can we flip to Exhibit F-02-06-01, which is the Black & Veatch cost allocation report, and flip to table 3?

So table 3 lists all of the functions and services that are in your common corporate costs, and I just want to be clear.  When I look at the top left corner, it says "Hydro One Inc." and lists some functions, and then it has all of these other functions.

It wasn't clear to me.  Are all of the other functions in Hydro One Networks?  Or is there a mix of things that are in Hydro One Inc. or in some other companies?

MR. JODOIN:  Sorry, just so I understand the question, you are asking if there is anything else -- or of the ones listed under HOI or Hydro One Inc....

MS. ANDERSON:  No.  I gets into -- you know, we have affiliate relationships codes, and it talks about shared corporate services, and this appears to be a list of things that are a mix of shared corporate services and other services.

So I guess I wasn't clear from this list.  Are these all intra-company allocations?  Are they inter-company allocations?  Or a mix of both and what's the mix?  In other words, which ones are just within Hydro One Networks and they're going between T&D, which are affiliate transactions from a holding company, and so it seems to be a mix.

I was trying to be clear to help me understand the whole allocation process.  And in particular, I guess -- and this is maybe a follow up question -- do you allocate between companies first and then to split it up between transmission and distribution?  Or do you just allocate directly whether it is transmission, distribution, remotes, telecom...

And where my question came from was I started looking at your org structure, and it is definitely getting more complex.  So I was trying to understand that in the context of this Black & Veatch study.

So back to the first question...

MR. JODOIN:  I think at a high level, essentially what the Black & Veatch study is intending to do is identify all of the corporate functions and services as outlined here, and through various mechanisms.

In some cases, there's a time study that looks at how specific groups spend their time over a four-week period. In other cases, there are specific cost drivers that allocate costs across the various entities.

An example there is the fixed assets team is allocated using the distribution of fixed assets in our actual results.

So essentially the way it works, is all of those costs are consolidated, and then we, in our system, apply the individual allocators by group, depending on the specific group, so that when costs are actually incurred, they're charged to the correct segment.

MS. ANDERSON:  Okay.  So I am still not clear which of these costs are actually in Hydro One Networks versus what are in Hydro One Inc.

And is that -- like, do you do the allocations from company to company first and then allocate it out, or is it just a direct allocation?

MR. JODOIN:  Sure.  I think at a high level, the way this table is outlined would be anything that's identified under Hydro One Inc. would sit out the consolidated level, or Hydro One Inc. or Limited.

All of the other costs would sit at Networks and then be distributed outwards.

MS. ANDERSON:  Okay.  Because there were a couple of things in particular that stood out to me in the list under operations that I kind of was wondering how they ended up being common corporate costs, such as distribution asset management is one category and transmission asset management is another category.

So can you explain to me how those are common corporate costs as opposed to direct allocation or a direct charging to one business?

MR. JODOIN:  I think that if we were to -- those are time study groups where Black & Veatch essentially came in, worked with those staff as to exactly how they spend their time.

Panel 1 could probably discuss the specific intricacies, but there were instances where some of those employees under distribution asset management may spend a little bit of their time in transmission.

So we ensure that, while most of their time is spent in distribution, they are a shared resource, and the time study results would appropriately allocate as to how they spend their time.

MS. ANDERSON:  So if we were to see the numbers something like asset management for transmission, I would expect to see a number pretty close to 100 percent?

MR. JODOIN:  Pretty close; that's right.

MS. ANDERSON:  Okay.  But it may not be 100 percent is what you're saying?

MR. JODOIN:  Off the top of my head I don't know the exact number, but it is very close; that's right.  And they're all housed under the same -- so Mr. Jesus leads under his function.  So it all rolls up into him.

So that's why it was considered a shared function, if that helps.

MS. ANDERSON:  Okay.  But -- thank you, because when I first read this table it to me -- because the title at the top was Hydro One Inc., I was thinking all of these were in Hydro One Inc., and then I realized, oh, it's just a title for that box.  Is that correct?

MR. JODOIN:  That is correct.  And we will definitely relay that to Black & Veatch to ensure there is no confusion in the future, but, yes, that's right.

MS. ANDERSON:  So it is really a mix of affiliate transactions and inter-company allocations.

MR. JODOIN:  Exactly; that's right.

MS. ANDERSON:  Okay.  The second Black & Veatch study is the capitalization one, and I believe, hopefully I have the reference right, C-08-02-01.

MR. JODOIN:  That is the right reference.

MS. ANDERSON:  All right.  So just before I get into questions on the capitalization, with panel 1 there was an Undertaking J4.7 in which we were going to get a list of ISDs from the previous proceeding and what the forecasts are for those ISDs in this proceeding.

And one of the questions I asked and I was told that you are the panel for it is that Mr. Spencer had said there's all sort of reasons why costs can change from one proceeding to another, and it could be change of scope, you know, he listed a whole number of things.

And I asked, could one of the differences be changes in burdens or overhead allocations?  And I don't mean just because the numbers have changed, but is there -- are there any changes in approach or methodologies or anything that could be leading to any differences between those earlier forecasts from the last proceeding and the forecasts now?

[Witness panel confers]

MR. CHHELAVDA:  So the methodology has remained unchanged.  So the only thing that can be different could be the application of that methodology or if certain cost elements would have changed significantly.  Otherwise the methodology hasn't changed.

MS. ANDERSON:  So there is not a significantly different -- a significant change in how perhaps common corporate costs or the amount of common corporate costs that are being allocated to capital from the last proceeding to now?

MR. CHHELAVDA:  The only thing that would have changed is because of the growth of the capital program.  You have more overhead being allocated to capital programs, yes.  While the rate is going down, the quantum is increasing.

MR. JODOIN:  And, sorry, just to add a little bit more to that, in that one of the other changes that would have happened relative to the last application, we have talked about it at length, it would be the quantum of corporate costs has gone down through the reduction exercise and keeping our corporate costs low.

So that is just to ensure the amount isn't being capitalized because it is not there any more.

MS. ANDERSON:  So the total amount being allocated would be less, but because the capital program has grown there could be larger dollars being allocated.

MR. JODOIN:  Exactly.

MS. ANDERSON:  And the two would have an offsetting effect.

MR. JODOIN:  That's right.

MS. ANDERSON:  Okay.  Thank you.  So just on this report from Black & Veatch, if you could just flip to the top of page 4.  And at the very top it says:

"Based on the work performed, Black & Veatch believes that Hydro One's implementation of the overhead capitalization rate methodology in computation of the transmission overhead cap rates for 2020 to 2022 are appropriate and conform to the OEB accepted methodology."

So the way I read this is that they believe that your implementation of the methodology is appropriate.  So what I didn't see in this report was their vetting the methodology against any new accounting standards or anything like that.  Did they do that?

And the reason I am asking is of course you are on U.S. GAAP, as we talked about, but accounting standards tend to evolve.  Am I correct that the methodology actually goes back to 2005?  So the work was probably done about 15 years ago.  Is that correct?  And has it been validated against accounting standards or appropriate approaches since then?  Or is it just an application of a methodology that the OEB previously approved?

[Witness panel confers]

MR. JODOIN:  So a couple of points then, confirmed this does date back to, I believe it is the 2006 transmission rates that was the first study point for Black & Veatch.

And we do not believe that in this application that they looked specifically at U.S. GAAP policy relative to rate-regulated accounting and they didn't make any sort of assessment on that basis in this review.

MS. ANDERSON:  Okay, thanks.  And that gets back to perhaps my earlier question about what is it you are relying upon that the OEB has previously approved, and sort of tying those two together for that undertaking.  That would be very helpful.  Thank you.

Oh, boy.  I am going to ask a tax question.

[Laughter]

MS. ANDERSON:  Accelerated investment initiative, AII.  So can we call up Exhibit J -- or, sorry, is it Exhibit J1.1 that it was called an undertaking?  That was your recent update?  And Table 1.

MR. JODOIN:  That is the correct reference, where we updated our revenue requirement at the outset of the application, yes, that's right.

MS. ANDERSON:  Great, thank you.  And we see in the middle of that table there's -- in 2020 there's the accelerated C.C.A. that is shown there and the adjustment was made of 23.6 million.  Correct?  So what I didn't see here are any words describing how this AII was taken into account, and I wasn't sure whether that -- I wouldn't be shocked that that came up in the technical conference, but I guess, in particular, and correct me if I am wrong trying to paraphrase a tax law, but since the end of 2018 investments in the year can take a 30 percent C.C.A. and then in years two, three, and four take 20 percent and then years five take 10 percent.

So the amounts for this AII change each year, and so I wasn't quite clear whether the adjustment for 2020 took into account the investments at the end of '18 and '19 and then how do you intend to deal with the evolving nature of this in the remaining part of the period, 2021 and '22?

MS. TRAN:  Okay.  So first maybe I can try to explain the rule and give you an overview of the rule.

So basically the rule says that to stimulate investment, the government introduced a new rule where -- this is the half-year rule for new addition in the years.   So any in-service add for the year, normally you get to take depreciation at half-year, half-year rule.

And under the AII, what they've done is they suspended the half-year rule and they allow you to take up to one and a half times regular rate.

So let's say your addition is a thousand dollars and the rate normally was 10 percent.  Normally, you to take 5 percent in year one.  But now, under the AII, in the year  -- in year of the in-service add, you are allowed to take one and a half times.  So you get to take $15 instead of $5.

Then after that, normal rules kick in where you get declining balance and you take normal rate -- like a normal depreciation rate after that.

So it is only applying on the first year of addition being placed into service.  That's where the acceleration happens.

MS. ANDERSON:  I thought I read somewhere about there being amounts in other years.  That's not --


MS. TRAN:  The amount in other years would be normal rule. So if the normal calls for 10 percent, so after year one then, you know, $85 gets depreciated at 10 percent thereafter. And then it just follows the normal course that you would normally apply to the rule.

So the incentive is just to allow you a one-time, first year addition being placed in-service, they allow you an accelerated depreciation.  But because Hydro One has a significant annual capital investment program, so that -- you get that effect every single year that we have new assets being placed in-service between now to 2028.

Therefore, every year we have new accelerated investment CCA that we're entitled to claim, right.

So for the $23.6 million that, amount represents the accelerated capital cost allowance that we're allowed to claim on new assets being placed into service for 2020.

MS. ANDERSON:  And what you're saying is because the program continues and you have a capital program in the subsequent years of about, well --


MS. TRAN:  Similar amount.

MS. ANDERSON:  A similar amount, that that still applies.  So you are you going to simply apply your price index to this revenue requirement.

Does that mean -- let me rephrase that.  The OEB set up a subaccount for tax purposes to record these.  So are you now saying you don't need to do that?

MS. TRAN:  For 2020 to 2022, the test year, we don't need to do that because we're accounting for it through revenue requirement reduction already, right.

But for 2019, we are setting up the amount in the variance account, 1592,that the OEB directed us to do so.

MS. ANDERSON:  Okay.  So are you asking for that account, subaccount to be closed after you have cleared the 19 amounts?

You can take that away and come back in your argument-in-chief, I guess, just to clarify.

MR. CHHELAVDA:  I believe the account of the tax rate changing -- we are not asking for that account to be closed.  It is open because --


MS. ANDERSON:  The main account would be.  This was a subaccount, I believe, of that for the AII.  Maybe I am wrong, but...

MS. TRAN:  That would make sense, because after that, because we take into account 2020 in subsequent years, there is no need for that technically.  So you are right.

MS. ANDERSON:  That is what I am trying to clarify.  So if that is something you want to make clear in an argument-in-chief, that would be helpful.

MR. STERNBERG:  Thank you.  We will certainly address that and make it clear in the AIC.

MS. ANDERSON:  So I think my last area.  Let's see.  And I think you may punt this to panel 4, but it has a mix of questions about regulatory accounts.  So I am flipping between Exhibit H-01-01 on regulatory accounts and F-08-04, the Z-factor.

Z-factor is mapped to panel 4, accounts is mapped to you.  I guess my question is I don't see an account in your list for extraordinary events.  And I see something in the Z-factor that says that you're not asking for a Z-factor.

And what I just wasn't clear of at this time or forever, or -- so do you assume that you have an account and in distribution, it's account 1572 -- I don't know what you use for transmission.

So I just want to -- I want to be clear on what the ask is around Z-factors, and that may be for panel 4.  But because it is an account that's not there, I just wanted to give heads-up.

MR. CHHELAVDA:  I think panel 4 could probably give more colour to this.  But it's at this time that we are not asking.

MS. ANDERSON:  It's at this time?  So if there was a major event, then you would -- and do we know what criteria you were looking at for that?  Again that is probably a panel 4, and I will follow up with them on that.

And thank you for indulging me by coming back after lunch.  I think that gets my questions.

DR. ELSAYED:  Thank you.  Dr. Dodds, any questions?

DR. DODDS:  Yes, thank you.  My questions are for you, Ms. Lila and Mr. Morris.

I noticed that Hydro One has made great strides in getting close to the P50 compensation median set in the Mercer report.  And you did mention, though, that it would be very difficult, almost impossible to get any closer, because of union negotiations and union agreements.  Is that correct?

MS. LILA:  I would say at this time, you know, given the amount of time we have had, our approach has always been to continuously make improvements.  We certainly understand the OEB, and frankly our customers concerns around costs, and have tried to make incremental changes in respect to our represented unions.

And just recognizing the fact that we are 90 percent unionized, we've certainly made great strides in respect of our pension, increasing the amount of costs that employees are sharing in that, in terms of how much contributions that they're paying has pretty much doubled since the time of 2013 and really very close to 50-50, you will see that in the updated pension charts that we provide.

You know, keeping our basin creases below CPI or below market, which is atypical I would say, is another big move that we have made in respect to our unions and I think we have taken a lot of measured approaches with respect to our management employees.

We have benchmarked to P50.  We have taken a segmented salary structure approach, which means that we've benchmarked operations roles that require transmission, distribution experience to other utilities, and then roles that don't require that, like my own, to any broad number of organizations because we know that utility organizations carry higher compensation.

So that also, in effect, reduces the opportunity for people hike myself, in terms of our pay opportunity to keep them where they should be, where we source talent from.  And creating a pay-for-performance culture is another one that we have done that from a management perspective, that really underpins our culture as an organization continuously striving to provide a performance-based culture, we're striving for targets that are, you know, important to our stakeholders, such as the OEB, our customers, our shareholders.

And I suppose you can also look at things that we have done in respect of our rates, in terms of, you know, taking out 7 percent from corporate common costs for vacancies, taking out things and focusing on productivity.  We talked about at length -- my colleagues have talked at length about productivity and those things are all driven by our employees.

DR. DODDS:  I wasn't questioning your motivation.  I was questioning, though, the fact that you did -- you seem quite impassioned about the fact that it was very, very difficult because -- I haven't got your testimony word-for-word, but it would be very difficult and almost shouldn't be expected -- that you couldn't reach the 50 percent because of the fact that you have to deal with represented workers.

MS. LILA:  It is a reality of our --


DR. DODDS:  I accept that.  I am not criticizing it, but I have a question.  One, in this period between 2020 and 2022, the three years, are there any contracts coming due and are going to be settled in that time period?

MS. LILA:  There will be.

DR. DODDS:  You made assumptions in your revenue requirements of what those settlements will be?

MS. LILA:  You are correct.

DR. DODDS:  But you are not going to divulge those for strategic reasons, I would suspect, or did you say how much you thought it would be?

MS. LILA:  The assumptions in our requirements are available.

DR. DODDS:  They were available.

MS. LILA:  They are available.  That doesn't necessarily mean that that is how we are going to negotiate.  It is not indicative of how we would negotiate.

DR. DODDS:  Generally, you would set something and hope you get lower?

[Laughter]

DR. DODDS:  Leading question.  But your P50 is based on a 2017 survey by Mercer.  And in this period between 2020 and 2023, would there be another base line set?  Is there another report that Mercer would do, say, for 2020, that being the case, of course the median would be higher and you might be closer to achieving your goal of, you know, closing that 12 percent differential.

MR. MORRIS:  I am happy to do another study.

[Laughter]

MR. MORRIS:  So it's a --


DR. DODDS:  Is one planned?  What is the general term, for every five years?  Because things change quickly, would you have one every three years?

[Witness panel confers]

MS. LILA:  We do regular compensation studies with Willis Towers Watson on a, you know, regular basis, annual, biannual, and the Mercer study is largely as a continuity of trending in respect of our applications for the OEB.

And so, you know, we haven't discussed exactly the timing, but it likely would be around 2020 or 2021 as we come up --


DR. DODDS:  In anticipation of a combined rate application?

MS. LILA:  That is correct.

DR. DODDS:  Okay.  Just switching gears a little bit here, probably to Mr. Jodoin.  There was a lot of discussion with Mr. Rubenstein about productivity and hypotheticals.  I will give you a hypothetical.  Like, in all of your capital spending they're all discrete projects over four categories.

And I understand from panel 1 that you do certain class of cost estimating based on a certain standard, class 4, class 3, maybe even as low as class 2, but each of those has a band, of course, of reliability.

And let's just say you have a typical project, you have your monthly meeting, and you have a project that there's been engineering drawings produced, construction drawings produced, stamped, you use your own forces, because 90 percent of your work is with your own forces, you are building it.  And like all projects you find a change condition.

Now that project that you have designed, got construction drawings produced, and you are busy building is going to cost $2 million more.  It costs that.

Now, your engineers and you get together and get to be very innovative and bright and they come up with different ways to actually construct and achieve the same end product that you are only going to be overrun by a million dollars instead of $2 million.  Is that overrun saving a productivity gain?

MR. JODOIN:  Taken at a high-level example, if we were to analyze that specific circumstance we would not quantify that as a productivity gain.  But what we would hope to gain out of that review is perhaps whatever it was that that employee came up with is something that we could package and use on a go-forward basis on other projects to bring our costs down lower, and assuming there was a way we could create a base line on that particular activity and assess it, going forward we would hope to achieve productivity as a result of the initiative.

DR. DODDS:  But that wouldn't be something that is credited to the productivity for this hearing?  Because you have certain amounts that you set in there, so many millions per year in productivity.

Those circumstances wouldn't account for achieving that productivity?

MR. JODOIN:  In the specific example where we have
a -- we have something that is costing more on a project basis than originally anticipated, no.  We wouldn't be delivering -- we won't be delivering an output at a lower cost.  Therefore, that project specifically would not be productive, therefore it wouldn't be classified as productivity.

I don't know if you want to add anything to that answer.

MR. BERARDI:  Just to add to that, is that in that scenario that you described is that if there's a new work method that will benefit future projects, we would classify that for the future as productivity.

DR. DODDS:  But not for this particular --


MR. BERARDI:  Not for that very specific example in that year.

DR. DODDS:  Because, you know, I submit that, you know, based on the class 4 and class 3 cost estimates and life being life, you're going to run into a situation more likely that you are going to be fighting against cost overruns than cost underruns.  I am probably being a little bit presumptive here, but that is just how life goes in the construction industry.

MR. BERARDI:  As you know, it is very complex when you look at refurbishment projects.  It is, you know, cost, schedule, and scope.

So any one of those variables could actually influence those cost increases or decreases in some cases.

DR. DODDS:  Yes, thank you.

DR. ELSAYED:  Thank you.  I just have a couple of questions, mostly related to the performance incentive plans that you have.

Do you have both short-term incentive and long-term incentive plans?

MS. LILA:  Yes, yes, we do.

DR. ELSAYED:  Can you just explain, briefly, how they work?

MS. LILA:  Yes.  So we have both a short-term and a long-term incentive plan.  Both of these plans are applicable to our management population.

The short-term incentive plan is meant -- both plans are meant to align to a longer-term sort of strategic view of where we want to make improvements incrementally.

What you track at the organizational level tends to be very significant key KPIs for the organization that measure outcomes.

You may have other things that are cascaded into divisional or individual scorecards that may be more forward-looking or measures that would track leading indicators, perhaps.

And so for Hydro One's short- and long-term incentive programs, the long-term incentive -- sorry, short-term incentive programs has measured that we have seen on our team scorecard which we could call up if that is helpful.

And that covers, you know, items around health and safety, because it is very important to us in respect of how we ensure the health and safety of our employees; work program, which covers in-service additions for both transmission and distribution; as well as reliability, all of which are very important to us as an organization.  Net income and productivity is also tracked, as well as customer measures.

And so the tracking of those on the corporate scorecard provides a way for us to incentivize our employees to achieve those, and they're measurement levels based on threshold target and exceeds.  And so those levels would correspond to payout levels, which incentivize management to perform a target or exceed that based on our targets.

And so a portion of every person's, who is eligible, would be the team scorecard, and then another portion would be the individual component, and that varies leading up to the organization.

So at a higher level in the organization it is more weighted on the corporate or team scorecard and lesser on the individual.

So each level in the organization has predetermined target values for short-term incentive, and those are aligned with market.  In our benchmarking studies we do those studies to ensure they're in line with market.

And that's the -- how we structure our short-term incentive.  The long-term incentive is focused on providing long-term value creation and really focuses more on financial measures and is intended to be a retention tool, because payouts don't occur until three years after they're granted.

Historically speaking, we've leveraged equity for our payments.  However, under the Hydro One Accountability Act we're no longer able to have compensation elements that have upside.  Equity would be tied to share price appreciation and accrued dividends, so we're no longer able to offer that on a go-forward basis because it has upside, and so therefore we have now opted to have a cash long-term incentive plan, which is very similar in mechanism and design to short-term incentive, in that it is just a fixed amount that may vary.

Just to be clear, the threshold target and exceeds associated with between 50 and 150 percent payout, there is always -- if we were below the threshold there would be no payout in any of these cases.

And so -- and the other thing that we change in respect of the new executive compensation framework and the Hydro One Accountability Act is we reduced the maximum payout level from 200 to 150, which I pointed out earlier, because it provided too much of an upside in that regard and we weren't able to have that kind of higher compensation for certain levels than others.

Right at the top of the house that's actually been reduced to just 100 percent for our CEO and our executive vice-president levels.

So just a long-term incentive has financial measures.  It has two key elements.  One is earnings per share and the other is productivity.  So it can again tie to trying to find efficiencies.

So as an organization, we're incentivized, even on a long term basis, to ensure we have those productivity savings for the organization on a go-forward basis.

DR. ELSAYED:  So both short term and long term are available to all management staff?

MS. LILA:  No.  So the short term incentive is available to all levels.  The long term incentive is only available for director and above levels.  That's intended as a retention tool, especially since we have more recently moved to a defined contribution plan for new hires, that doesn't necessarily offer as much of a retentive tool as a defined benefit pension plan would have historically.

So in lieu of that, we're now offering this type of compensation, which at least secures someone's retention, we hope, for a period of time.

DR. ELSAYED:  So for those who have both, there's not probably a big component, if any, of personal deliverables?

MS. LILA:  Short term incentives certainly has --


DR. ELSAYED:  I meant the percentage for those who have long term -- like director and above, what is the breakdown of personal, corporate, like short term and long term?

MS. LILA:  So the long term incentive has corporate level objectives.  It does not have an individual component to it.

DR. ELSAYED:  No, I understand.  Of the total compensation for a director level, let's say...

MS. LILA:  It would be similar, in terms of the portion of compensation associated with the short term incentive and long-term incentive, very similar in terms of percentage, something like 20 percent.

DR. ELSAYED:  The levels below that -- like maybe I misunderstood what you said earlier.  For every employee there are personal deliverables at the personal level for their job.  And then there are short term incentives which are tied to corporate performance?

MS. LILA:  I think it would be --


DR. ELSAYED:  Long term incentives.

MS. LILA:  Maybe we could call up the -- in CME 43, we have the guide for STIP as an attachment.  This might be helpful just for you to see the visual.

DR. ELSAYED:  Sure.

MS. LILA:  I think this really helps to explain how the program works.  I think your question was what proportion is individual STIP based on the level.  So if you turn to the next page, the percentages are there.  So here you can see for the lower levels in management, it is split 50-50.  And then for up to director, it is a 70-30 split.

DR. ELSAYED:  And then that chart does not show -- or what is the long term incentive on this chart?

MS. LILA:  Long term incentive is a separate program.

DR. ELSAYED:  It's a separate process for directors and above?

MS. LILA:  For directors and above only, yes.

DR. ELSAYED:  Earlier in the proceeding, somebody mentioned something about 96 percent of management staff receiving incentive payments in 2018.  Is that...

MS. LILA:  It would have been in respect of the short term incentive, but would not have been inclusive of anyone who was no longer with the organization due to performance issues.

DR. ELSAYED:  Understood.  But generally, it is -- how long have you had this incentive program?

MS. LILA:  So we have had a short term incentive program for a very long time.  This particular program was refreshed in 2016.

DR. ELSAYED:  So has it been the experience that pretty much everybody -- other than very extreme cases -- receives some level of payment for performance?

MS. LILA:  I would say generally, and I think that's the design principle of an incentive plan.  There is variability between someone who is, you know, a lower level performer versus someone who is a very high performer.

So there is variability in what people's payout levels are in respect to those, and that's usually tied to the individual component.

DR. ELSAYED:  And how does the design of that program compare to other companies?

MR. MORRIS:  I mean, it is a very similar design to what I would see in other organizations.

The metrics are clearly defined and measurable.  I think the fact that there is a minimum, a threshold, a target -- sorry, threshold, target and maximum defined, so you can actually scale the outcomes is good.  It is not a purely discretionary plan.

You know, many plans have an element that is tied to individual performance.  Quite often it is related to individual scorecards, and it's typical that the very lowest rating, somebody who fails to, you know, meet expectations, would get no incentive payment for either individual or corporate.  Presumably they didn't contribute to corporate success, if they were weak performers.

And then there tends to be a bit of a cliff.  So if you achieve the threshold level of performance, you jump up to 50 percent of your target incentive, the maximum being 150 percent.

So there is room to create a significant amount of differentiation in terms of the incentive plans.

I think companies like to have short term plans.  One, it helps communicate directly to people what's important in the organization.  It is particularly helpful if they're cascaded appropriately so they're very aligned with what the corporation is trying to achieve.

Another thing that is attractive about them is the fact it's a way to have compensation costs adjust with organizational performance.

So if the company fails to perform well, all the compensation costs drop because there's a significant element that's based on how the company did.

And the advantage of that is that in the absence of a mechanism like this, really your choice would be -- if everybody was just paid straight salary, the only way to reduce cost in the face of diminishing business performance would be to actually lay people off, which is unattractive from a talent retention perspective, obviously.

So it's a fairly -- I mean, it is quite a common design.  I would also say, you know, without having studied it in any detail, the target percentages seem to align with my understanding of market, and so it's a pretty typical plan.

MS. LILA:  If I may just clarify, and just add a few pieces to my earlier statement?

DR. ELSAYED:  Sure.

MS. LILA:  The actual targets for the team scorecard go through a process of establishing, and there is a process where they go to the human resources committee of the Board for review before approval by the board of directors of Hydro One.

And there have been cases in the past where the Hydro One human resources committee of the board has asked us to further refine our targets, to ensure they have further stretch than what we have established, so just from a governance perspective.  And we also review this scorecard with our leadership team on a monthly basis, and the human resources committee of the board on a quarterly basis.

And then at the end of the year, there's an approval process for management to make an explanation of how our performance has been, and the human resources committee of the board to review that, and the board of directors to approve. And there is always a discretion that they can lower or change as per their thoughts.

In addition, we also have our audit function that does independent review of the results to ensure the difficult
-- the completion, or make sure that the results are as they were, and that is a separate report that goes to the audit committee of the Hydro One board.

And just one other piece on performance is, you know, we go through a very stringent process of ensuring that we have differentiated performance at the individual level, to make sure that there is a -- it follows very closely to a bell curve, much to the dismay of some of my colleagues here who often challenge me on that -- because they want to make sure we don't have everyone in the exceeds category, so we have a balance and make sure we have differentiated performance, based on how we calibrate our conversations at every level in the organization to ensure that we have the same understanding of what performance levels are, and how people perform relative to one another.

So very lengthy process and very, I would say, strong governance.

DR. ELSAYED:  Just one last question.  What kind of dollars are we talking about that you allocate for those performance payments?

[Witness panel confers]

DR. ELSAYED:  Just a rough figure.  I don't know if...

[Witness panel confers]

MR. CHHELAVDA:  So the amount that was actually allocated to Hydro One Networks in 2018 I believe was somewhere in the range of $16 million just for the short-term incentive component.

DR. ELSAYED:  Hydro One Networks?  Okay.  And that's just, sorry, for the short-term --


MR. CHHELAVDA:  Short-term, correct.

DR. ELSAYED:  -- incentive?  Okay.

MR. CHHELAVDA:  So that was a payout, and I believe the scorecard was above target, hence it was that number.  If it was at target it would have been, I suspect, a few million dollars lower.

DR. ELSAYED:  And you're already at a stage now where the long-term incentive kicked in already, so it is every year now we do have the two components?  Is that correct?

MS. LILA:  There was, yes, so the first long-term incentive grant was established in 2016, and we had our first payment of that in 2019.  So, yes, we are in a cycle where those are now occurring, but it depends on who would have received a grant in the first year.

DR. ELSAYED:  So you do have an amount budgeted for each of the test years for both short-term and long-term --


MS. LILA:  Correct.  And that is reflected in our compensation table.  But the other piece to remember about these programs is, the compensation elements for -- at different levels increases, so at the higher levels of the organization which we've removed, that is where they would have had the most of these kind of components.

DR. ELSAYED:  Okay.  These are all of my questions.  I would just like to take this opportunity to thank this panel very much for your time, and perhaps we will just take a couple of minutes to switch panels and then we will proceed with panel 3.  Thank you again.

[Pause in proceedings]


DR. ELSAYED:  If we're ready I would just like to welcome panel 3, and perhaps, Mr. Sternberg, again, if you want to just introduce them by name we will have them affirmed and then you can do your direct.

MR. STERNBERG:  Yes.  Thank you.

So we have panel 3, the customer engagement panel.  At the far end, the north end, I guess, of the table we have Derek Chum, next to him in the middle is Spencer Gill, and then next to him is Greg Lyle.

DR. ELSAYED:  Thank you.
HYDRO ONE NETWORKS INC. - PANEL 3
Spencer Gill,
Greg Lyle,
Derek Chum; Affirmed.

DR. DODDS:  Thank you.
Examination-In-Chief by Mr. Sternberg:

MR. STERNBERG:  Thank you.  In light of the overview evidence presentation you heard at the outset my examination-in-chief will be very brief, merely to essentially introduce the panel to you.

And I will start with Mr. Chum.  I understand that you are vice-president, Indigenous relations?

MR. CHUM:  Yes.

MR. STERNBERG:  Please briefly describe your area of responsibility in connection with this application.

MR. CHUM:  Well, for this application, my role was on the Indigenous engagement piece for the transmission customer engagement.

MR. STERNBERG:  And the written evidence that pertains to your area of responsibility in this application, do you adopt it as your evidence at this hearing?

MR. CHUM:  I do.

MR. STERNBERG:  Next, Mr. Gill.  I understand you are strategic advisor to the president and until very recently you were director of large customer accounts?

MR. GILL:  That's correct.

MR. STERNBERG:  Can you please briefly describe your area of responsibility in connection with this application?

MR. GILL:  At the time I was responsible for all of our largest customers in the province and I was directly working on all of our customer engagement activities.

MR. STERNBERG:  The written evidence that pertains to your area of responsibility in this application, do you adopt it as your evidence at this hearing?

MR. GILL:  Yes, I do.

MR. STERNBERG:  And lastly, Mr. Lyle, I understand you are a principal of Innovative Research Group?

MR. LYLE:  Yes.

MR. STERNBERG:  The -- we have a report that is Exhibit B-1-1, section 1.3, attachment 1.  That report is a July 2017 report entitled "Hydro One Transmission Customer Engagement" by Innovative.  Is that your report in this matter?

MR. LYLE:  Yes.

MR. STERNBERG:  Does it set out the customer engagement activities and findings in connection with this application?

MR. LYLE:  The part that we dealt with, so Hydro One does other customer engagement as well.

MR. STERNBERG:  And that report that sets out your piece of the customer engagement, do you adopt it as your evidence at this hearing?

MR. LYLE:  I do.

MR. STERNBERG:  That covers my examination-in-chief, and we're ready to turn it over to other parties for their questioning.

DR. ELSAYED:  Thank you.

Mr. Rubenstein, I think you are next.

MR. RUBENSTEIN:  Thank you very much.  Panel, I have a compendium of documents.

MR. SIDLOFSKY:  And panel, we have ensured that there are copies on the dais.  I marked Mr. Rubenstein's compendium as Exhibit K6.4.
EXHIBIT NO. K6.4:  SEC CROSS-EXAMINATION COMPENDIUM FOR PANEL 3.

Cross-Examination by Mr. Rubenstein:


MR. RUBENSTEIN:  Let me start with understanding the purpose of the customer engagement exercise that you did, specifically the Innovative Research survey that was undertaken with Hydro One's customers.

As I take it, that it was primarily driven at helping to inform the capital plan.  Is that correct?

MR. LYLE:  Yes.  On page 2 of the actual survey instrument, the online workbook, we lay out the three questions that the consultation was focused on:  What outcomes should Hydro One focus on as it decides which investments come first?  How should Hydro One pace its investments in the transmission system over the long run?  And what is the preferred balance between reliability and the amount that customers are willing to pay?

MR. RUBENSTEIN:  And I took it from the panel 1 discussion I had with Mr. Jesus and others that the capital plan that Hydro One ultimately proposed in this application that's before the Board is ultimately -- consists -- I think there were different words used, but it is consistent or that it is -- meets the expectations of your customers as set out in that engagement report.  Is that a fair comment?

MR. GILL:  It's on.  So can you just repeat the question again for me?


MR. RUBENSTEIN:  I took from panel 1, my discussion with Mr. Jesus and others, that the capital plan that is before this Board, that ultimately you have presented is -- there were different language used, but it is consistent --I think you used the word consistent -- with the customer engagement, or it is in line with the customer engagement that you undertook, or Mr. Lyle undertook in his customer engagement activities.  Correct?


MR. GILL:  So I would say that it is informed by it.  There are many as aspects of customer engagement that go beyond Mr. Lyle's survey that informed the overall plan itself.


MR. RUBENSTEIN:  And if we go K1.1, this is the presentation where we started off on day one.  Do you have a copy of that handy?


We see at page 15, or slide 15 of that survey -- of the K1.1, we see here customers preferred scenario C, maintained investment.  Do you see that?


MR. LYLE:  Yes.


MR. RUBENSTEIN:  Then on the next slide, we have a chart that is showing scenario C and the proposed plan, and the word aligned and there is check marks on all of those boxes, correct?


MR. GILL:  Yes.


MR. RUBENSTEIN:  And I would assume that if ultimately they didn't align, or that the customers came back with different scenarios or very different views, there would have been some change in the proposals.  Correct?


MR. GILL:  Ultimately our investment plans get approved by our board of directors, and so they are informed certainly by what our customers' needs are through this survey, but also other work that we do through ongoing engagement, plus also the needs of end use customers as well and the prevailing -- the prevailing concern around rates in the province was there.


I can draw your attention to a point in the evidence where we're clear on that point.


MR. RUBENSTEIN:  Sorry, my question was a little different.  We will get to that.


My question was: I would assume that if the customers from your engagement activities came back with something different than scenario C -- scenario A was the average, or B -- this would have obviously impacted the plan you are presenting before the Board in some sense.


I am not asking you to quantify that, just directionally.


MR. GILL:  It certainly would have informed our final plan.


MR. RUBENSTEIN:  And I took away from the -- maybe -- I took away from the panel 1 conversation that was had was that the increased reliability was seen as the top priority from Hydro One's customers.  Is that correct?


MR. GILL:  So the respondents to the survey absolutely put reliability at the top.


MR. RUBENSTEIN:  And the converse then is if the top
-- if reliability is the number one concern, costs is somewhere below number one.  Correct?


MR. LYLE:  No.  So the questions that we asked on priority were related to that first objective that I mentioned when we were looking at the survey on page 2, which is which investments should get priority.


So that was -- when we were asking about those outcomes, we were asking about what criteria do we use to pick between priorities.


The question of what the total amount of spending should be, how much we can afford, that's dealing in the third part of the survey.  There was an opportunity if people wanted to raise it as a criteria.


But really the exercise had three components to it.  The first component was what is the stack of investments we might make. So the start of the survey has an open-ended question to probe whether or not there are things that would have been on customers' minds that had not been -- that managers had not been aware of.


The second stage is to say, okay, as we look at all of these potential investments, what are the outcomes that we should prioritize among those investments.


Then the third level is, okay, how far into the stack do we go?  Where is the -- because as we invest in investments, we get better outcomes, but we have increased costs.  If we pull back on investments, we get worse outcomes, but we get lower costs in terms of that balance.


So that third section is where we deal with cost, as a trade-off to the other outcomes.


MR. RUBENSTEIN:  So if we go to page -- sorry, I just want to make sure it is in my compendium versus the report itself.  If we go to page, for example, 22 of the compendium...


MR. LYLE:  Of the compendium, right?


MR. RUBENSTEIN:  Yes.  So in this question what you asked was:  "How important an outcome is," and then you provided seven different ones and then you asked them to rate them from 1 to 10, correct?  That is how this worked?


MR. LYLE:  That's correct.


MR. RUBENSTEIN:  It didn't say how important is an outcome -- sorry.  One of them that you did not provide was costs, correct?  You didn't say and outcome...

MR. GILL:  Right, because it is not a criteria that investments are rated on.  It determines the total envelope of the investments that are going to be funded.


MR. RUBENSTEIN:  And so as I understood from the engagement, from later on you asked them to then -- we will get to the details.  But before you provided different scenarios that had cost outcomes and you asked them to rate based on that, correct?


MR. LYLE:  Correct.


MR. RUBENSTEIN:  They he picked investment option number C?


MR. LYLE:  Right -- well, they were all over the distribution.  That was just the most common.


MR. RUBENSTEIN:  That was the most common.  I think it actually I think it was the average.


MR. LYLE:  The average is around ten.


MR. RUBENSTEIN:  All right.  My understanding is who was part of the engagement was Hydro One's customers.  So that's local distribution companies, that is generators, and that is a set of large directly connected customers.  Correct?


MR. LYLE:  Correct.


MR. RUBENSTEIN:  I forget exactly how many -- there's something like 70 or 80 -- how many directly connected customers do you have?


MR. GILL:  Eighty-four.


MR. RUBENSTEIN:  If we go to page 40, maybe we can take a look at that, and just go to that chart.  This is the table of the -- a summary of the illustrative scenarios, and you asked them underneath to essentially place where they want on the spectrum, correct?


MR. LYLE:  Correct.


MR. RUBENSTEIN:  And so we asked you on page 41, what percentage of the proposed revenue requirement is expected to be recovered from, one, LDCs, two, transmission connected end use customers and, three, generator and four others.  Do you see that, part A?


MR. GILL:  Yes.


MR. RUBENSTEIN:  As I see the response, 92 percent of the rates revenue requirement will be recovered from LDCs.  Correct?


MR. GILL:  That's correct.


MR. RUBENSTEIN:  So what that means to me as I understand it is 92 percent of the revenue requirement that ultimately you're seeking to recover in this case are coming from the local distribution companies.  Correct?


MR. GILL:  That's correct.


MR. RUBENSTEIN:  And as I understand local, distribution companies pass on the transmission rates to their end use customers, residential, commercial, industrial, large customers, correct?


MR. GILL:  That's correct.


MR. RUBENSTEIN:  And so the only segment of the revenue requirement that was reflected in the survey, in terms of customers actually having to pay the bills at the end of the day, are then 8 percent, correct?


MR. GILL:  I suppose if what you're saying is of our customer group, the LDCs would be one of them, and they do incur the cost and they have to -- they do pass that cost through and they do justify those costs to their customers, so they all pay with the exception of generators.


MR. RUBENSTEIN:  So if 92 percent of the revenue requirement coming from LDCs who ultimately don't pay the costs, the universe of that is 8 percent are coming from sources that you did survey, that do -- or representative by those who undertook part of the survey.  Correct?


MR. GILL:  With the exception that on page -- and I will refer back to our evidence, which is on page -- I shall cite it first here.  So it is Exhibit B-1-1, section 1.3, attachment 1 to the Innovative report, page -- what's it say?  It is the survey itself.  It's on page 96.

And so we gave specific instruction to LDCs -- it's at the bottom of page 96 of 144 -- where:

"As a local distributor please respond to the questions in this survey with your customers in mind.  Your feedback should be made with consideration to your customers' needs."

So we sought to have their customers' needs reflected in their responses.

MR. RUBENSTEIN:  I understand that.  But just to be clear, ultimately they don't pay their costs.  So back to my original question, as I understand them, the only segments who represent a grouping of customers who actually pay the rates that you are seeking approval for would be at the very most 82 percent -- sorry 8 percent.  Correct?

MR. GILL:  I would say that in terms of the information that came back, we asked LDCs to represent their customers.  So that would come through through their customers, not only through this survey here, but through other ongoing customer engagement as well.

MR. RUBENSTEIN:  Sorry.  You are not answering the question.  I understand that you asked them to represent the customers.

MR. GILL:  Okay.

MR. RUBENSTEIN:  Let's put that aside for a minute.  We're talking about segments of grouping of individuals who are represented in the Innovative survey.

If 92 percent of your revenue requirement is passed through to LDCs and we agree they don't pay -- they don't actually pay the costs, the inverse of that is that only 8 percent of the revenue requirement is reflective of -- the views of customers who actually pay the end use is reflective in the Innovative survey.

MR. GILL:  I guess what I am struggling with, we have large end-use customers who also pass along the cost of their power to their end-use customers as well.

So LDCs do in fact pay the bill to us and they pass the cost along, similar to all of our other large end-use customers.  It often gets passed down.

MR. RUBENSTEIN:  So are there other large-use customers who pass on -- can you give me an example what you mean by that?

MR. GILL:  Suncor, I am sure they pass along the cost of their electricity in their gasoline that we pay for.  Like, it does get passed through.

MR. RUBENSTEIN:  In the ultimate product they pay for, correct?

MR. GILL:  Hmm-hmm.

MR. RUBENSTEIN:  I am talking about, you're aware that how the system works in Ontario is transmission -- the transmission rates while they're connected to the LDC is entirely a flow-through to their bill.

MR. GILL:  What gets approved, yes, yes.

MR. RUBENSTEIN:  And so if we can go to page 2 of the compendium.  This is from the previous transmission decision.  And this starts with the customer engagement and reliability risk model.  Do you see that part on page 2?

MR. GILL:  Yes.

MR. RUBENSTEIN:  If we can go over page 6.  Under the "findings".  I am going down until the last paragraph on that page.  I says:

"The selection of the participants was a topic of discussion throughout this proceeding, particularly the lack of First Nations, as well as direct or indirect input from customers of LDC representatives.  Regarding First Nations input, Hydro One indicated that a number of First Nations did participate in the current proceeding, the Anwaatin First Nations.  First Nations would be invited to participate in future engagement processes.  Regarding LDC end-use customers, who represent 92 percent of Hydro One's revenue, a number of suggestions were made to get their feedback in a practical fashion since direct involvement of those customers in Hydro One's engagement process is obviously impractical and does not fall within Hydro One's direct accountability.  Suggestions included Hydro One seeking input from LDC participants about the relevant outcomes of their customer engagement activities."

Do you see that?

MR. GILL:  I do.

MR. RUBENSTEIN:  As I understood what you actually did -- and it is a comment you made earlier on -- is you -- what you actually did with respect to engaging end-use customers in the engagement process, what Innovative did is you asked them, represent your customers' interests when you provide us your views.  Is that my understanding?

MR. GILL:  So we asked LDCs to represent their customers in advance of the Board's decision here.  So with respect to the timing of the survey itself and that question, that occurred in May of 2017, and I think the Board's decision came out in the fall.  So there is a timing issue there.

MR. LYLE:  So just to be clear, that decision was not in our hands when we undertook the engagement.  The engagement happened before the decision.

MR. RUBENSTEIN:  And so then --


MR. LYLE:  So those findings weren't available to us at that time.

MR. RUBENSTEIN:  And as I understand it then you didn't do a further engagement to take into account the findings, correct?

MR. GILL:  We relied upon our ongoing engagement.  We followed the Board's specific instructions to discuss with LDCs practical ways to seek input from their end-use customers, so we did do that.

MR. RUBENSTEIN:  If we go to page 26 of the compendium, this is from the survey.  You asked LDCs, on the second question:

"Were your responses to this survey informed by your own customer engagement activities for the purposes of a rate application, or by any other customer research?"

Do you see that?

MR. GILL:  Yes.

MR. RUBENSTEIN:  And admittedly, most of them said they weren't.  They were being honest.

MR. LYLE:  No, no.  So we were aware of the hearing that had occurred earlier where there had been comments about, did you ask the distributors for their research.

We've done a lot of that research and have had -- someone else has put that forward in their own compendium.

In that research that we have been doing we have said to distributors -- well, what distributors have done in the ones that we have done, as I said, this is the piece of the pie that we are responsible for.  We're going to ask you about this piece of the pie and not any other piece of the pie.

And so one of the things that we were curious about is if the finding developed as it did, where one of the things on the finding is ask distributors about their research, it would be interesting to know in this engagement how much research was available.

But that is not the same thing as if we go back to the start of that workbook and we look at what the -- what we asked them to do, is wee said as a distributor please respond to the questions in the survey with your customers' needs in mind.

What we didn't ask them then was, did you in fact do that?  What we asked instead was, have you done any research on transmission issues?

So I was actually not sure that any would have done any research on transmission issues, because their engagements for rates are focused on distribution costs normally.

But it turns out that some of them feel they have done some research, which will inform the next round of engagement that we do.  So I just want to be clear.

It is not asking, did you think about your customers when you filled this in?  It is asking, did you do any engagement on transmission issues, right, on the issues we have just been talking about?  So just so we're clear on what the question actually shows.

MR. RUBENSTEIN:  And if we turn to page 44, or page 42, this is your customer engagement -- Hydro One's customer engagement from the distribution case, page 42.  Am I correct?

MR. GILL:  Yes, I see it.

MR. RUBENSTEIN:  I am just confirming that is what it is.  This is the report from --


MR. GILL:  So this would be IPSOS report, I think, that happened in 2016, maybe.

MR. RUBENSTEIN:  If we go to page 44, we see "customers' priorities for residential".  Number one is "keeping costs as low as possible".  Do you see that?

MR. GILL:  I do.

MR. RUBENSTEIN:  If we flip to the next page, this is based on the workbook.  It is also "keeping costs as low as possible", correct?

MR. GILL:  I also see that.

MR. RUBENSTEIN:  If we flip to the next page we have "small businesses.  How can Hydro One improve services?  Price, cost rates, number one".  Do you see that?

MR. GILL:  I do.

MR. RUBENSTEIN:  If you flip to the next page on different wording, but "customer priorities, keeping costs as low as possible"?

MR. GILL:  I see that as well.

MR. RUBENSTEIN:  And flip to the next page, similar, "keeping costs as low as possible".  Do you see that?

MR. GILL:  I do see that.

MR. RUBENSTEIN:  On the next page, "First Nations, keeping costs as low as possible".  Do you see that?

MR. GILL:  I see that.

MR. RUBENSTEIN:  Flip to the next page.  We have the three -- we have the combined grouping of LDA, LDC/GD, and CI, it's "keeping costs as low as possible"?

MR. GILL:  I see that.

MR. RUBENSTEIN:  And if we go to individuals -- I am correct LDA is large distribution accounts?

MR. GILL:  That's correct.

MR. RUBENSTEIN:  Keeping costs as low as possible is their number-one thing, correct?

MR. GILL:  Correct.

MR. RUBENSTEIN:  And LDC/DG, it is not -- those are, I guess, embedded LDCs, correct?  That is what that is referring to?

MR. GILL:  That's correct.  Those would be embedded LDCs and distributed generators.

MR. RUBENSTEIN:  They're obviously different and that is what we get from the Innovative report, correct.

MR. GILL:  It's different, yes.

MR. RUBENSTEIN:  But for C and I customers, it is keeping costs as low as possible, correct?

MR. GILL:  That's correct.

MR. RUBENSTEIN:  Mr. Lyle, I have seen you in a number of proceedings recently.  You have also done engagement activities at the distribution rates for customers, correct?

MR. LYLE:  Yes.

MR. RUBENSTEIN:  If we go to page 52, this is something from a recent Alectra proceeding, correct?  This is a summary of a telephone survey that I believe Innovative did?

MR. LYLE:  Yes.  It is a dashboard showing the results across all of the regions.

MR. RUBENSTEIN:  If we look at the second section, where it says, "Overall, what outcomes do customers prioritize?"  And then the headings are split into residential, small business, mid market and large use.

For all but large use customers, price is number one and reliability is number two, correct?

MR. LYLE:  Well, it's good that you have the whole page because in actual fact, we look at price five different ways when we're doing distribution surveys.

So one that we do is say, what is the -- are there anything that the distributor can do to improve its service to you.  And very often, you will get, say, 30 percent saying, price.

Then we will ask people how important are each of the following outcomes, and very often you will have price in there.  And you will see that price is very typically up there in what's -- later on, we have someone submitted a Toronto Hydro report.

Then in the Toronto Hydro report, you will see all of the outcomes ranked and when they are rated, when they're all rated together, price is one of the top three.

When we say which of these is most important, more people pick price than anything else.  But more people pick other things than price.

And then when we say, okay, would you be willing to pay more to get this particular project built, they will typically say yes, I will pay more to build that project.

And then when we say overall, when you think of the costs of all of these projects, are you willing to pay more in order to have a more sustainable grid, the answer is normally, yes.

And so when you look at the outcome here with people responding to the scenarios, their responses to the scenarios are very similar to the responses that we would get to an equivalent question in an LDC.

MR. RUBENSTEIN:  I am trying to understand at the highest level.

MR. LYLE:  Right.

MR. RUBENSTEIN:  I recognize surveys are long and have intricacies.

MR. LYLE:  It is perfect you brought that one which actually shows later on that in the same survey where people would give price as their number one unprompted concern, they will later on say yes, but I would like -- I would be willing to pay more to get this benefit.  I would be willing to pay more to get that benefit, and I am willing to pay more to get the package.

MR. RUBENSTEIN:  If we turn to page 53, this is Toronto Hydro...

MR. LYLE:  There again, we're on the same page.

MR. RUBENSTEIN:  And this is the survey and if we can go to page 56, my recollection is that there was multiple waves of this engagement.

MR. LYLE:  That one had two phases.

MR. RUBENSTEIN:  On page 56, what we see from customer priorities in your summary here is that that first phase, price was number one, reliability was number two, except for key accounts, large customers, it was flipped.

Their priority is reliability first.  Correct?

MR. LYLE:  Correct.  Although later in the same report where we actually asked them to rate all of the outcomes each individually, price is actually third.  It is very close, though.  It is tied in with reliability and I think the third was safety.

MR. RUBENSTEIN:  If we go to page 58 -- this was from the phase 2 where you went back to them -- we see on the bottom, price is again number one, reliability number two.  Correct?

MR. LYLE:  Right, in the ranking exercise.

MR. RUBENSTEIN:  If we go to page 59, this is from another Innovative report in this year, this is from Enwin Utilities in Windsor, page 59.  If we go to the next page.  You ask about priorities, price number one, reliability number two.  Correct?

MR. LYLE:  Correct.

MR. RUBENSTEIN:  If we go to page 62, we have one from Kitchener-Waterloo, another report you did.  And if we go to page 66, rates/price is number one, correct?

MR. LYLE:  Correct.

MR. RUBENSTEIN:  And the last one that I could find, page 69, rates are number one, reliability is number two.  Correct?

MR. LYLE:  Correct.

MR. RUBENSTEIN:  So it's fair to say, based on this, when we look at end use customers, distribution company customers and having to pay, when you asked them about their priorities, price is number one, reliability is number two -- with the exception of sometimes the very large customers have it -- it is flipped.

MR. LYLE:  On that way of asking the question, that is what we find.

But in the same consultations, when we then go on in the cases where we do rate as well as rank, we see that other things rival that.  Then when it comes time to make choices, customers will generally choose to maintain reliability, even if it costs more.

MR. RUBENSTEIN:  Well, if we go to page -- I am trying to find where you asked a similar type question in the transmission survey.

The best I could find, and you can correct me if I'm wrong -- it shows up in a couple of different places, but you can see this on page 18.

You say:  "Is there anything in particular Hydro One could do better," and you have essentially an open-ended question.

MR. LYLE:  Right.

MR. RUBENSTEIN:  There we see costs, lower costs is far down. And reliability is number one, and infrastructure planning is number two.

MR. LYLE:  Correct.

MR. RUBENSTEIN:  That's the best I could find where you asked a similar open-ended priorities question to customers.

MR. LYLE:  Right.

MR. RUBENSTEIN:  So what I take away from this is for the transmission connected customers, cost is way down there, whereas reliability is number one.  And what we see from when you asked the distribution customers or end use customers, price is number one.  Is that fair?

MR. LYLE:  Yes.

MR. RUBENSTEIN:  Okay.  I don't know if now is a good time for a break.

DR. ELSAYED:  Yes, it is a good time for a break.  So we will break until 4 o'clock.
--- Recess taken at 3:39 p.m.
--- On resuming at 4:00 p.m.

DR. ELSAYED:  Please be seated.

DR. ELSAYED:  Okay.  Mr. Rubenstein, please continue.

MR. RUBENSTEIN:  Thank you very much, Panel.

Could we go to page 40 of the compendium.  I have some questions just about the scenarios and what everything is supposed to represent.

And Mr. Lyle, am I correct that the information to put in these scenarios came from Hydro One?

MR. LYLE:  Yes.

MR. RUBENSTEIN:  And so on this list we have one of the categories was reliability risk, correct?

MR. LYLE:  Correct.

MR. RUBENSTEIN:  As I understand from the Board's decision, if you go to page 8 of the compendium, under the bullet points, it said -- page 8 of the compendium, please.  Page 8 of the compendium, please.  The Board said -- and this is after the bullet points:

"Regarding the RRM, which is risk reliability model, the OEB finds that the model needs further refinement and testing if it is to be used to convey customer information about the value of capital investments in terms of system reliability.  As expected, the IPSOS Reid report indicated that customers expected to see an improvement in actual reliability, not necessarily only reduced reliability risk for proposed levels of investment."

Do you see that?

MR. LYLE:  In the report that was issued after we did the survey?  Yes.

MR. RUBENSTEIN:  So just so I understand, the Board said, don't use the risk reliability, but then you did a survey which, in fairness, before the Board's decision, includes risk reliability on it, correct?

MR. LYLE:  Right.  Before the Board said consider what you are doing there, we did that.  But so just so we're clear on the dates.  Survey was six months before this decision came out.

MR. RUBENSTEIN:  All right.  And that is no fault --


MR. LYLE:  Because we read all of the decisions very carefully.

MR. RUBENSTEIN:  And I don't put any -- it is not your fault, Mr. Lyle.  You are told, I guess, when to do a survey.  But from Hydro One's perspective, after you got the decision and made those comments you didn't do further customer engagement.  You didn't do the survey again removing that information or following the Board's decision with respect to --


MR. GILL:  That's correct; we did not re-engage customers with another survey subsequent to the Board's decision.

MR. RUBENSTEIN:  Why not?

MR. GILL:  It really comes down to timing.  At the outset the timing of the survey was tight with respect to meeting the filing requirements and ultimately the -- I believe the filing date was a bit of a moving target, so it was never really apparent there was time to re-engage customers again in the same manner, rather rely upon our ongoing customer engagement that is described elsewhere in evidence.

MR. RUBENSTEIN:  And this is even after you delayed the filing of the application a year?  Correct?

MR. GILL:  So my understanding was that while the filing date may have been a year after it was intended, it was a moving target throughout that year.

MR. RUBENSTEIN:  Okay.  If we can go back now to page 40.  If I understand also on this table with the various scenarios, you have average annual transmission rate increase?  Correct, see that?

MR. GILL:  Yes.

MR. RUBENSTEIN:  And as I understood from the panel, panel 1, and from the survey that was done, this was supposed to reflect the rate increase as a result of the capital investment scenarios.  Correct?

MR. GILL:  That's correct.

MR. RUBENSTEIN:  And as I understand it, it does not represent -- was not meant to represent changes that occurred because of, say, load impact.  Correct?

MR. GILL:  That's correct.

MR. RUBENSTEIN:  And am I correct that where you tell customers about this is on page 36 of the compendium, where you say:
"These scenarios focus on trade-offs between the pace of investment, reliability, and future rate increases.  The higher the level of investment, the lower the reliability risk, and vice versa.  As you consider these illustrative scenarios, please bear in mind that your rates can also be impacted by changes in load forecast and electricity prices."

Is that how you are informing customers about that?

MR. GILL:  And that's on page 36 of your compendium?

MR. RUBENSTEIN:  Yes.

MR. GILL:  Can you just tell me which paragraph?

MR. RUBENSTEIN:  I am reading the --


MR. GILL:  Okay, sorry.

MR. RUBENSTEIN:  -- the paragraph that states "these scenarios focus on".

MR. GILL:  Yes, that's correct.

MR. RUBENSTEIN:  Can you explain what you mean by:

"As you consider these illustrative scenarios, please bear in mind that your rates can also be impacted by changes in load forecast and electricity prices."

What do you mean by "electricity prices"?  How does that impact transmission rates?

MR. GILL:  So again, what the information that we are showing on the table -- I am more familiar with it in my evidence here, but -- so in terms of the table and those illustrative scenarios, you will notice there that we do talk about the annual total bill impact for transmission connected customers.  So that is what -- the terms in which we put it.

And so while we weren't certain of the load forecast implications, customers may see other total bill increases through other line items on their bill.

MR. RUBENSTEIN:  But you would agree with me, just to be clear then, for average annual transmission rate increases electricity prices has nothing -- that wouldn't impact the transmission rate increases?

MR. GILL:  That's correct, it would not.

MR. RUBENSTEIN:  And with respect to load forecast changes, you didn't -- did you consider providing customers with a forecast of the impact of that?  Or historical trends?  Or anything that could help them understand what impact that generally or could have on their actual transmission rate increase based on your proposal?

MR. GILL:  No, we did not.

MR. RUBENSTEIN:  So if we go to page -- if we go back to K1.1, this is the large presentation.  If we go to page 7 of that, where you show based on where we are in this application, based on the update, and as I took away from the panel, "the three-year average transmission rate increase in this application is 6.2 percent".  Do you see that?

MR. GILL:  I do.

MR. RUBENSTEIN:  And then we see in the footnote, if we just exclude the load it is only 4.5 percent, correct?

MR. GILL:  That's correct.

MR. RUBENSTEIN:  So 27 percent of the rate increase comes from the load impact?

MR. GILL:  Yes.

MR. RUBENSTEIN:  And so do you think that it would have been better if customers were provided some information to better place the rate impacts from your capital plan in the context of their actual total transmission bill?

MR. GILL:  Better in which way?

MR. RUBENSTEIN:  Well, they would have a better sense.  Let me ask you, Mr. Lyle.  You have done a number of these surveys.  Do you think customers may have reacted differently in different directions we don't know if customers understood that, for example, if these rate increases -- if the load impact had been the same that actually on top of the scenarios 27 -- there would be a 27 percent increase on top of that because of load impact, if that was possible to do.

MR. LYLE:  Bear in mind who we're doing the interviews with, right?  So these are people that are planners and LDCs, people that run the electricity accounts for the largest industrial clients in the province, or people that run generators.  And so they probably know exactly what to expect, in terms of load.

If we had -- we could have generalized, but they know their situation, right?  It is their full-time job to do this stuff.

So I don't have much doubt that they were thinking about the load factor and probably also their guesses about global adjustments and other things that would have impacted their bills when they were looking at total bill impacts.

MR. RUBENSTEIN:  I am talking about transmission rate increases.

MR. LYLE:  Right.  But, I mean, what I am saying is the people here, if -- we could have provided generalized information, but it would not have, in my view, would not have made a difference to them, because they know what their load forecast is.  They have to plan on that.  They're making investments to reduce their load, if it has a cost-effective pay-off.

So for us to give them generalized information for customers that have their finger on the pulse of exactly how much they use and how much more they're likely to use, I don't think incrementally would have made a difference.

MR. RUBENSTEIN:  Sorry.  If you go to page 30, or at least what is on the page -- we're not talking about their individual loads.  We're talking about Hydro One's transportation system loads.

As I understand the evidence, 27 percent of the increase is not about any individual customers load.  It is the transmission system load and how it is calculated.  Correct?

MR. LYLE:  Correct.

MR. RUBENSTEIN:  So my question is:  Do you think customers, if they took part in this survey, if they were provided with information about the changes in the transmission system load which will impact their transmission bill, that would have been helpful for them in selecting the scenario.

They had a full picture of what their actual rate application before the Board would mean in terms of a transmission rate increase.

MR. GILL:  So I would respond to that by saying what we were asking these customers, we were trying to gauge the amount of investment that they are seeking.

They're not determining the final investment plan.  Rather they are informing the investment plan.  So through this survey, we certainly got information related to the level of service that they're providing, and what they are prepared to pay for it.

Recognizing that, yes, there were certain load factor adjustments also gets contemplated when the Board makes the final decision in terms of what is an appropriate level of rate increase, taking into consideration not only what these customers want, but what all customers want in Ontario, informed largely by other information that is available through, you know -- some of which you demonstrated here today, through other research that's been done.

MR. RUBENSTEIN:  Do you mean your board, or this Board?

MR. GILL:  Our board.  The Hydro One board of directors approves the final business plan and thus the investment plan.

MR. RUBENSTEIN:  So if we are were looking at the scenarios at page 40 on the compendium, do you think, Mr. Lyle, you have done a number of surveys and if instead of, say, you had -- if we took the last line, instead of the average annual transmission rate increase being 1.3, 3.3, 5.10 and 5.6, if we were able to forecast what the change in load is and the numbers were some number higher than that for each of those scenarios, it may have affected how the customers would have chosen what their preferred scenario would be on the spectrum?

MR. LYLE:  I would -- if it were a different sample, I might be more open to the idea.  But again, I think these are people that have a pretty good idea of where the system is going.  They're going to IESO conferences, there's a whole bunch of ways in which they participate in the system. They have a sense of where all of this is going; it's not a big mystery to them.

So I would expect, as they consider this, that they will consider all of the things that are coming together in terms of their total bill impact.

I don't think there is a chance that the sort of person that filled this out says, I'm going to think about this separate and apart from all of the other likely bill increases that are going to hit me.  And I think that they have meaningful points of view on most of what those risks would have been, including what the load is likely to be.

MR. RUBENSTEIN:  So, Mr. Gill, you did major accounts.  So you actually talked to those people who would be taking part in the survey, correct?

MR. GILL:  That's correct.

MR. RUBENSTEIN:  Would you agree that the individuals who took part in the survey would know roughly what the impact, because of their knowledge of the sector and energy, they're sophisticated individuals, that they would know that, well, for an example, scenario C says 5.1 percent, but I actually know that it's maybe 2 or 3 percent going to be higher than that.  The transmission rates are going to be 2 or 3 percent higher than that, because of changes in system loads and how it affect the transmission pricing.  Do you think customers would know that?

MR. GILL:  I would absolutely think that customers know that, recognizing that many of our customers are in fact local distribution companies, who also make similar rate applications, who I assume also have certain load factor adjustments that they communicate to their own customers.

MR. RUBENSTEIN:  What about non-LDC customers, the directly connected end users, would they know that?

MR. GILL:  Well, they certainly have to plan for bill increases across a large number of line items.  Like we don't directly bill these end use customers; the IESO does.

But yes, they are sophisticated customers who are looking to manage their electricity consumption and cost.

MR. RUBENSTEIN:  So they would understand the changes in the Ontario load and how that affects their transmission rates, how it flows through your model and your load forecasting?

MR. GILL:  I'm saying they're sophisticated enough to anticipate -- to anticipate other increases on their bill.

They're sophisticated enough to read the instructions and the flagging that the information before them, or the rate increases that are before them, have these other components.  So yes, I would say that they are sophisticated.

Whether or not that was top of mind, it's hard for me to say, in terms of what informed their final decision.

Did they understand it?  We tested later on in the survey their overall understanding of the material that was presented, and we could go to that page and it does confirm that they thought that the level of information that was provided was adequate for them to respond to the survey in a meaningful way.

MR. RUBENSTEIN:  I mean, you speak to these customers, I don't.  That's why I am asking you.

MR. GILL:  Yes.

MR. RUBENSTEIN:  So they understand then -- they would be able to quantify the impact of load is generally going to have -- Ontario load will have on transmission rates.  They would know it is -- they would know and it wouldn't be 10 percent, it wouldn't be 1 percent.  It may be three, four or five.  They're able to know that?

MR. GILL:  I presume that if they are running a utility, they have access to their own load forecasting information that they provide and would be aware that rates are going up as a result of load.

MR. RUBENSTEIN:  Sorry, I am specifically talking about the end use customers, the large industrials or others who are end use customers.

MR. GILL:  So again, they're sophisticated enough to know there are other bill increases there.  They're aware of the line items that are there.

Do they fully understand what a load factor adjustment is?  It's hard for me to say.  I mean, it hasn't been traditionally a conversation with respect to billing that we have with customers, or overall electricity system costs.

MR. LYLE:  Just one thing to flag is that we have what we call safety valve questions.

So every consultation, there's a risk you get something wrong.  You want to learn as you go along.

So when we asked people to pick a point, we also have a place for them to talk about where they put the slider where it was, where they can put anything they want and often do.  And then, specifically at the end of the survey which is just two pages later, we ask people is there anything you would still like answered, right.

So if there was a big concern among the people who are responding that they really would have liked to have known about the load factor, but it wasn't there and so they felt they couldn't answer the question, or it was something they would have wanted to know more about, they had an opportunity specifically to raise it as a concern.

And if it was a concern, then we would deal with it in the future.  And if it had been identified as a concern then, that might have been something Hydro One would have considered about whether they should go back or not.

But it was not raised as a concern by people for whom this is not a new word.

MR. RUBENSTEIN:  So just so we're clear, one would only raise a concern of something they know is missing.

MR. LYLE:  But we specifically say in the question that it's not included in the question, right.

So these are electrical engineers, business managers that have a responsibility for managing these costs within their organizations. They have strategies to minimize their costs.

When they look at this and they say, okay, well this does not include -- or it assumes that M&A is at inflation and it does not include load factors, if they thought that was material to their decision about making incremental investments and balancing off reliability and cost, I am pretty confident that they would have found a way, given the questions that we had, to tell us there was information they needed that they didn't receive.

MR. RUBENSTEIN:  All right.  Thank you very much for your help, panel.

DR. ELSAYED:  Thank you.  Miss Durant?
Cross-Examination by Ms. Durant:


MS. DURANT:  Good afternoon, Panel.  I have a compendium for this panel that I would like to mark as the next exhibit.

MR. SIDLOFSKY:  And those are being passed up to the panel right now, and that would be Exhibit K6.5.
EXHIBIT NO. K6.5:  CME CROSS-EXAMINATION COMPENDIUM FOR PANEL 3


MS. DURANT:  While that is being passed along, I have some follow up questions on some of the last points that my friend Mr. Rubenstein had just raised.

If I can find that -- just give me a moment.

MR. LYLE:  Whenever you are ready.

MS. DURANT:  And what I would ask, to be pulled up -- unfortunately, it is not in my compendium, but it is at Exhibit B-01-01, TSP section 1.3, attachment 4.  This is in your written evidence, and this is your discussion of the reliability risk assessment, and Mark had touched on this earlier.

I just have some follow-up questions here.  So obviously we know that your survey was completed before the decision came out and considerations were raised about the reliability risk assessment.  But I just want to go through this evidence here.

So starting at line, I guess, 23, it says:

"In its decision, Hydro One's last transmission rate application, the Ontario Energy Board found that the model needs further refinement and testing if it is to be used to convey to customers information about the value of capital investments in terms of system reliability."

And then you mention that a third-party assessment was completed by Metsco Energy Solutions, has led to a similar conclusion and recommendations as discussed at TSP section 1.4.

Can you maybe elaborate on this Metsco Energy Solutions report in more detail, or is it really just similar concerns that come into the Board's decisions, or is there something else that is added on top of that?

MR. GILL:  So I would say that our asset management group are the folks who were on panel 1, were directly working with Metsco, so I don't know the relationship --


MS. DURANT:  You have nothing further to add then?

MR. GILL:  I do not, no.

MS. DURANT:  Okay.  In the compendium of Mark Rubenstein's -- SEC's compendium at page 7, this is where the Board is discussing the reliability risk issue in the prior application.

I just want to confirm that some of these things are still the case.  So on page 23 of the decision, which is page 7 of Schools' compendium, it explains that:

"The RRM, and this is referring to the reliability risk, is a new tool that Hydro One started using in early 2016.  And although the model is not used to develop Hydro One's investment program, it is used to demonstrate, on a relative or directional basis, the change in system reliability risk as a result of a certain incremental level of investment.  The model uses hazard curves, which are based on asset demographics, not condition, and focuses on three investment categories, lines, transformers, and breakers.  As described above, the model results were a key focus to Hydro One's communication with its customers to demonstrate the benefits of its proposed investments."

And in the next paragraph it talks about:

"Hydro One explained that the model cannot be back-tested or calibrated using the historical system reliability data, even if this data is weather-normalized."

So parking, you know, the new survey for a minute, just focusing on what reliability risk is in these two paragraphs, Mr. Gill, is that still what your understanding of the reliability risk model is?  Or has there been alterations to it?

MR. GILL:  So my understanding is the reliability risk model is no longer in use for planning purposes.  Rather, it is being used right now or it was used in 2017 as a tool to seek directionally customers' appetite, let's say, for how much system investment to use, so --


MS. DURANT:  And the concerns raised by the Board about that model as it was used back in 2017 at the time of this survey, those concerns would have still been live?

MR. GILL:  Well, I mean, taking into consideration some of the, I would say not the Board's decision, because the survey was issued in advance of the Board's decision, but other criticisms of the model prior to the Board's decision, we definitely recast our positioning of how we're going to use the reliability risk model.  And that is found on -- I will give you the reference here -- so it would be Exhibit B-01-01, section 1.3, attachment 1, page 137 of 144.

MS. DURANT:  Okay.

MR. GILL:  And so that description there, that is what was presented to customers in terms of how we were using the reliability risk model.

MS. DURANT:  In the new survey.

MR. GILL:  In the survey, yes.

MS. DURANT:  Now, I am done with Mark's -- Mr. Rubenstein's compendium for now.  So turning to my compendium, CME's compendium, at -- starting at page 18 -- and I do apologize, I will be jumping around a bit.  I am trying not to go over material that has already been covered off.  And what we are looking at here is attachment 3, which was part of the consultation process that was undertaken in this case.

And what I would like to do is just walk through -- we have heard a lot about the survey itself.  I want to walk through some other forms of consultation that was done.

MR. GILL:  Sure.

MS. DURANT:  So most of these questions here will be for Mr. Gill.

So I understand that this is a report that was prepared after a meeting that occurred on March 29th, 2017, at the Delta Chelsea Hotel, and you were at that meeting?

MR. GILL:  I was.

MS. DURANT:  And I guess if you turn to page 27, you can see a list of all the participants at the meeting.  It included a number of intervenors that you would have had in the prior transmission case, as well as some employees of Hydro One?

MR. GILL:  That's correct.

MS. DURANT:  Okay.  And I am just going to go through a few points of this meeting.  Again, we are now in March 2017.  And I understand just from reading through the entire text that the customer engagement survey process had not yet started.  Correct?

MR. GILL:  It was at the very early stages of -- yes.

MS. DURANT:  And I will have some follow-up questions next on that.  So very early stages.  You are getting feedback from the intervenors and others, in terms of approaches to customer engagement.

MR. GILL:  Correct.

MS. DURANT:  And I see on page 19, and you probably don't need to go to it to remember it, there was feedback provided during this meeting that stakeholders felt strongly that the OEB's decision regarding the current transmission application before the Board would be important context to this engagement process and proceeding prior to the decision would not be ideal.

Do you recall those discussions at this meeting?

MR. GILL:  I do.

MS. DURANT:  Okay.  And it came up in a few different topics in general discussion.  And there was also a comment made that the schedule presented -- which I understand from the PowerPoint was customer engagement taking place April, May, June -- was seen as being very aggressive.

Do you recall those comments as well?

MR. GILL:  Our intention to do the 2017 engagement and --


MS. DURANT:  Yeah.  The schedule as presented was very aggressive, was it?

MR. GILL:  I don't recall that specific conversation.  I didn't capture --


MS. DURANT:  Okay.  At the bottom of page 19, under "transmission customer engagement", and it's the one, two, three, fourth bullet, there was a comment along those lines just about the schedules.

MR. GILL:  Okay.  I see it.

MS. DURANT:  Okay.  And on page 22 of the compendium, at the top, beside number 14, I see that there was a comment made:

"Are you still continuing with reliability risk model?
"Yes, Hydro One is continuing to develop the tool, along with exploring its role.  It was developed as an outcome measure."

So I guess that model was also raised during this discussion as a potential issue?

MR. GILL:  That's correct.

MS. DURANT:  And you would have been alive to that.  You testified, I think, at the last -- you didn't?

MR. GILL:  Not at the last hearing.  This is the first --

MS. DURANT:  Okay.  Okay.

MR. GILL:  -- time testifying.

MS. DURANT:  Well, you're doing a good job.  Hydro One would have been alive that it was raised as an issue at the hearing based on whoever was there and gave evidence.

MR. GILL:  Yes.

MS. DURANT:  Okay.  All right.  And then on page 23 of the notes of this meeting, halfway down the page, under the heading "how can Hydro One capture the needs of distribution connected end-use customers", that was another topic for discussion.

MR. GILL:  Hmm-hmm.

MS. DURANT:  And in point number 2, concern was expressed about LDCs representing their end-use customers in this type of engagement scenario:

"They have their own incentives, so care has to be exercised.  Mining data from LDCs is challenging and may not yield useful information for the purpose.  Surveying customers directly may be a better approach, however it may lead to confusion."

So again, that was a matter discussed, how best can we get to these end-use customers?

MR. GILL:  Hmm-hmm, yes.

MS. DURANT:  And this point here -- and this came out in an answer to interrogatory as well, in terms of end-use customers being confused.

Was there further discussion or was there an attempt to reach out to the end-use customers to see if you can bridge a gap on that confusion?  Or was it just decided that they wouldn't understand the complexities of the system?

MR. GILL:  So when we talk about end-use customers, we would be talking about residential customers across the province.

So certainly we considered the discussion that happened in March and a way to address that, recognizing that we have no contact information for all of the customers in the province to directly reach out to them.

Do I think there would be confusion?  I would like Greg also to comment on whether or not there would be confusion.  I believe there would have been confusion.

We did consider this conversation, which is why in the design of the survey we decided to have -- or request or advise LDCs to keep their customers in mind as they completed the survey.

So again, going through the LDC and having them relay their customers' needs to us, was the intent.

MS. DURANT:  That was your attempt to address that issue was to relay through the LDCs and have them respond with their customers in mind.

MR. GILL:  Yes.  In the ongoing engagement, or through my typical job of managing large accounts including local distribution companies, it's just not acceptable to approach another LDC's customers directly.

So I think that is why, in the Board's decision that came after the survey, they gave advice or direction to go and seek practical ways of doing it, and we captured what those were.  And I can describe them later, if you want.

MR. LYLE:  If I can add one thing?  In our initial discussions in planning this, and it is noted in the report that a number of pieces of prior information were brought to bear.  One of those, for instance, is the Canadian Electricity Association survey which looks at customers all across Ontario and the rest of Canada.

It doesn't specifically deal with transmission issues, but issues like concern about price were well established in the discussion and known as we went forward.  So there wasn't -- there wasn't any doubt by anyone developing the engagement that residential low volume customers were concerned about price.

MS. DURANT:  And that wasn't what you were getting at when doing your survey, because it is known at Hydro One that most people care about price.

MR. LYLE:  Right, and I think it is in the actual document that has been filed.

MS. DURANT:  And you and I are working well together, so my next question is actually about the survey and the development of it, so we will move on to that.

At page 30 of my compendium, this is sort of the statement of work for this project and -- allow me to catch up to my notes.  And the document actually, if you go to page 29, it is dated June 1, 2017, and it makes me feel good that your engagement letters go out as late as mine.

I understand work commenced prior to June 1, 2017, is that right?

MR. LYLE:  The design work.  But basically until we all agreed on what we were going to do, it was hard to write a contract to do it.

MS. DURANT:  But June 1st wasn't the very first day you had a discussion about this matter.

MR. LYLE:  Right.  But I don't have a record immediately handy as to he we started.

MS. DURANT:  And it would have been some time in the spring of 2017, is that fair?

MR. LYLE:  Yes, yes, absolutely.

MS. DURANT:  Okay.  So if we look at this mandate Letter, the actual letter is dated June 1st. At the very bottom of page 30, it is now talking about implementation and in step 3, it says:
"A cold invitation email will be issued by Innovative to all customers who have not yet been contacted.  Reminder e-mails will continue on a weekly basis until Hydro One closes the survey on June 9th, 2017."


Is that date the date that the survey actually closed?  Or would that have been altered...


MR. LYLE:  No, the survey closed June 15th.

MS. DURANT:  June 15th?  Okay.  And by the time you did the mandate letter and you agreed with how it's going to work, did you already have sort of the content prepared for the survey?  Or was content developed after this?

MR. LYLE:  No, the content was done as part of the whole process of defining the scope.

So when we started this and in all of these discussions, essentially what happens is you sit down with the Handbook and the previous decisions and you say, okay, where are we going this time.

And the real question for any of this is what decisions do you need information for.  What are the decisions that this engagement will inform.

MS. DURANT:  Okay.  Up at paragraph 2 near the top, it says:
"Now that we have had some discussions about the work," as you just discussed, "and had time to think about it, we can share with you our revised thoughts on best approach to approach this customer group."


Did you have sort of a prior idea of how you were initially going to do it and it was changed?  I am looking at "our revised thoughts".

MR. LYLE:  Well, the big issue -- so right from the beginning, in addition to the business decisions, the biggest consideration that I was briefed in on is the concern in previous consultations about the level of engagement.

And so a big focus on design was how do we get as many of these people as we can to participate.

MS. DURANT:  By these people, you mean like the --


MR. LYLE:  All of the LDCs, the generators and the end users.

And these are -- these are people that are in high demand, right.  Everybody wants to talk to them.

The IESO, the OPA when they were around, the ministry, everybody wants to talk to these people.  They have pretty senior responsibilities and don't have a lot of time, and getting them to actually participate is a real challenge.

And so we had to work out -- so we needed to stay in control of the data.  That was critical for us.  The survey had to be hosted by us.  We needed to be sure that we could be confirmed on that.

But when we send emails, often they get caught in spam.  And so the good news for us for this was that they had key account managers for many of these at the time, not the LDCs.

But for the LDCs, many of the LDCs were customers of ours and we had worked for the Electricity Distributors Association on several engagements in the couple of years leading up to this.

So that was an area where we felt we had a pretty good awareness and we have done work in the past with AMPCO, so many of the industrial customers were customers that we knew and who knew of us, so we were pretty comfortable that we could reach them.

Even some of the generators we had done citing studies for, so they weren't strangers to us, some of them.

And so we were basically trying to say, okay, let's use every card we've got to get people to say will you participate, so that we could deal with that concern.

And the other side of that was then -- we said the other constraint on that was then to say, well, okay, we can't ask a whole lot of questions, because they have only got so much time.  So we have to be very, very focussed on what you really need to know.

MS. DURANT:  That's all the pre-work and the discussion.

MR. LYLE:  That is all that whole -- and that takes time.

MS. DURANT:  And if we go to page 37 of the compendium, we're now within the survey methodology section of the report.  And if we go down to the very bottom of that page on the left under "field dates", it indicates that field dates are May 11th to June 15, 2017.

That's when the actual work is being done in terms of assembling the information --


MR. LYLE:  Right.

MS. DURANT:  -- sending out the surveys, collecting it and the legwork, so to speak, right?

MR. LYLE:  Right.

MS. DURANT:  So you start the process in the spring of 2017.  By June 15th, you have the legwork done.  The next step is obviously preparing the report.

And the report is dated July 2017.  Do you know the date that the report was delivered?

MR. LYLE:  I would have to check emails.

MS. DURANT:  That's okay.  I think I may have it.  Page 16 of the compendium is SEC Interrogatory No. 7, which is the timeline of the sort of key steps in this process, and it is dated under July 2, 2017, customer engagement final customer engagement report.

So subject to check, it seems like Hydro One received it on or about July 2nd.  Is that --


MR. LYLE:  Subject to check.

MS. DURANT:  Subject to check, okay.  Now, there is a date here, May 31st, 2017, interim customer engagement report.  We don't have an interim report.  Did you prepare an interim report?

MR. LYLE:  We would not have prepared an interim report. What we might have done is done a brief on pulling partials and saying here's the general direction of what we're seeing.

MS. DURANT:  High level findings?

MR. LYLE:  Usually.  Again, I would have to go back and take a look at exactly what was presented.

MS. DURANT:  Okay.  Would that have come in like the form of a PowerPoint presentation, or...


MR. LYLE:  I would have to check.  I mean, so we had a similar situation on a previous -- in a previous proceeding here where what had happened was we sent an e-mail with a high-level table and a narrative discussion of two paragraphs.  But I don't know in this particular case what exactly we provided.  But again, I can check --


MS. DURANT:  I don't think I require a copy of that.  If anyone else wants that as an undertaking they can maybe ask you during their questions.  Okay.  So...

I am mindful of time.  I think I will be able to finish today.

Okay.  So going into your report now, at page 41 of our compendium.  This is the customer outcomes page.

MR. LYLE:  Yes.

MS. DURANT:  And so we've already sort of looked at this page.  I think Mr. Rubenstein went through it in good detail.  But the next page is one of the open-ended questions that you ask just to make sure you are capturing everything.

MR. LYLE:  Right.

MS. DURANT:  And the question is -- we're on page 42 now:

"Are there any outcomes we missed?  Please use the boxes below to add them and then the slider to rate the importance."

And I just want to make sure I understand what this means.  So this is one of the points where you point out that cost is mentioned.

MR. LYLE:  Right.

MS. DURANT:  And it is mentioned a few times in here.  But when they use the slider, it doesn't make cost more important than reliability?

MR. LYLE:  So we -- what might have happened is you might have had 40 or 50 people say "cost".  If they had done that, then in the report we would have added another bar showing that that was added and what the rating was.

MS. DURANT:  Okay.

MR. LYLE:  But as it happened, when you look at this, 28 percent provided a comment.  There were no significant groups that would allow us to put them together enough to show the rating.

So again, it's another sort of safety valve, right?  If something came up that wasn't anticipated, we would have been able to have captured it if it came up at a big enough level.

MS. DURANT:  That was a theme I noticed sort of throughout the report that a lot of opportunities to provide additional comments, people don't provide additional comments.

And can you read into -- anything into that generally?  Is it because we're dealing with busy people, you know, it takes extra effort, you know, generally, you know, what does it mean to you when there is not a lot of comments?

MR. LYLE:  Well, it was pretty constrained, right?  I mean, we said upfront, what are we trying to do?  We're trying to figure out what criteria to use when assessing the investment, so figuring out if there is a stack this big, what comes first, what comes last, and then what is the right balance.

And again, all of the LDCs actually do this themselves, so the basic idea was not at all surprising to them, and many of the others had participated in other engagements where they saw similar activities.

So my sense of it -- and again we had the safety valves, just to double-check -- is essentially people understood the exercise, which is, what are the investments that are important to you?  What are the criteria we should use for deciding on those investments, and what's the balance, right?  How much are you willing to pay for how much in terms of reliability, and also the question of pacing, right?  Should we delay if we can if it won't create a lot of reliability issue and then catch up later on?  Or would you rather that it was smoothed?

So from -- I mean, I think as an engagement it is one of the more straightforward ones, because we have a very sophisticated audience, where all we're saying is, what are the criteria, what is the right balance, and what is the right pace?

So I think it just made sense to them.

MS. DURANT:  Okay.  And --


MR. LYLE:  And, I mean, so again, the -- just one of the sort of things that I was invited to the large customer conference that Hydro One has -- this is another form of their engagement there, right?

And, you know, typically if you make a mistake people aren't shy to tell you, and, you know, there were no comments there, as well as no comments through the workbook, and it would have been really easy.

And again --


MS. DURANT:  There is cost mentioned.

MR. LYLE:  Oh, look, cost is -- and again, the whole context of this, which I think is -- remember, this is only about the -- which assets go into the plan, right, what incremental investments.  It's not the whole plan.  In the plan itself I think there is a pretty clear identification that cost is a concern and that there has to be -- that has to be considered, and that's why that third section on what's the right balance between cost and investment is there.  It's really the meat and potatoes.

MS. DURANT:  When you attended the large customer survey --


MR. LYLE:  Conference.  Yeah.

MS. DURANT:  -- conference, it wasn't a survey.  I guess one of my points is, in other forms of engagement that I have seen -- and I am thinking of the IPSOS engagement on the distribution side.

MR. LYLE:  Right.

MS. DURANT:  One of the ways that they got engagement beyond a survey was to host sort of town halls, forums, to have sort of discussions where themes were identified.

MR. LYLE:  Right.

MS. DURANT:  Now, when you attended the large customer conference as an attendee and things like this were discussed, that was never assembled into, you know, a formal survey of the outcomes of those conferences when that was discussed, right?

MR. LYLE:  Not for us in this process.

MS. DURANT:  And that wasn't anything you were retained to do here.

MR. LYLE:  No.  Not this time around.

MS. DURANT:  And I would like to go to -- thank you.  I think I am done with you for now -- page 124 of the compendium, and I am almost done for the day.  This is back to Mr. Gill.

So this is a PowerPoint presentation that was provided to the board of directors June (sic) 23rd, 2019, that was provided in response to SEC Interrogatory No. 2.

And if you turn to page 126 of this PowerPoint presentation, this is where what's reported to the Board is reported in terms of customer needs and preferences.

And what we're seeing on the slide is:

"The transmission plan integrates feedback from a customer engagement survey completed in 2017, as well as feedback from overall engagement activities in 2018."

And what it describes below is primarily the outcome from the customer engagement survey, the formal survey.

MR. GILL:  Hmm-hmm.

MS. DURANT:  And on the right-hand side it shows some of those key outcomes that we have seen previously, and what they're showing is safety, reliability, outage restoration, power quality, and customer service.

And my question for you is, why is it cut off there and it doesn't report productivity and environmental stewardship in terms of also being factors?  Or were you not involved in the preparation of this?

MR. GILL:  So I was not involved in the preparation of this -- of these materials.  And I guess what you're suggesting is they're truncated from what is in the survey itself.

MS. DURANT:  Yes.  If you were to flip back to 41 of the compendium it shows sort of the full results, which includes productivity, which is sort of the closest indicator of cost.  It is not included on the report that goes to the Board.

But you didn't prepare this.  You don't know anything about that?

MR. GILL:  I didn't prepare it, but that doesn't mean that productivity wasn't considered.  In fact, it was, in terms of the overall envelope.

So this is a point that I was trying to make early on.  This represents the feedback of a particular set of customers --


MS. DURANT:  In terms of what's being reported to the Board about customer needs and preferences, you know, it's on this slide in terms of what's given to them.

MR. GILL:  From that -- so what was presented here is definitely -- represents what was in the survey --


MS. DURANT:  Okay.

MR. GILL:  -- in terms of, you know, feedback from ongoing engagement activities.  I mean, a lot of those do occur with our key account managers and so, you know, a lot of our LDCs are very concerned with reliability, et cetera.

So it is consistent there -- to say that cost isn't an issue, cost is always an issue that we're aware of, and the Board agreed with that.

So what the Board's final decision is is more than just this here.  It is the prevailing context of rates in general that they're aware of, so balancing that need.

MS. DURANT:  And I guess my last point, and it feeds into what we had discussed about the large customer conference.

And I don't think we need to go there, because we already looked at it.  But for the record it is page 50 of SEC's compendium, and it showed that in the IPSOS study that had been done previously, the corporate and commercial industrial segment in particular, which is the segment that I am here on behalf, of course, they really care about keeping costs as low as possible, and of all of the groups they were the highest in terms of rating that as the number-one factor at 46 percent.

So my question for you is, when you have large customer conferences, or an opportunity to get large customers together, you know, would it be difficult -- would it be so difficult in that context to engage them and to have something formal put together to document their particular engagement for a proceeding like this?

And you know, commercial industrial customers are also sophisticated as well, you know.  They're not just like, you know, your residential customer.  So what do you say about that?

MR. GILL:  So what I would say about that is the next time that we do a formal engagement like this, it will be likely under a combined hearing.  So it would be comprehensive among all of our stakeholders, or all of our customer groups, all of our customer segments.

With respect to C and I customers attendance at our large customer conference, part of the work that I was doing throughout 2017 and 2018 was consolidating what we call a large customer group.

So we have expanded that down to large distribution accounts.  So there are...

MS. DURANT:  So you have their contact information.  You can get in touch with those groups?

MR. GILL:  So the folks who have a demand of 2 megawatts and above now have an assigned account executive to them.  So that's an additional hundred accounts there.

The company is in the process right now of expanding that model to a lower threshold.  Obviously, there's an exponential curve there in terms of the number of accounts. So a lot of the work that is happening right now is research with respect to who needs to have a customer account rep with them.  But there is definitely a push internally to broaden the service and increase the value to this customer segment, which hasn't had, you know, as much attention as it should.

MS. DURANT:  So it would be possible to engage with them in a more detailed level and to document their concerns in a survey like this one?

MR. GILL:  In terms of the next engagement that is being planned, there will most certainly be an opportunity to meet with this particular customer segment, either in dedicated interviews or at a forum, yes.

MS. DURANT:  Okay.  Those are my questions, panel, thank you.

DR. ELSAYED:  Thank you.  So with that, we will adjourn for tonight, and we will reconvene on Thursday, not tomorrow, at 9:30.
--- Whereupon the hearing adjourned at 4:55 p.m.
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