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Monday, October 28, 2019
--- On commencing at 9:29 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?
Preliminary Matters:


MR. STERNBERG:  Just two quick points, if I may.  One, unfortunately you may notice we're missing one -- a witness panel member, Mr. Chhelavda, who we're told unfortunately was in a car accident on his way here this morning.  He commutes in from just out of town.  I understand police were called and he is having to deal with that.  It sounds like he is generally okay, but I haven't spoken to him myself.

So I've raised this with the other parties, and he is apparently still trying to come here this morning.  I am not sure exactly what time he will come, and we will see what condition he is in, if he is able to testify.

The discussion I had with other parties is that we would carry on this morning.  VECC, I think, has some questions for other panel members, although I understand VECC has a number of questions for Mr. Chhelavda, and then after VECC there's CME and AMPCO, who are here and indicated that they can proceed.

So our proposal so that we don't lose any time is that we just carry on with all of the questions for the other witnesses and when Mr. Chhelavda is able to testify, whether that is today or if it's not today then as soon as he is able to, the parties can ask their questions of him, out of turn, as need be.

So I apologize for that inconvenience, but it is an unfortunate event.  So hopefully that proposal is acceptable to the Panel.

DR. ELSAYED:  That's fine.

MR. STERNBERG:  Thank you, that is one, and the other, just very briefly, is Ms. Lila has indicated that she has a brief clarification that she wishes to make to one -- to a response that was given to one question or one point that Energy Probe was asking about Friday.  Rather than provide that in writing subsequently, we would ask that she be permitted now to provide a brief clarification on the record to that one point at the outset.

DR. ELSAYED:  Okay.  Go ahead, please.

MS. LILA:  So during the oral hearing on Friday, the question was raised on the impact of the yearly maximum pensionable earnings on employee contributions and if there is an additional cost to Hydro One.  I think it would be helpful if I clarify this point slightly.

The Hydro One pension plan is integrated with the Canada Pension Plan, also known as C.P.P.  It assumes the employee will be eligible for the maximum C.P.P. benefit and account for this in the estimated future pension benefit.

The employee contribution levels are also integrated with a percentage before and after YMPE.  The YMPE levels are established by the Canadian government.  Given that employees' compensation generally increases align with the escalation levels articulated in our evidence, the employee contributions to the pension plan would also increase.

However, in the event an employee's compensation did not change, their pension contribution levels may be slightly lower as the YMPE increases.

DR. ELSAYED:  Okay, thank you.

MR. STERNBERG:  Thank you.  That covers the preliminary matters that we have, and we're ready to carry on with, I believe, Mr. Garner's questions.

DR. ELSAYED:  Okay, go ahead Mr. Garner, please.
Continued Cross-Examination by Mr. Garner:

MR. GARNER:  Thank you, Mr. Chair.

Yes, unfortunately, and certainly unfortunately for Mr. Chhelavda, I had quite a few questions on his area.

And I think I am just going to give them completely a pass and not attempt them on the other panel members.  I think it is his area, and I think I will leave it, and with your permission come back to it when he is back.

DR. ELSAYED:  Yes.

MR. GARNER:  So I will try and be brief.  I think I will be brief.

I am going to talk about the corporate scorecard.  It's in the compendium that I provided.  And I don't have it up, so I don't know exactly which tab it is.  I think it is tab 5.  Excuse me.

And I think the first question I have, I think it would be to you, Ms. Lila, is why is the corporate scorecard different than the Board scorecard?  What drives -- given the Board's already created this scorecard -- this one is different in a number of places.  What drives the distinction between those things?  They're partially aligned but not completely aligned.  Why is that?

MS. LILA:  I think you're referring to the operation scorecard, if I am correct?

MR. GARNER:  I am looking at the team scorecard.  Is that the corporate scorecard?

MS. LILA:  The team scorecard, correct, is the corporate scorecard, and below that there would be cascading divisional scorecards like the operation scorecard.

MR. GARNER:  Right.  But the one I am looking at, the one that is there, that applies to whom?

MS. LILA:  Sorry, just waiting for the -- is it the one on page --


MS. DJURDJEVIC:  Could we just get that up on the screen, please.

MR. GARNER:  Oh, I'm sorry, I didn't know this wasn't on the screen.  It is page 20 of the PDF file.  There we go.

MS. LILA:  Yes.  This one is applicable at the corporate level.

MR. GARNER:  Right.  And so this one is a bit -- this is different, obviously, than the Board's corporate -- or the Board's scorecard.  They're not quite the same.  Right?

MS. LILA:  Can you clarify what you mean by "the Board"?

MR. GARNER:  Well, the OEB -- the one the OEB puts for a scorecard for the utility.  The Board has established a scorecard for the utility.  Are you aware of that?

[Witness panel confers]

MS. DJURDJEVIC:  Sorry to interrupt, Mr. Garner.  We just received the VECC compendium for panel 2 and I don't believe it has been marked as an exhibit yet.

MR. GARNER:  I'm sorry.

MS. DJURDJEVIC:  That's okay.  That will be Exhibit K5.1.
EXHIBIT NO. K5.1:  VECC CROSS-EXAMINATION COMPENDIUM FOR PANEL 2.

MR. GARNER:  Thank you.

MS. LILA:  Can you point me to -- I think it is in one of our exhibits, but I want to make sure we have the right one that you are speaking about.  The OEB.

MR. GARNER:  The OEB one?  It was in my last compendium.  I don't have it on the top of my head.  Are you aware that the OEB has established a scorecard for the utility?  Are you aware of that?

MS. LILA:  Yes.

MR. GARNER:  So have you examined that and looked at that as compared to the scorecard that is used for the purpose of compensation?

MS. LILA:  I mean --


MR. GARNER:  I am just surprised if this is the compensation scorecard and the Board has many -- established a scorecard for the utility, that there would have been an exercise to look at both of those and see how they reinforce each other.

MS. LILA:  We do consider that in the establishment of the metrics for the corporate scorecard.  We consider all of our stakeholders in the establishment of our metrics for the corporate scorecard.

MR. GARNER:  Okay, thank you.  Can you -- if you look at, going back to your team scorecard, if you look at customer satisfaction, it is 25 percent here.

Customer satisfaction, how is that measured for the purpose of the team scorecard?

MS. LILA:  So the members on, I think it is panel 4, would also be able to elaborate.  These are customer satisfaction measures based on a customer satisfaction survey of different ones of our segments, different of our customer segments.  Three, panel 3.

MR. GARNER:  Okay.  Then are you aware of what survey -- do they use the same survey they used for the purpose of the capital plan?  Is that the survey you are speaking of?  Or do you know?

MS. LILA:  I am not aware exactly if it's the same.  We would have to confirm that with panel 3.

MR. GARNER:  Right.  And so when you -- are you part of the team that develops these scorecards for the corporation?

MS. LILA:  Yes.

MR. GARNER:  And so when you looked at the in-service addition delivery accuracy, distribution -- well, let's keep to transmission.  Do you know how that one is supposed to be measured?  So you have in-service additions, delivery accuracy to approve of 931 million.  Do you know how that is measured?  What is it measured against?

MR. STERNBERG:  I am just interjecting. I would note, if I am not mistaken, that this scorecard I believe was mapped to Bruno Jesus, who was on panel 1.

When I hear questions like the one that was just asked, that isn't about compensation or HR, I think it would have been appropriate for that panel.

MR. GARNER:  I did ask Mr. Jesus and I was told that he was -- that the compensation aspect of what he did would be dealt with by your panel, I think, if you look at the transcript.  And that is the panel, I think, that is in front of me right now.

I seem to be bounced around from panel to panel on the question of the direction of compensation linked to the actual scorecards of the utility.

DR. ELSAYED:  Which compensation measures are you referring to?

MR. GARNER:  I am looking right now at the TX delivery in-service additions, and I was asking how that is being measured at the corporate level.  So how is that measured?

I believe when I was talking to Mr. Jesus, we were talking about how much of the compensation was related to SAIDI or SAIFI.  And then I was told, well, this would be the panel to speak to that.

MR. STERNBERG:  Certainly in respect of calculating compensation as it relates to the scorecard, this is the panel.  I didn't understand, and I interjected because it didn't sound like that is what my friend's last question was directed at.

MR. JODOIN:  I think I can help with the measurement of the in-service additions. I mean, it is outlined in the measurement column within the reference that is on the screen here.

As you can see, it is quoted as a variance to approved budget of approximately 1.2 billion, 1174 million, from a transmission perspective.

MR. GARNER:  All I was really trying to understand here, quite frankly, was whether we were looking at simply a number, you know, 931 million, or whether we were looking at something more specific than that, the numbers underpinning in the plan.

Like, there are a number of capital projects in the plan.  And the way I read this is the team scorecard is linked to a financial number, not to any particular program.  It is linked to a budgetary number of meeting that.  Is that a fair way of looking at that?

MR. JODOIN:  It is fair.  But as you know, the OEB approves the capital on an envelope basis and Hydro One has a robust redirection process that assesses needs in any given year.

Now, the details of that would have been better addressed in panel 1, but that is sort of the underlying logic as to why it would be measured sort of on envelope basis, as you referenced.

MR. GARNER:  That's fine.  I just wanted to know if that is how it is measured.

Do you have any understanding of the productivity team scorecard measurement?  How is that -- for the purpose of compensation, how is that measured for compensation purposes?

MR. JODOIN:  This would represent our tracking and analysis of tier 1 productivity results, relative to the budget from a consolidated perspective.

So it would include -- the team scorecard would include both the transmission distribution and other segments associated with the productivity framework.

MR. GARNER:  I want to -- and this isn't in my compendium, but, Mr. Morris, I want to speak a little
bit -- or ask you a little bit about your study.

I am just trying to pull up the document.  Sorry, I didn't have it in my compendium, but I can give you a reference.  The reference is Exhibit F, if it can be found, tab 4, schedule 1, page 38.  Mr. Morris, it is a summary of your results, and I just wanted to ask you a question or two about them.

Is someone able to find it?  Or, Mr. Morris, do you have the table and know the table I am talking about?

MR. MORRIS:  I have my report.  I think you if you ask a specific question, I should be able to recognize the --


MR. GARNER:  Well, in the table -- which, if someone is looking for it, maybe it will come up at some point.  But in the table, what you are doing -- or is done for you, I suppose -- is it looks at survey results between 2008 and 2017 and it talks about market medians, and it shows the changes.

MR. MORRIS:  Yes.

MR. GARNER:  One of the things it shows is over time, there's a change in the overall median.  Hydro One is going from higher than market median and then declining a bit.  But then it kind of goes up and it goes down again.  It is not a linear line.  It's a bit of a bumpy line, so to speak.  Here it is right at the bottom.

MR. MORRIS:  Yes, thank you.

MR. GARNER:  I was going to ask you why -- generally speaking, when you do a study like this, why might that happen?  I know it might happen because, for instance, their market to median costs are better relative to the comparable group.

But it might not also happen because the comparable group is changing and other things are changing.

So when you do these studies -- and I am not sure you did all of the studies, first of all.  Are all of these Mercer studies?

MR. MORRIS:  They are.

MR. GARNER:  When you do these studies, is the comparator group always constant?

MR. MORRIS:  No.  In fact, it changes somewhat most studies and for a variety of reasons.

MR. GARNER:  So it is a little bit difficult to conclude really directionally because depending on your comparators, some of the changes may be occurring because the comparators are changing also?

MR. MORRIS:  Any time you do a market study, there are a number of variables.  Frankly, if you do look at 2008-2017 and do a line of best fit, there is a trend line downward, despite the fact that there is, you know, a blip up in 2016.

So that's one way to look at it, and we tend to look for long-term trends, knowing that there will be some variation as you do study after study.

MR. GARNER:  Right.  When you do these studies, the way these studies are done -- let me just back up for a minute.  For Mercer, comparative compensation is one part of your work, I suspect.  And because you do HR work, you go inside companies and you also help them develop rankings of job classifications and give them that type of information, also or help in that way, don't you, or do you?

MR. MORRIS:  We do that for many organizations.  We don't do that for Hydro One.

MR. GARNER:  Right.  But it is a part of that type of work that Mercer does.

And this type of work, where you are doing comparators to other companies, the premise, as I understand it, of these type of studies is that you compare to like groups because that is where the competition and demand for that labour is coming from.  Is that correct?

MR. MORRIS:  That's a summary, yes.

MR. GARNER:  Right.  And it is also, I would imagine
-- on Friday, I was listening to you speak to one of the people who were asking you questions about different prices and different markets, like cost of living.  You were explaining why that wasn't taken into account.

But the premise also, as I understand it, is that there is a high -- that the elasticity of the demand for the job actually changes quite a bit depending on the labour rates.  So what I am trying to get across to you is it's based on a premise, for instance, if Hydro One were to reduce the compensation of all of the people to your right by 10 percent, there would be an impact.

They might move.  They might change jobs.  They might lose labour.  They might not attract labour, right?

MR. MORRIS:  That sounds correct, yes.

MR. GARNER:  Have you ever done any studies that really actually demonstrate how much a change in the cost of labour would make anybody move?  Would anybody actually leave their well-paid job at 5 percent reduction in their wage rate?  Have you ever seen anything that demonstrates that is true?

MR. MORRIS:  There are some academic studies that look at that, that I have read at times.  But it's not been a study that I myself would have conducted.  It's very difficult to actually control for the decisions people make in terms of he they leave an organization.

MR. GARNER:  Right.  Stats Canada, for instance, publishes, as I understand it, a lot of data on different industries and labour rates, too.

Have you ever yourself done any studies that look at wage inequality, that is the widening band between the inequality of the wage rate of, let's say, unionized employees in an industry like you are looking at and then let's say the general labour rate in other industries in the province?

MR. MORRIS:  I haven't looked at that.  I will take your word that there's a --


MR. GARNER:  I am just asking if you have ever done any type of work like that.


MR. MORRIS:  I know that there are industry variations.  We do see that in our data.  I haven't looked at it explicitly with respect to unionization.

MR. GARNER:  Okay, thank you.  The next thing I would just like to look at -- and again, I apologize.  It is not in the compendium, but I think it is a fairly simple matter.  It can be -- it's -- if you are in Exhibit F,
it is Exhibit F, tab -- well, it is actually called Exhibit F-04-01, attachment 5.  It is a compensation cost study table that puts together all of the compensation of the entire utility, Hydro One Transmission and Hydro One Distribution, and it puts that all together.  And this -- that is the table.  And this table was updated, I know, in SEC 58, I believe, but for the purpose of my question I think this one is just fine.

If I go down to -- it is -- I am just trying to find it.  It is page, I think, 3 of 3 on the table -- there is a total transmission and distribution compensation line.  It's on page 3.  There it is.  It's just before headcount FTE.

Now, just so I understand, and I am looking at something correctly, I am correct to say the 1.2, is it billion dollars?  In compensation in '14 is comparable to the 1.3 billion in 2019 in that table.  And this represents the total compensation of Hydro One.

Have I got that correct?

MS. LILA:  Yes.

MR. GARNER:  Now, I don't know if you have a sense of this, and maybe someone asked this.  When you look at OM&A costs in a utility, do you have a sense of the proportion of OM&A costs that are labour-driven versus other materials and other type of things?  Do you have a sense of how much is labour and how much is others?

I am not looking for an exact number.  I am looking for kind of a sense of it.

[Witness panel confers]

MR. BERARDI:  A rough estimate would be around 40 to 50 percent labour.  Really depending on the type of work.

MR. GARNER:  Right.  When I say "labour" I am not distinguishing between capitalized labour -- sorry.  Sorry.  Pardon me.  I take that away.  I am confusing myself.

Okay, thank you.

And when you have a large -- this is where I was -- I think I was trying to ask this.  When you have a large capital program like you do now, it's true that much more of the labour rate or the labour costs get capitalized than are in OM&A.  Is that how it generally works?

[Witness panel confers]

MR. BERARDI:  I think using a simplistic example where, if you hold your fixed costs constant and your work program is growing to more capital-intensive work, then, yes, more of those costs would be charged to capital projects.

So at a high level, if you were to hold that constant, then, yes.

MR. GARNER:  Right.  So what I am trying to look at and ask myself in this is, when I look at the changes in the labour costs of Hydro One and then I go back to look at the OM&A costs that you have -- which have been dropping -- the one thing I have to figure out kind of in my head -- or I have to figure out two things, don't I, to see an apples-to-apples type of thing.

I have to understand how much of the labour is getting capitalized.  That is one issue.  And then I have to figure out how much of the labour cost is being allocated as between the two utilities.  That's the other issue, to get to an apples-to-apples comparison from year to year with Hydro One.

And those things, as I understand it, they change all the time.  Don't they?

MR. JODOIN:  They definitely do.  The nature of running a utility where you have shared resources across transmission and distribution segments will naturally lead to changing requirements, depending on whatever the work needs are within transmission and distribution.

And ultimately it really depends what you are comparing.  So the initial -- the initial row that you brought us to within this table was total transmission and distribution compensation.  That's all-encompassing, right?  So that is an apples-to-apples view.

But if you want to compare how much goes to capital in TX versus how much goes to capital in DX, there is a different level of analysis for sure.

MR. GARNER:  Right, thank you.  I am done with that.  And I just --


DR. ELSAYED:  Before you leave that, Dr. Dodds has a clarifying question about this chart while we have it on the screen.

DR. DODDS:  Just before you leave that chart, why does the shareholders' comp jump up so much from 2018 to 2019?  What is that?  Dividends?

MS. LILA:  No.  That is largely attributable to the exclusion of the executive compensation from distribution and transmission as per our previous filing.  So the shareholder portion takes that executive portion of compensation.

DR. DODDS:  That was under a change in the act, was it not?

MS. LILA:  It was part of the Hydro One Accountability Act, and subsequently we filed evidence to remove not only those individuals who are classified as Hydro One Limited per the Hydro One Accountability Act.  We also removed all executive leadership team members from our --


DR. DODDS:  Why would it go up?

MS. LILA:  So the shareholder is now taking that portion of the compensation.  Previously it was somewhat distributed between transmission and distribution.

DR. DODDS:  Okay, thank you.

DR. ELSAYED:  Okay.  Back to you, Mr. Garner.

MR. GARNER:  I have one final question, and I have to say I am a little hesitant to even get into it.

Mr. Berardi, thank you.  You will see I have -- I heard you do fleet.  Do you do fleet stuff?

MR. BERARDI:  That's correct.

MR. GARNER:  Okay.  So we can talk trucks then again.  But I don't want to talk about trucks, really.  I just want to go back to the expected service-life discussion Mr. Jesus and I had, and using the truck -- because it seemed so easy to me as an example, but it wasn't to him.

And he put a lot of difference in the expected service life, and I think I might have used a different word, but the ESL that is shown there of six years that you have for, as I take it, a population of fleet of like trucks, right?  That is the ESL?  Right?

MR. BERARDI:  That's correct.

MR. GARNER:  Now, the average age of the trucks, I take it, light trucks, just tells me if you have 100 trucks their average age is four years, right?  Some of them are younger, some of them are older, right?

MR. BERARDI:  That's correct.

MR. GARNER:  Now, the -- and correct me, the expected service life of the population, I think you got to six.  How did you get to that six?  Did you do that based on the mileage on the trucks?  Is that how it is derived?

MR. BERARDI:  Well, it is a few things.  We looked at mileage.  We looked at wear and tear.  We looked at manufacturer specifications.  And they're derived with a lot of our asset condition assessments that we do on a regular basis on our fleet.

MR. GARNER:  Okay.  So this is where I was going with him.  So for trucks, for instance, it is not just a simple thing like mileage.  You actually have a record on all of the trucks, let's say, for repair work and that, and somehow that is computed into a number that shows six.  Right?  Is that what you're saying?

MR. BERARDI:  Yes.  We look at multiple variables and things like operations, the amount of repairs, the mileage, and regular wear and tear.

So we have regular asset condition assessments and then we refine the estimated service lives on a regular basis.

MR. GARNER:  Right.  And that sounds like a lot of work for, how many light trucks do you have?

MR. BERARDI:  We have approximately -- I will get you the exact numbers -- I'm going to say 2,300.

MR. GARNER:  That is a lot of work for 2,000 trucks.  You have to get all those records, you have all of the repairs, and sometimes you have to derive that number 6 from that, right?

MR. BERARDI:  Well, and we do have tools to do that.  We have mechanics in the field.  We do have telematics, and we do have a fleet management system as well.

MR. GARNER:  Fair enough.  So now let me ask you this question.  If I see an ESL number of 6 and the average age of 4, does that allow me to make the following conclusion:  I don't have to replace any light trucks for two years.  Until I get six equals six, I am doing fine.

My average age is under my ESL age; I'm gold. I don't have the snowplow; the snowplow is behind me for trucks.

MR. BERARDI:  I think that is a very simplistic way of looking at it.  Using your example of, we do have some in our fleet in the seven- and eight-year mark, where we're spending a significant amount of operating costs.

So it is a balance.  When we're looking at our fleet, when you use the population of over 2,000, there's going to be fleet that are over six years that we need to optimize, and instead of continually paying repair costs, it may be optimal to buy new.

MR. GARNER:  Sure.  I understand that.  All I am trying to understand is, if I see -- there's a number of these charts for number of assets.  I can't particularly derive anything from the average age and the ESL age being lower or higher because in some sense, you're always going to be spending money and the ESL is not really telling
me -- because you need to replace some trucks is what you're saying, no matter what?

I can't really make -- as you say, it is a very simplistic thing to say if one is lower than the other, you don't have to do anything, right.

MR. BERARDI:  We will always need to replace our fleet.  This does give you a reference point on when we plan on replacing the average of the fleet.

MR. GARNER:  Can I just ask one other question in your area?  Again, it's a simple way of looking at it.

Mostly when I have seen this in utilities, distribution utilities, is they do a health index.  And the health index is fairly an easy concept, at least in my mind.  It basically says I have a population of trucks.  Twenty percent of them are in very good condition.  X is medium, it goes down to a thing like that.

That is not what you do.  You convert that type of thing, but you convert it into this numerical number, right?  Is that what's happening?  Or is there a health index for saying how many of your trucks are X and how many are Y, do you know what I mean, in a health index way?

MR. BERARDI:  We do have a health index; that is not what this table is showing.  Our asset condition assessment does provide that health index, using your terminology.  We do have fleet that are in very poor condition and poor condition and some in very good condition.

So we do have health indexes for our class of transportation and work equipment.  That's not what this table is showing.

MR. GARNER:  Thank you, I see that.  Did you file that as part of this application, the health index for, let's say -- we'll just say trucks, because Mr. Jesus and the other panel isn't here today.

MR. BERARDI:  No, we did not.

MR. GARNER:  Okay.  Thank you, Mr. Chair.  I have some other questions later, if you don't mind.  But I think these are all the questions for the panel as composed.

DR. ELSAYED:  Thank you.  I understand the sequence has changed slightly, and we have CME going next.
Cross-Examination by Ms. Durant:


MS. DURANT:  Yes, you are.  So it is Erin Durant here today for CME, and I have a compendium that was circulated on the weekend that I would ask the witnesses to take out.  And we may as well mark CME's compendium for panel 2 as the next exhibit.

MS. DJURDJEVIC:  That will be K5.2.
EXHIBIT NO. K5.2:  CME CROSS-EXAMINATION COMPENDIUM FOR PANEL 2


MS. DURANT:  Thank you.  We're not going to go through everything in the compendium, just because I know some of it has already been canvassed by others.  And most of my questions today are going to be for Ms. Lila and also Mr. Morris.

I think the place to start will be page 3 of the compendium, which is the compensation costs table.  Now, this is the one that was updated June 19th, 2019.  There is a further version of this table at SEC interrogatory number 58.  But for my purposes, we can work from this one.

For the panel, it is important to know that -- and for the tribunal, it is important to know that there was an error in terms of overall calculations that was corrected.  But the underlying numbers that I am going to be going through in my examination I believe weren't affected be that.

So what I want to do is just orient everyone with this table, so that we know what we're looking at.

Ms. Lila, I think you are probably best to deal with this for me.  So this table is meant to demonstrate all of Hydro One's employee compensation costs, both on the transmission side of the business as well as distribution.  Is that correct?  The table is found at page 3 of the CME compendium.

MS. LILA:  Yes, yes, it is.

MS. DURANT:  If we look at the table, and I think it is worthwhile going through it, the first subcategory here is transmission unrepresented.

So those are employees who are in management outside of the unions, and those are the costs associated with the transmission business for those employees, right?

MS. LILA:  That's correct.

MS. DURANT:  Okay.  When we go through the subcategories, we have base pay, which is salary, and then I want you to go down to STI and LTI.

My understanding is that those stand for short term incentive and long-term incentive.  Is that right?

MS. LILA:  That's right.

MS. DURANT:  Okay.  And the long-term incentive program seems to have commenced some time in 2016 and continues after that?

MS. LILA:  That's right.

MS. DURANT:  So that was a new program that came into effect, I understand, around the time Hydro One became a public company?

MS. LILA:  That's right.  We refreshed our compensation programs at that time.

MS. DURANT:  And that's when the short term incentive program was also refreshed?

MS. LILA:  Correct.

MS. DURANT:  Okay.  So underneath that category, there's distribution unrepresented, which I won't spend much time on.  I wanted to ask another question about this shareholder allocated unrepresented figure.  And we heard already this morning that these are the numbers which are for compensation which are not being included in this application.

These are numbers that are for executives that are not part of what you are looking for, in terms of customers have to pay for, is that correct?

MS. LILA:  That is a portion of the -- the executives are a portion of the shareholder.  There are other costs that are also allocated as such.

MS. DURANT:  Right.

MS. LILA:  Mr. Jodoin can add to it.

MR. JODOIN:  Yes, just to complete that.  So an example would be our investor relations function.

We don't seek recovery for our investor relations function or corporate development strategy, these types of costs.  So it is not only the Accountability Act and the executives, but those type of functions that customers aren't paying for.

MS. DURANT:  Are those people also -- the financials for those people, are they in this part of the chart here, or the dollars amounts?  Or are these dollar amounts just the executives in this chart?

MS. LILA:  The shareholder portion would encompass all of the items Mr. Jodoin just referred to.  So it would encompass things like our investor relation function, corporate development function, executives, and any other costs that have been allocated to the shareholder and not to transmission or distribution.

MS. DURANT:  Okay.  Now, the Long Term Incentive Program, which we see under the unrepresented for both transmission and distribution, my understanding is the only people who qualify for that program are executive level folks, is that correct?

MS. LILA:  No, a slight clarification.

MS. DURANT:  Yes.

MS. LILA:  So directors and above are eligible for the Long Term Incentive Program.  And perhaps where you're going is you see a drop in the chart --

MS. DURANT:  Yes.

MS. LILA:  -- which is attributable to the removal of the executives from the distribution and transmission sections.

MS. DURANT:  Okay.  And the numbers that we see remaining, those are for the directors?

MS. LILA:  Directors and other vice presidents.

MS. DURANT:  Okay, perfect, thank you.

MS. LILA:  Correct.

MS. DURANT:  Now, if we go down, the next series of tables are transmission and distribution for Society.  So those are unionized employees in the Society union, the next --

MS. LILA:  That's correct.

MS. DURANT:  Yes.  And their pay, they aren't eligible for short term incentive or long term incentive, that's correct?

MS. LILA:  No, they are not.

MS. DURANT:  But they are eligible for and do get over time pay?

MS. LILA:  Yes, that's correct.

MS. DURANT:  Okay.  If you go to the overtime that is allocated to Transmission for the Society employees, there seems to have been an increase in overtime in 2017, in terms of the allocation and over time, sort of stays high after that, up over the five million mark.

Is that just a change in the allocation of overtime?  Or have you seen an increase in overtime from Society members?

MS. LILA:  Generally speaking, overtime varies quite significantly year to year because there is a large portion that is responsive to storms, which is to ensure customers have power.  And we did see some significant storm increases, particularly in 2018, but also there were some increases in 2017 as well.

MS. DURANT:  So the overtime numbers for Society, the changes in the numbers aren't due to reallocation.  It is due to just increase in overtime required?

MS. LILA:  There may be some element.  Our allocation levels do change year to year, as we've heard earlier.  But largely I would say for 2018 it was a very significant amount of storms, and similar in 2017.  There were quite a few as well.

MS. DURANT:  Okay.  And if you go to the next page of the compendium, which is page 2 of this same chart, we're into the Power Workers' Union and transmission allocation, and there there is a significant increase in overtime from 2016 to 2017 from 15.6 million to 36.4 million, and then the overtime projections going forward, you know, we've got 46 million in 2018, 43 million, 2019, 44, 45, 47 million, all the way to 2022.

Are these projections based on, you know, like you said, storms, or is there something else happening with the Power Workers' Union that is increasing the overtime?

MS. LILA:  So generally speaking, as I said, historically we had storms, significant storm levels, and then for future assumptions we used -- we use an assumption to calculate those forward.

MS. DURANT:  Now, I know that the Power Workers' Union was able to also negotiate a change to how their overtime was calculated in their collective agreement in terms of decreasing the number of hours they have to work before they're paid at two times their normal rate.

Is that change -- and I understand that change is fairly recent from their bargaining -- do you know if that change is already incorporated into these overtime projections?  Or is that sort of further increases that you might expect going forward?

MS. LILA:  It would have been incorporated in the estimates that kind of change in assumption.

MS. DURANT:  Okay.  Then the last piece of compensation for the unions that I would like to highlight -- and I didn't talk about it on the previous page, but it is there for both unions -- is the share grants, so you can see for the Power Workers' Union share grants start in 2017 and for Society they start in 2018.  Is that correct?

MS. LILA:  That's correct.

MS. DURANT:  And I understand those were new -- new form of compensation made available to both unions as part of the collective bargaining process?

MS. LILA:  That's correct.  It was part of the collective bargaining process, and it allowed us to help us to get additional pension contributions as well.

MS. DURANT:  Yes.  Just to clarify that point, you mean additional pension contributions from them?

MS. LILA:  Correct, yes.

MS. DURANT:  Yeah, okay.  And the dollar amounts assigned to the share grants in both charts, are those the value of the shares at the time that they're given to the employees?  Or how are values come up with for that?

MS. LILA:  So the share grants were established in 2015, and that established the maximum, because it was based on the compensation levels at that time for each of the unions.

And so you will see some declines in the values here, because we do remove forfeitures on an annual basis.

MS. DURANT:  Okay.

MS. LILA:  So as employees leave the organization, they also forfeit the remainder of their share grants.  For example, if -- it is a 12-year program, so if they left in year 2 of the program they would forfeit the remaining ten years of shares that they would have been entitled to.

MS. DURANT:  So each year the eligible members of the union have an option to get share grants.  If they leave during the year they forfeit their eligibility both for that year and going forward?

MS. LILA:  Exactly, so they have to be here on the date of issuance, which is April 1st annually.

MS. DURANT:  And the values in this table, those are the values, like, the fair market value of the share at the time that they're issued to the employee, or...

MS. LILA:  This is reflective of the 2015 share price, which was the IPO price, which is the organization's cost.

MS. DURANT:  Okay.

MS. LILA:  So just to clarify, so there will continue to be declines in the share grants as we have increased forfeitures.  We don't account for it on a monthly basis, we account for them on an annual basis and update accordingly.

MS. DURANT:  And the share grants, they're available to all eligible union members.  They're not based -- they're not tied to performance or company performance?  It is just, as long as they're still employed, these employees, they're entitled to their grants?

MS. LILA:  Correct.

MS. DURANT:  Okay.  So going back to this table and I guess continuing on with the table, the next type of employees we have illustrated here are temporary transmission and temporary distribution, and I know from reviewing your written evidence in this application that those are meant to cover casual employees, temporary union workers, temporary type employees of the corporation; is that correct?

MS. LILA:  That's correct.

MS. DURANT:  They're not meant to cover what I would call in employment law context independent contractors or contractors?

MS. LILA:  No, that would not be covered in this aspect of our evidence.

MS. DURANT:  Okay.  And I understand in terms of contractors, they're not included in this chart at all, and what I mean by contractors are people who are retained for specific projects, not as employees of Hydro One, but as more independent contractor function.

So they're not -- the cost of them are not in this chart anywhere?

MS. LILA:  No.  Those would not be in this chart.  There's a significant variability in those types of contractors, so they would not be included in this chart.

MS. DURANT:  I understand from your evidence that -- your written evidence that contract staff aren't necessarily tracked in a similar manner to this chart, but they're tracked more in terms of the programs and the activities that they're working on.  Is that right?

MS. LILA:  That's correct.

MS. DURANT:  And same in terms of headcount.  There wouldn't be a similar chart to this that would show total number of independent contractors retained in the year, because it is not tracked in that fashion by Hydro One.  Is that right?

MS. LILA:  It's a little bit different because, you know, you don't have necessarily a budgeted number for the whole year.  You might have someone, you know, on board for a portion of a year.  So it varies significantly based on projects and requirements.

We have two types of contractors.  You could think of them as sort of profession services-type contractors.  We use them a lot for our IT operations and we use them for our project management type functions that are project-based type functions.

And the other, you know, large bucket that we use them for is for contracting out pieces of our operations for things like cable locates or capital programs, to scale up.

So there is two different types of contractors that we employ.

MS. DURANT:  And is there a way in which Hydro One tracks, year over year, the spending on those type of contractors?

[Witness panel confers]

MR. BERARDI:  Within our programs and projects, we do have visibility to contract costs.  So as Ms. Lila indicated with respect to professional services, if it's project management or in IT, we do have visibility to some of those contract costs.

MS. DURANT:  And are they tracked year over year in a similar fashion in how you track your labour costs?

MR. BERARDI:  They are tracked year over year.  They are embedded in the transmission and distribution work programs.

MS. DURANT:  Okay.

MR. BERARDI:  So we do have the ability to track year over year, but they are embedded within those work programs.

So when you see a work program, you will see labour, material, equipment, and contract costs within those work programs.

MS. DURANT:  Okay.  Okay.  But there's no sort of one place we could look in the evidence in terms of, you know, the overall contract costs across the association and over time?

[Witness panel confers]

MR. BERARDI:  We did have an undertaking -- or, sorry, not an undertaking, an IR, OEB 194, that provides that visibility that you were referring to, so it is in part B of our response.

MS. DURANT:  Okay, perfect, thank you.

Now, turning now to -- and I am still sort of on the same theme of overall compensation costs.  I want to talk a little bit about retirements.  So like many employers, Hydro One has an aging workforce and, sort of quoting from the written evidence that in 2018, approximately 19 percent of Hydro One's regular workforce was eligible to retire with an undiscounted pension.  Is that right?

MS. LILA:  Yes, that's correct.

MS. DURANT:  Okay.  And I just have a question about AMPCO Interrogatory No. 73, which is found at page 8 of the compendium.

DR. ELSAYED:  Sorry, before we move on, there is a clarification question from Dr. Dodds.

DR. DODDS:  I notice in the charts you just left that for the Society and for PWU, there was quite a jump in overtime from 2017-2018, and you say that was due to storms?

MS. LILA:  Quite significantly, yes.  There's also other elements that would be part of that.  It is also used for workforce flexibility uses as well.

DR. DODDS:  Because when I look forward, you keep those same levels for the next 3 years.  Are you expecting a lot of storms in the next 3 years?  Or if the weather is benign in the next 3 years, will there be a drop in that overtime?

[Witness panel confers]

MS. LILA:   Just to clarify, overtime is not just for storm work.  There is also elements that are in response to outage restorations and bundling of outages for the benefit of customers.

And so those are also accounted for, as well as it is also used as an element of our work force flexibility to leverage it to complete planned work as well.

So given that there is also some increases in our --significant increases in our overall work program, we expect there to still be some higher levels of overtime in respect of some of those three different elements.

DR. DODDS:  Because, you know, if you're planning on overtime, you are balancing that against hiring.  Like, you know, I can see overtime when you have unexpected events like storms and there's outages that go along with that.  But it seems like you're planning outages ahead of time for overtime.  And what will be causing those outages if it's not storms?

MR. BERARDI:  Just to add is if you look at some of the overtime on the planned work, we do have overtime on planned work.

So for instance, when we're upgrading a line, upgrading a station, where we need to actually take the customer out of service, so we tend to do that not the regular nine to five.  We tend to do that work where it best suits the customer, so we don't impact the productivity from a customer standpoint.  So we would do some of that work on the weekend as well.

And things like commissioning of a new transmission station, that may be done on off-peak times as well for planned work.

DR. DODDS:  Okay, that is understandable, then.  So on renewal work, you are expecting overtime because that will be part of renewal work?

MR. BERARDI:  That's correct.

DR. DODDS:  Thank you.

MS. DURANT:  I will just go back to overtime, just to make sure I understood your earlier evidence.

In terms of the Power Workers' Union, I believe you mentioned earlier after one of my questions that those numbers are also impacted through the latest round of collective bargaining, where the threshold for when overtime starts being paid was lowered.

So union members in the Power Workers' Union now have to work fewer hours before they're eligible for the two-time overtime pay.  Is that correct?

MS. LILA:  That is correct.  I would just also highlight that our casual workforce are compensated at 1.5 times.

MS. DURANT:  But for the Power Workers' Union, the overtime item that we were just looking at there, going forward that would be pushed upward as a result of the lowering of the overtime threshold, right?

MS. LILA:  It would be incorporated.

MS. DURANT:  Okay.  Now, talking just briefly about retirement, I just had a follow up question to AMPCO No. 73, which is at page 8 of the compendium.

So we just went over that about 19 percent of the workforce is eligible to retire, and there was a question asked in terms of how Hydro One accounts for retirements in the compensation budget for the test years.

The response was that retirements are generally pre-planned to be replaced by successors where workload requirements replacement, and that there is minimal impact on the compensation budget as a result of retirements.

Can you expand on that thought for me?

MS. LILA:  Sure.  So just to help understand.  So in terms of retirements, generally speaking, people provide, you know, notice of their retirement 3 years, 6 months typically.  So that allows us to plan for, from a succession perspective how we would fill that particular role.

MS. DURANT:  Would someone filling in the role necessarily step into receiving the same rate of pay as the person departing?  Or would they be replaced by a more junior employee, especially in the unionized context?

MS. LILA:  It tends to vary.  I can't really say there is a consistency around that.  It tends to vary depending on who we replace with.

If we go to external, we might hire someone who is very seasoned.  If we hire someone internally, we may promote someone more junior.

If we replace someone in a different way or we change the role because of the replacement, it could be very different.  So I can't really say consistently that there would be an exact methodology.  We have different options.

MS. DURANT:  That all makes sense in the management and higher level context.  But I am thinking of the members of both unions.

As the senior members of the unions age out, the more junior members of the union would be tied into the rates of pay set out in the collective bargaining agreements.  And you would expect some cost savings as you have the very senior members of the unions retiring and being back-filled by the more junior members coming in.

MS. LILA:  Not exactly because, for example, if you talk about, you know, union trade supervisor -- we call them a UTS 2 -- for example, there is a fixed rate for that level, like a supervisory role.

So if someone left a supervisory role, there is a fixed rate for that, that any person would step into that same level.

MS. DURANT:  Okay.  So for projections going forward, there's no adjustment downwards to take into effect retirements, because it is your position that there is not going to be that much of a change in terms of people retiring and the salaries being placed to the replacements.

MS. LILA:  I wouldn't say that, no.

MS. DURANT:  Okay.  I want to get into the incentive programs a little bit.  These are highlighted in your evidence, your written evidence as at risk pay, pay for performance.  I believe it says the MCP compensation strategy is driving a shift to a paid for performance culture, and it incorporates commercial company compensation norms with new shareholder expectations.

And these programs are put into place -- I am reading from, sorry, page 11 of my compendium at the bottom.  "Performance-based compensation enhance Hydro One's ability to attract, motivate and retain qualified employees in a competitive marketplace."


Now, I know from a response to one of our interrogatories that there wasn't any studies done prior to implementing these programs, in terms of issues with Hydro One actually retaining any employees.  Is that correct?  You don't have any issues with retention of management level employees?  You have low attrition?

MS. LILA:  So there weren't any studies done in respect of retention.

However, many studies, as you probably have seen in our historical evidence with respect to benchmarking and levels of compensation that are appropriate, and design principles were certainly done.

MS. DURANT:  Yes.  But you're not having trouble retaining people before these programs were put in place?

MS. LILA:  No.  Our turnover levels have been historically relatively low, as is typical for a utility organization.

MS. DURANT:  Okay.  Now I want to go to page 14 of the Compendium, which is a merit and STIP employee guide. I think this might actually clarify some of the evidence that my friends were talking about earlier.

So the first page, at page 14, this is the STIP overview and I think it is useful to walk through it and I am looking at the chart.

This is essentially showing how the STIP payout is calculated.  So on the far left, you take a person's salary and then you multiply that by their target bonus which is a percentage of the salary, is that right?

MS. LILA:  That's right.

MS. DURANT:  Then if I wanted to look at how you come up with that target percentage, you could actually go to the next page, which is page 15, which shows various different levels and under the heading target bonus, you will show what the target bonus percentage is.  Is that right?

MS. LILA:  That's correct.

MS. DURANT:  Okay.  So for example, director, their target bonus, 25 percent.  Manager, 15 percent, all the way down to admin support, 5 percent?

MS. LILA:  Correct.

MS. DURANT:  So if we go back to page 14, you have salary plus a percentage for their target bonus, and then you also have two other factors that come into play which can increase or decrease the bonus depending on how the factors play out.

So one is the team performance.  And to come up with that percentage you have to take the team percentage, the team performance number, but also the team weighing.

And I understand that the more senior you are as an employee in the company, the higher percentage the team element comes into factoring into your compensation.  Is that correct?

MS. LILA:  That's correct.  And those are outlined also on page 15 of the same guide.

MS. DURANT:  Right.  And then there is also an individual performance factor that is taken into consideration, and the percentage between individual and team -- it will be 100 percent for both of them, but the allocation is different depending on the employee, and the way it is broken down is outlined on page 15.  Is that right?

MS. LILA:  That's correct.  And so the portion of the team and individual is dependent on those two factors.

MS. DURANT:  Okay.

MS. LILA:  And so you have the corporate team performance or the scorecard performance, which makes up a large portion of everyone's compensation, and then the individual, which would be, you know, three to four goals that are established at the early part of the year --


MS. DURANT:  Yes.

MS. LILA:  -- that are assessed throughout.  Those would be cascaded from the team.  So there's alignment through the organization.

MS. DURANT:  Perfect.  And if we go to page 16 of the compendium, it shows at the top individual performance ratings and how those are to be scored.

And I note that there is to be no STIP payout, either the team or individual components, if the calculated performance rating for the individual is in the -- did not meet expectations range.  Is that right?

MS. LILA:  Correct.

MS. DURANT:  So if a person does not meet expectations individually, they're not eligible for any of the STIP payment; is that right?

MS. LILA:  Correct.

MS. DURANT:  Okay.  And the chart below is just useful if people wanted to look at how this plays out in practice and you need an example.

So in the example below, the team performance score was 105 percent on the team scorecard.  And the individual was 85 percent, and when you run the calculations that are shown there, and you add the payments together, you will get the total payout, which is 10,890, which is just underneath this person's target bonus of 11,000; is that right?

MS. LILA:  That's correct.  I should also note this guide that you have in this evidence has not been updated based on the most recent changes to this program.

MS. DURANT:  Okay.

MS. LILA:  So for example, at the top of page 12, you see the zero to 200 percent range.  That is now reduced to 150 percent to align with the Hydro One Accountability Act.

MS. DURANT:  And when was that updated?

MS. LILA:  It has not been updated.

MS. DURANT:  Oh, okay.

MS. LILA:  We are in the process of updating these --


MS. DURANT:  Oh, you're updating it.

MS. LILA:  -- materials for the upcoming cycle.

MS. DURANT:  Okay.  Okay.

MS. LILA:  And then the maximum for executive levels has also been reduced to 100 percent, again to align with the Hydro One Accountability Act.

MS. DURANT:  And do those changes come into play this calendar year for the bonus that will be paid out next spring?

MS. LILA:  Correct.

MS. DURANT:  Okay.  And the projections in your total compensation numbers, are they based on this model?  Or the new one which is still being implemented?

MS. LILA:  Either would be applicable because we base them on target.  We don't assume a performance level behind that.  We assume 100 percent.  We don't assume a higher or lower.  There are adjustments in year.

MS. DURANT:  Okay.  So your projections going forward in the total compensation chart, which was at page, I believe, 3 of my compendium, the going-forward years are based on 100 percent.  The target percentage, which we see on page 14 of the STIP, the target bonus?

MS. LILA:  Correct.

MS. DURANT:  Okay.  All right.  And if we go to page 18 of the compendium, this is something we were looking at this morning.  So this is the team scorecard, and this is the scorecard that you look at in terms of determining the team amount of the short-term incentive bonus.  Is that right?

MS. LILA:  That's correct.

MS. DURANT:  Okay.  These are the factors that are taken into consideration.  So 10 percent health and safety, 25 percent work program, and within the work program it is divided into -- the 25 percent is further divided into 25 percents for transmission and distribution portions of the business.  Is that right?

MS. LILA:  Yes.  Reliability and in-service additions.

MS. DURANT:  Okay.  So that is all within that 25 percent.  And net income is 30 percent of the factor that is considered?

MS. LILA:  That's correct.

MS. DURANT:  Okay.  And then the other two are productivity and customer.

If you go forward two pages in the compendium to page 20, this was provided in response to an AMPCO interrogatory which attaches the 2018 team scorecard.

And my understanding of what we're looking at here is that this is the actual end-of-year scorecard that would have been used to calculate the bonuses; is that correct?

MS. LILA:  Correct.

MS. DURANT:  Okay.  That was a good guess on my part.

So what this shows is -- and this was reported to the board of directors -- where Hydro One actually scored on each of the metrics and all of the calculations that come up with the team scorecard amount.

And if you go to the bottom right corner, the number here is 166, 91 percent, so the team scorecard was well above 100 percent for 2018; is that right?

MS. LILA:  That's correct.  However, as I noted earlier, there is a new maximum, which would be a maximum of 150.

MS. DURANT:  Yes.  So the new maximum is 150.  But 2018, it was 166.9.

MS. LILA:  Correct.

MS. DURANT:  Okay.  And so looking at some of these metrics, and just so to make sure I understand these correctly, for each item there's a target that is set.  If you meet the target that would be 100 percent, right?

MS. LILA:  That is correct.

MS. DURANT:  Then go if you go over that you can get over 100 percent.

So I see that 200 percent was reached on a few items.  The first was on net income.  So Hydro One had set a net income target of 705 million and change and the actual achieved was 806 million 67.  Is that right?

MS. LILA:  That's correct.

MS. DURANT:  Okay.  And that's worth 30 percent of the bonus, right, the income component to the shareholders?

MS. LILA:  That's correct.

MS. DURANT:  Okay.  And where it says "60 percent" on the far right-hand side, contribution to team scorecard, 60 percent, what does that 60 percent mean in this context?

MS. LILA:  So if you look just earlier, you can see in the weighting column --


MS. DURANT:  Yeah.

MS. LILA:  -- there is a 30 percent value.

MS. DURANT:  Yes.

MS. LILA:  So it is indicating that because this is 200 percent, the actual payout for this item is 60 percent.

MS. DURANT:  Okay.

MS. LILA:  Just that.

MS. DURANT:  Okay.  So that is how you get to that number there.

When you go down to customer service, I see that there's different targets set here for transmission, satisfaction, large customers, and distribution satisfaction, small and residential customers.  And the target set for large customers was 86 percent customer service and the target set for small and residential customers was set at 73 percent.

Why would those targets be set in such different levels, in terms of satisfaction?

MS. LILA:  So I can probably just elaborate from a principles perspective, and then panel 3 can elaborate on the specifics.

So from a principles perspective, what you want to look at when you think about a measure is thinking about, you know, where you are presently and how that aligns with your strategy and where you want to achieve in the future year.

So these particular items, they were based on what our historical levels would have been and then how we want to move that and what's possible within a year for each of our segments of customer.

MS. DURANT:  Okay.  So the target of 73 percent would have been based on historical numbers of satisfaction for the residential customers base?  And sort of to move it a small amount within a year's time?

MS. LILA:  A reasonable amount.

MS. DURANT:  Okay.  And then the TX reliability metric, I see that there was zero percent scored there in terms of the target.

And can you give any sort of background in terms of the reasons for that, or the reason that metric fell short?

[Witness panel confers]

MS. DURANT:  And if that was for panel 1, that is completely fine as well.

[Witness panel confers]

MS. LILA:  I can't really comment on the specifics.  It would have been better suited for panel 1.

MS. DURANT:  That's fine, that's fine.

Now, I understand from a response to one of our interrogatories, number 43, that in 2018, 96 percent of MCP employees received a STIP payment.  That's on page 21 of the compendium, if you want to check.

MS. LILA:  Yes, that's correct.

MS. DURANT:  And that would mean that only 4 percent would have received that rating of does not meet expectations?

MS. LILA:  That may be a portion of it.  Another portion could have been, you know, someone who is new to role or depending on the timing of when they started, there may have been some eligibility as well.

MS. DURANT:  Because there's only certain employees that are eligible.  So if you are new in the year and you haven't worked 90 days, you're not eligible.

Same thing if you depart in the early part of the year, you wouldn't be eligible as well.

MS. LILA:  Correct, correct.

MS. DURANT:  Okay.  I think I am done putting you in the hot seat.  I am going to turn to the Mercer report, if I may. I am not going to be too much longer; I know I am coming up on my time.

So I have portions of the report in the compendium and where I want to start is page 35 of the compendium, which is the methodology section.  I just want to make sure everyone understands what is included in terms of your compensation study here.

So included in what you're studying is the base salary and wage, is that right?

MR. MORRIS:  That's correct.

MS. DURANT:  And also total cash compensation, and that is your base salary plus the most recent short term incentive or bonus paid lump sum where available.

MR. MORRIS:  That's correct.

MS. DURANT:  So these figures in the - your report is dated April 2018, but the actual salary figures are based on -- is it October 2017 figures?

MR. MORRIS:  Yes.  October 1st, 2017.

MS. DURANT:  So that would be any short term or bonus paid in the year 2017?

MR. MORRIS:  Correct.

MS. DURANT:  Okay.  And it also includes pension and benefits?

MR. MORRIS:  That's correct.

MS. DURANT:  And it does not include, though, overtime, is that correct?

MR. MORRIS:  That's correct.

MS. DURANT:  And I believe I saw in your report someplace -- and I couldn't find it this morning -- that the reason for that is overtime is difficult to compare across employers.  Is that the reason?

MR. MORRIS:  It's difficult to compare across employers, and our study actually looks at actual compensation for individuals and it's not always tracked in the same way.

So we find survey participants are not consistently able to provide us overtime information at that level, and it is -- tends to be variable in terms of how organizations use overtime and why they use overtime.

MS. DURANT:  Okay.  So this benchmarking study doesn't take into effect overtime at all?

MR. MORRIS:  It does not.

MS. DURANT:  Are there other types of benchmarking studies, or market research studies available where you could compare overtime across corporations?

MR. MORRIS:  None of the -- to the best of my knowledge, none of the compensation surveys that are done by major consulting firms in Canada would include overtime as a measure.  It's just not a common approach for the reasons that I have outlined.

I haven't even seen, that I am aware of, a custom study that would do it.  I think it is possible that some strategy firm, or more of an operations consulting firm rather than a compensation consulting firm might undertake a limited study of that type, possibly.

MS. DURANT:  I have seen reference to studies that will compare -- maybe not the amount spent on overtime, but the actual overtime programs themselves.  Have you seen studies like those?  Like, for example, when overtime kicks in, you know, things of that nature?

MR. MORRIS:  Yes.  There are studies that look at overtime policy and that's, I think, what you are describing.

MS. DURANT:  Yes.

MR. MORRIS:  So when does overtime kick in, in terms of number of hours, whether it is on hours worked in a day, hours worked in a week.

MS. DURANT:  Okay.

MR. MORRIS:  And then what the actual amount of the overtime is.

MS. DURANT:  And those overtime policy studies, would they be available to show, you know, what's common in the market, you know, where the market is going in terms of overtime?  What would they actually show?

MR. MORRIS:  They would show typically a summary of policies and the relative prevalence of various features.

What they tend not to show is the amount of overtime worked, because it's more programmatic.

MS. DURANT:  Okay.  I am going to go to page 67 of our compendium, and I am not going to be very here very long because I know someone else has many more questions about this than I do.

Now, I understand you had some input in terms of coming up with these going-forward projections, in terms of the difference in fair market value into the future.  Is that right?

MR. MORRIS:  That's correct.

MS. DURANT:  And I know doing so isn't a perfect exercise.  What I want to know specifically is, in terms of incentive programs -- so the short term incentive and long term incentive -- when you are projecting forward, were those based on target percentages, or were those based on actual percentages paid in more recent years?

MR. MORRIS:  Our projections were based on a point in time.  So it started from 2017 and it was 2017 actuals, as we described earlier.

MS. DURANT:  Okay, yes.

MR. MORRIS:  Then we projected forward really based on the basis of base pay changes.  So they tend to move proportionally.

MS. DURANT:  Okay.

MR. MORRIS:  So it's a 2017-based number.

MS. DURANT:  Okay.  Going back to your report again -- I'm sorry, everyone, I am jumping around here.  And I want to go to page 25 of the compendium, which is part of the executive summary of the report.

While everyone is getting there, I guess I will remind us where we are.  The results of the 2017 study showed that Hydro One was 12 percent above market median.  Is that correct?

MR. MORRIS:  That's correct.

MS. DURANT:  On page 25 here, we have a summary of factors that are sort of contributing to market position and there's two of them I want to ask about.

So one is higher short term incentive payouts to the non-representative group following strong company performance.

So elaborating on that thought, was that a factor where Hydro One was scoring higher than comparators when you were doing the study?  Or what do you mean by that thought there?

MR. MORRIS:  Because it's actual pay levels that we're looking at, and company performances generally taken into account, it would in fact affect the actual compensation in that year and we were just drawing attention to that fact.

MS. DURANT:  Okay.  Then another factor in terms of its positioning in the market, it's the fourth bullet, was the introduction of the lump sum and share grant awards to the two unions.  So that was a factor that impacted their market positioning?

MR. MORRIS:  We took those into account.  So those were elements of total compensation that were taken into account.

And to the extent that some of the -- I guess this is more for Ms. Lila, but our understanding is that the, their forward looking in terms of the positive impact that they would have on reduction of compensation costs going forward.  So there is a bit of a timing thing when you look at the year they start.

MS. LILA:  I can add to that.

MS. DURANT:  Go ahead.

MS. LILA:  The point I think Mr. Morris is trying to outline in the summary is that the shared grant and lump sum payments were in-year payments for lump sums, and then forward looking for each year for share grants in lieu of future pension cost sharing and pension contribution increases.

So as a result of these, you know, one time payments in the case of lump sum or, you know, fixed periods of time of compensation, we see an ongoing impact to reduced Hydro One pension contributions because employee contributions are increasing significantly.  In fact, over the you know, six-year period that we started to increase contributions, employee's contributions have doubled, so quite significant in that regard.

And that continues to have, you know, lasting impacts because there were also lower than market base wage increases that occurred as part of the same compensation package, which also impact all of labour burden elements such as pension, benefits, overtime, so all of these things that we have been talking about.

MS. DURANT:  And those trade-offs which he is talking about here, I can see from that full summary, they're both -- both the added value in terms of the share grants and the reduction in terms of the pension contributions from the employer, all of that is included in this report in terms of coming up with the marketing position?

MS. LILA:  I think Mr. Morris could comment.  But I believe that the future pension contribution savings is difficult, as we discussed yesterday, to -- or, sorry, Friday, to forecast.

MS. DURANT:  Hmm-hmm.

MS. LILA:  They're fully forecasted.

MR. MORRIS:  Well, yes.  I guess that is a fair summary.  So they are reflected in the numbers.  I just would point out that the methodology we used for looking at the value of pension is different than the actual calculations that are used for actually funding the pension.

So there can be a bit of a disconnect at times, but we have tried using the methodology that we used to reflect the values going forward for employees.

MS. DURANT:  Perfect.  Those are my questions, thank you.

DR. ELSAYED:  Thank you.  I think it is probably not a bad idea to take our morning break now, and we will resume at 11:10.  Thank you.
--- Recess taken at 10:51 a.m.

--- On resuming at 11:10 a.m.

DR. ELSAYED:  Please be seated.  I think, Ms. Grice, you are up next.  Sorry?

MR. STERNBERG:  I just wanted to let you know that, thankfully, Mr. Chhelavda is okay and was able to make it.  He is here and resumed his spot on the panel.  So we are in your hands as to how to proceed, but I understand Mr. Garner may be ready to proceed and ask his questions now that he has for Mr. Chhelavda.  But whichever order you wish to prefer is fine with us.

DR. ELSAYED:  Okay.  Well, welcome back and we're glad all is well.

So we will go to you first, Mr. Garner, if you have some questions for him.

MR. GARNER:  Thank you, Mr. Chair.

DR. ELSAYED:  Just don't be too hard on him.

[Laughter]

MR. GARNER:  Most people don't go to such extreme measures to avoid my cross-examination.

[Laughter]
Continued Cross-Examination by Mr. Garner:


MR. GARNER:  I actually have some questions, and they may get punted around, about the in-service capital additions variance account.  It actually seems to go by a couple of different acronyms sometimes, but there is only one account, right?  It is for -- I think I also see it sometimes called CISBA, but that is the account for variances in the capital program.  Do you know the one I am talking about?

MR. CHHELAVDA:  I do, yes, you're correct.

MR. GARNER:  So what I've done -- if my compendium can be re-brought back up; I think it is at tab 1.  What I have done is I have extracted OEB interrogatory 11 mostly simply because in their question, they give a very good repeat of the evidence of what the account does and explain basically how it works.

But the other thing at the next tab is your evidence, and it talks about what was in the account prior.  And as I understand it, the account you are proposing in this case is really just a continuation of the existing account from the prior case.  There is no difference in the mechanism, is that correct?

MR. CHHELAVDA:  To the best of my knowledge, I believe that's correct.

MR. GARNER:  Right.  I didn't see one.  What you explained in your evidence is that over the last two years, 2017 and 2018, the account attracted a liability balance you put in here of .six-million, six-hundred-thousand dollars.

I take it by a liability balance, that's a credit to ratepayers, is that what it is?

MR. CHHELAVDA:  That is correct.

MR. GARNER:  Right.  And the way the account works, as you see in the above tab, is basically it attracts a balance if you're 98 percent or lower on your capital.  Correct?

MR. CHHELAVDA:  That is correct.

MR. GARNER:  Now, one of the things that I was a little confused at -- and you can help me -- as I understand the way the account will work is it will attract the variances in in-service capital, not capital expenditures as we've been talking about them generally in this proceeding to date.  Is that correct?

MR. CHHELAVDA:  So it will attract -- it will be the revenue requirement related to the variance and capital.

MR. GARNER:  To the in-service capital.

MR. CHHELAVDA:  Correct.

MR. GARNER:  And for no other reason than to really demonstrate the issue that arises, I think, is if you go to the very last tab 7 of this, I have extracted the Board's EB-2016-060 order and it is the draft rate order.

In there, there gets to be a discussion after that case about the in-service amounts vis-a-vis the capital amounts, and there is just a discussion about how those things are able to do and some confusion -- not confusion, but clarification that has to happen at that time in order to resolve the issue about what's in service.

Do you recall that?  Were you part of putting that DRO together for the Board?

[Witness panel confers]

MR. JODOIN:  I think, at a high level, what will essentially happen is should Hydro One be directed by the Board to reduce capital expenditures under that scenario, we would take that away and translate that and reprioritize what work we would and would not do.  The work that we would not do, we would then translate that into an in-service number, and that is what we would track against for the variance account.

MR. GARNER:  Okay.  So in this proceeding, and if you go to page 11 of the compendium, of the PDF, you see the forecast capital expenditures from this case.

And what I am wondering about, I believe, in the last case, you actually provided the Board with an in-service amount for each one of those years in order for you to have a baseline for the variance account.

But I don't recall -- and I could be incorrect, and you could point me to it -- do you have a projection of the in-service amounts for the purpose of the variance account for this case?

MR. JODOIN:  We do.  The in-service adds are summarized within Exhibit C, tab 2, schedule 1.

MR. GARNER:  Okay, thank you.

MR. JODOIN:  And table 1 within that exhibit.

MR. GARNER:  Okay, thank you.  Now, you may recall at the beginning of this proceeding Mr. Rubenstein talked about these progressive productivity savings.

And as I understood them from the previous panel, these are anticipated savings in the capital program that are as of yet unidentified, but targeted to be made.  Have I got that basically correct?

MR. JODOIN:  At a high level, yes.  Essentially what we have done is we've built up an asset plan based on needs; you would have heard that from panel 1.

We've then identified a progressive or a stretch factor to reduce that capital envelope downwards.

We've translated that into an in-service assumption as well, and you can actually find that in the exhibit I previously referenced, which subsequently lowered our revenue requirement in this application.

MR. GARNER:  Right.  How, in the actual event...


MR. STERNBERG:  I apologize for interrupting.  We have just been given a message that apparently the audio has gone down.  I am not sure if that can be fixed at some point, but I wanted to mention that.

DR. ELSAYED:  Thank you.  We will look into that.

MR. GARNER:  I will speak louder and see if someone can hear outside the room.

In the actual event -- going back to these productivity things -- when the variance arises, how does one understand whether the variance has arisen because in fact the productivity initiative didn't come to fruition, for instance?  How does one know the difference?  Because you don't know what they are in any event, right?

MR. JODOIN:  That's not true.  So within this application, perhaps just so we're apples to apples, we could pull up the exhibit that I referenced.

MR. GARNER:  Sure.

MR. JODOIN:  Exhibit C, tab 2, schedule 1, table 1.

MR. GARNER:  Hmm-hmm.

MR. JODOIN:  Perfect.  So you will see the fourth item identified on this table is the progressive productivity placeholder.

You will see that we have reduced our in-service adds by 15.8, 36.3 and 56.7 million dollars respectively within each of the three years underlying this application.

As we work through subsequent business planning processes, actual results, we will come up ideally with productivity-based initiatives to track.  Once those initiatives are defined, we will identify a methodology to track against.  So each initiative will have a baseline that we can compare against.

As we become more productive, based on these initiatives, we will be able to identify how much less we are spending in capital, and we can compare it against the commitments that we have outlined within this table, and that would provide us the analysis of comparing what we've committed up front without having initiatives, i.e. this table, versus what we've actually achieved.

And to the extent there is any over or under variance relative to the commitments we have come up with here, we will be able to easily explain.

MR. GARNER:  So if I look at a test year, let's say 2021 in your table that you have in in-service additions, and the total amount is -- I am not sure what the minus .3 is, but 1.1298 in 2021, do you see that number?

MR. JODOIN:  I see that number; that's correct.

MR. GARNER:  Right.  So that is associated with $36 million in these progressive savings that you have, right?

MR. JODOIN:  We built up an asset plan.

MR. GARNER:  Right.

MR. JODOIN:  And reduced it by the progressive productivity placeholder; that is correct.

MR. GARNER:  And the Board, as you, I think in other places, will approve an envelope approach, and in fact you have a significant number of what I call under 3 million unidentified projects or large number of small projects that have to be done.

So if in 2021 you were to come back and say there is no variance because, in fact, we spent 1.298, you're saying that there is a way for us to understand that you spent 1.298 and completed the anticipated number and types of projects that you were going to do in this plan.  We're going to be able to see that somehow?

[Witness panel confers]

DR. ELSAYED:  While we're waiting, is there an update on the audio issue?

MR. DAVIES:   My understanding is it's been fixed.

DR. ELSAYED:  Okay, thank you.

MR. JODOIN:  I will call up a couple of more references.  First, if we could bring up Exhibit I, tab 7, schedule 26.  This is in response to an interrogatory from SEC where we outline initiatives associated with both our core productivity plan, where we have initiatives, building that up, but also provides an outline of our defined and undefined progressive productivity placeholder.

This is -- this table is -- sorry, I will wait until it comes up.  Perfect.  This table is very similar to what we've provided in our distribution rate application, and we talked a little bit about that at the technical conference, where we show significant productivity initiatives, both across capital, OM&A, and our corporate line items.

But you will see here we've also identified our progressive defined and undefined.  Essentially what we're committing to is as we find initiatives, create new initiatives, on an ongoing basis, we will move them into the progressive defined category out of the undefined category.  Okay.

And I will pause there while I bring up the next reference.  And I believe this is one that Mr. Spencer brought everyone to with panel 1, and this is Exhibit JT1.9.  And when Hydro One and Mr. Spencer compiled this subset, it is an update of how we have been doing from a progressive program perspective.

So some of these items are new.  We did not have them at the time of filing this rate application.  We've, through our continuous improvement and harvesting a culture of working more efficiently and becoming more productive, we are coming up with initiatives that are in fact lowering costs.

So this is an update as to how we are doing from a defined progressive perspective, and Mr. Garner, to answer your question, when we come back in 2023 and we're assessing the in-service adds variance account and the associated capital achievements, we will be able to identify exactly how much of the progressive placeholder we have found.

To the extent we are over or under that amount, we will provide an analysis as to why and how that corresponds to the in-service adds variance account.

MR. GARNER:  Thank you.  While I think about that, just to give me a concrete example of some other things, the other types of projects, I put into this compendium the same thing I had in the last one, which was at page 8, a list of the mandatory SA projects, SR projects here.

When you are doing your analysis, as you are talking about, if I were to take -- it doesn't really matter.  Let's take connect new IAMGOLDMINE -- aptly named, I'm sure.  It has got $10 million there.

When I see these types of variance accounts, am I going to see connect new IAMGOLDMINE $9.8 million or $11 million, you know, that type of thing?

[Witness panel confers]

MR. JODOIN:  Coming back to your original question, the in-service adds variance account is done on an -- completed on an envelope basis.  I mentioned earlier that there is a robust redirection process at Hydro One that looks at emerging asset needs, changing conditions, items that panel 1 would have spoke about.

MR. GARNER:  Hmm-hmm.

MR. JODOIN:  While I -- I mean, just by the sheer nature of panel 1 being able to provide this type of information, I am sure it is something they could do, but it is important to consider that the variance account is done on an envelope and completed on an envelope basis.

MR. GARNER:  That was more my question.  I wasn't asking you to talk about the actual projects.  I was just asking how you are actually going to account for it.  So you are not going to, as you develop this CISVA or whatever the appropriate acronym is, you're not going to be doing it such that someone could say, could you show me the same table and show me how much on budget these were, and where they are.  That is not your intent.

Your intent is to show it on a larger envelope basis; is that right?

[Witness panel confers]

MR. JODOIN:  That's correct.  It will be at an envelope basis.  I do want to make clear, though, because you did mention it at the beginning of your assessment, and one of the key items -- and it really goes with everything we're trying to do at Hydro One with creating a culture of productivity -- the in-service variance account, we are proposing that we're tracked on an envelope basis.

But to the extent we spend under, and that under relates to being more productive, it is of our belief that we should not be penalized for harvesting a culture of productivity and continuous improvement, that is to the benefit of our customers.

So that is why, and I did want to make that clear why that language exists for the in-service variance account.  We are trying to be better in everything that we're doing, and we are trying to be more productive, and this is one of the ways that we tie our achievement to the mechanism for how we earn revenue.

MR. GARNER:  I am not trying to cast any aspersion on any of it.  I am just actually right now trying to make sure that I understand how the mechanics of it works so that I can be clear.

But if you go down to page 11, so we are more on the envelope basis now of my compendium, where you have forecast capital expenditures.  I know these aren't in-service, so they're not the same numbers.

Now, when you do this account, will you be breaking it down by the categories of access renewal service and general plant?  Or, again, is it just one number?

MR. JODOIN:  It is one number.  That's right.

MR. GARNER:  And can I ask you about that, because it goes to -- this is now -- we will move away from the productivity initiative, but a similar problem in my mind about how to understand what's being done.

If you go to page 13, which is our response to VECC interrogatory 12, we asked you in this interrogatory about the capital contributions that are being attracted to the different categories of what I call the envelope.

And you have given them here, your projections, and you make the point in your response that we're doing it on a net basis, so we take out the capital contributions.  But of course, the capital contributions are nothing more than estimate, right?  They will have a reality based on something different.

So when you are doing variances, how do I know the variances aren't because you got more or less of a capital contribution and didn't do anything?  It had no bearing on anything other than the difference between your forecast of capital contributions and what the actual capital contribution occurred?  How do I understand that when I look at that account?

[Witness panel confers]

MR. CHHELAVDA:  If I could draw your attention to Exhibit C, tab 7, schedule 1, and on page 3 of that we're actually asking for a variance account for capital contributions, to track whether it is over or under.  So that should address, I believe, your concern.

MR. GARNER:  That will be used to kind of track against that?

MR. CHHELAVDA:  Correct.

MR. GARNER:  Now, staying on that table that I have shown you there, you may disagree with me, but I will characterize it this way, is that the system access has the most variance on capital contributions, generally because you're connecting people and they are a lot of times putting in costs toward doing that, especially large customers.

You have a lot of more uncertainty as you go over the long-term on system renewal and system service because, as you say, it is an envelope.  You have to adapt to the changes in your needs for the capital program.

And you probably have the most certainty in your forecasting of your capital in general plant, because it is like trucks and buildings and things that are a little bit more easier to forecast.

Would that be a fair characterization of those
three -- those four types of categories?

[Witness panel confers]

MR. JODOIN:  From a thousand feet, I think there is a lot -- you're making a lot of sense.  However, this isn't the panel that would be able to adequately assess our confidence interval in capital planning.  That should have been addressed to panel 1.

MR. GARNER:  Sure enough.  Let me just put the question to you.  Would there be value in considering this CIVA account being actually subcategorized by all four areas, so that the Board was actually looking at those as separate different items as opposed to having a large envelope?

Would that have any benefit in the sense of the analysis of your productivity variances and all of the other things?

[Witness panel confers]

MR. JODOIN:  To the last part of your question, I can say no, there would be no -- in assessing our productivity commitment relative to each of the categories, while our productivity is built up as detailed as we can, changing asset needs or business conditions that will allow us to re-deploy our approved envelope to specific assets that need, if you will, a little more care, it won't impact our culture of generating productivity.

And on the first part of your question, with respect to the in-service variance account, at the category level, this panel wouldn't be the one to adequately assess the risks of going down to the category level.

But what I can say again is to reiterate we have a redirection process at Hydro One for a reason and especially as we get into longer term applications, things change.

And if we're specifically held at the category level in all circumstances, there could be some inherent risk of doing that.

But again, if you need to go a little bit more in detail, that should have been for panel 1.

MR. GARNER:  Or maybe panel 4, who is doing your overall thing, because I think what I am really asking is from the point of your rate plan, which is, is it a better concept to implement that CIVA as a rate plan.

But I hear your answer and I thank you for it.  And, panel, thank you for those answers.  Thank you for that extra time.

DR. ELSAYED:  Thank you.  Ms. Grice, I think you are next.
Cross-Examination by Ms. Grice:


MS. GRICE:  Thank you.  Hello.  My name is Shelley Grice, and I am representing AMPCO.  And I have a compendium, if we can please mark that as an exhibit.

MS. DJURDJEVIC:  That will be K5.3.
EXHIBIT NO. K5.3:  AMPCO CROSS-EXAMINATION COMPENDIUM FOR PANEL 2


MS. GRICE:  If we can please start off at page 2 of the compendium -- can we go to the next page, please?  Okay.

So this was an undertaking where we were asking about your vehicle utilization rate, and I brought this up with panel 1 and they suggested I talk to you about it.

So these are the result of asking for the vehicle utilization rate from 2015-2018.  My understanding is the way you have derived this is you took your fleet management operating costs for those four years, and then you divided it by millions of hours, I assume, of utilizing those vehicles.  Then you came up with a utilization rate that's 21.4 percent in 2015, 21.3 in 2016, 23 percent in 2017 and 24 percent in 2018.  Is that correct?

MR. BERARDI:  Just to clarify, those numbers that you are quoting on utilization rate, 21.4 to 24.0, those are hours.  Those are dollars per utilization hour.

So if you take 2018, the operating costs are 135.7 million and our utilization hours, hours that we're charging to work programs, programs and projects, are 5.7 million utilization hours.

Therefore, the average utilization rate, the costed rate is approximately $24 per hour.

MS. GRICE:  Okay.  So what I was actually looking for in this undertaking was a utilization rate percentage that would show, based on hours available to have your vehicles out, the percentage of time that they were actually working.  Is that something you can provide?

MR. BERARDI:  Yes, it is.  We can provide it for, I believe, the 2017, 2018 and 2019 period.

MS. GRICE:  Just to follow up, why wouldn't you be able to do that for prior years?

MR. BERARDI:  Well, we implemented Telematics in mid-2016, so the most complete data for us would be 2017 and beyond.  That is the main reason.

MS. GRICE:  So you didn't track utilization rate prior to 2016, then?

MR. BERARDI:  We did track it.  However, the way we're tracking it today is much more accurate using our automated systems.

MS. GRICE:  Okay.  So could we -- would we be able to get an undertaking then for your fleet utilization rate for 2017 and 2018?

MR. BERARDI:  Yes.

MS. DJURDJEVIC:  That will be Undertaking J5.1.
UNDERTAKING NO. J5.1:  TO PROVIDE THE FLEET UTILIZATION RATE FOR 2017 TO 2019


MS. GRICE:  Do you have one for 2019 as well, a forecast?

MR. BERARDI:  I believe we do, yes.

MS. GRICE:  Can we make that for 2017 to 2019?

MS. DJURDJEVIC:  Still one undertaking, 5.1.

MS. GRICE:  When you calculate your vehicle utilization rate, can you just explain, is that based on regular hours of work?  So in other words, overtime would be excluded.  Is that the way you do it?

MR. BERARDI:  Our vehicle utilization rate is based on available hours by class.  So very high level is, if you took a class or if we looked at a class for heavy equipment, it would be the utilization rate -- the percentage that you are looking for would be the utilization that we charge to the project or program over the denominator would be total available.

So it really depends on each class on the availability of that class.  So for instance, we do have down time that we would exclude, down time such as planned maintenance, planned repairs, so it is really a combination of that calculation.

Utilization hours over a total available, so it really depends on the class.

MS. GRICE:  Then the number that you are going to provide in the undertaking will roll that all up into one number?

MR. BERARDI:  That's correct.

MS. GRICE:  Okay.  And have you benchmarked your utilization rates against other transmission companies?

MR. BERARDI:  We have not benchmarked against other utilities at this point in time.  However, we have internal benchmarks, if you will, that demonstrate -- well, hopefully you will see that in the undertaking response that our utilization is improving year over year.

However, in 2020 we plan on entering into an engagement with Utilimarc, which is a benchmarking of fleet professionals with 30 North American utilities.

MS. GRICE:  Okay, thank you.  Can we please turn to page 39 of the compendium.  Sorry, 29.  Now, I have just highlighted a bullet in yellow, and it is a subset of the first sentence there:

"Fleet management services has adapted to the changing needs of its business by..."

And that bullet says:

"...reducing equipment down time and improving equipment utilization."

So I just want to sort of flow that through and understand what Hydro One is doing to address this issue with respect to its fleet size and then also with respect to the productivity initiatives that you have underway.

So if we can start, please, by going next to page 5.  So this is a table, I believe, in part B, where you are showing your vehicle count.  I see from this table that your vehicle counts are decreasing from 2015 through to 2019, where the most significant decrease takes place.

Let's just look at light vehicles, so it is going from 3,062 in 2015 down to 2,635 in 2019.  And then it stays the same for 2020, 2021, and 2022.

So just thinking of that bullet we just read out, in terms of right-sizing your fleet, the way that I read this is that it is not going to change over the test period in terms of the number of vehicles.  Is that the right assumption?

MR. BERARDI:  That's correct.  So the biggest change for us in our fleet reductions were in 2017 and 2018.  So in 2017, in aggregate we reduced our fleet by approximately 800 units.  And in 2018 we reduced our fleet another 200 units, and so we're at that, we believe, the optimal level in 2019 and beyond.

MS. GRICE:  Okay, thank you.  Then can we next turn to page 19, please.  This is the table of productivity initiatives that we've looked at a few times.  But if you look at the second one at the top there, and this is under capital operations, you have under the initiative grouping, fleet telematics and right-sizing.  You've got a fleet rationalization, unit base capital plan reduction, and if you just scroll across the screen, you can see that in 2019 you've got 10.6 million, and then when you go across the test period you've got 11, 11.1, 11.4.

So if you are not planning on reducing your fleet size during that period, can you just help me out -- help me understand what fleet initiatives will be falling underneath these productivity dollars?

MR. BERARDI:  So if you take a look at -- if you review the details of how that productivity is calculated, it's based on our previous business plan.

And so we had a business plan that indicated that in order to maintain our fleet we needed to invest in capital of approximately $60 million.

And so with the telematics initiative and looking at utilization by class, we're able to reduce that capital investment year over year.

And these numbers do reflect the change in our capital investment plan.  Within that plan we are making adjustments in year and future years, as we refine a lot of those utilizations by class.

So this is the change of our continued improvement in our fleet utilization.

MS. GRICE:  Okay.  So these aren't new initiatives, these are a carry-over of the outcome of your telematics program?

MR. BERARDI:  I would say they're a carry-over of that telematics initiative.  However, year over year we are identifying net new incremental.  And that is what you will see in this plan.

There are some incremental savings, but the original investment in telematics did take place in 2016.

MS. GRICE:  Okay, thank you.  And then if we can just stay on that table.  I just want to do a follow-up based on a conversation you had this morning with Ms. Durant regarding overtime.

And you have overtime on this table as well.  And as a -- it's an initiative grouping in both the capital and operating side, and you have overtime reductions of, starting in 2020, 0.5 million a year, and then I believe within the operating -- in the operation, side, if you go down to the bottom of the table, again it is an additional 0.5 million.

What is being planned here with respect to overtime reductions?

[Witness panel confers]

MR. BERARDI:  I believe this initiative is really around in transmission and stations, some bundling, and some scheduling activities, in order to reduce that overtime.

MS. GRICE:  So is that something that's carrying on from an existing initiative, or is there an enhancement as part of this?

[Witness panel confers]

MR. JODOIN:  Could you just -- when you say "enhancement", I think here specifically we're seeing better visibility, and relative to the business plan derived to generate our 2017-2018 rates, there's an increased visibility and something we're able to put control around.  But the word "enhancement", I don't know if you want to define that or...

MS. GRICE:  I just thought if there were new initiatives being undertaken compared to what was done historically.

MR. JODOIN:  This is definitely a new look, an increased visibility, relative to what would have built up our transmission 2017-2018 rates.

MS. GRICE:  Okay, thank you.

If we can now please go to page 23.  So we've talked about your -- a little bit about your vehicle utilization rate.  This question was asking more about your workforce and a utilization rate related to your staff.

And what you came back with in this undertaking is a billable ratio.  And the underlying numbers aren't here, but I believe I can talk in percentages in this table, that your billable ratio for 2015 was 84 percent and it is remaining fairly constant, and is at 83 percent in 2018.  Correct?

MR. BERARDI:  That's correct.

MS. GRICE:  And would you be able to tell me whether or not overtime is included in this billable hours ratio?

MR. BERARDI:  Yes, it is.

MS. GRICE:  Would you be able to provide this table excluding overtime?

[Witness panel confers]

MR. BERARDI:  I guess  what we're discussing is this ratio is really the hours on the job.  We're not sure if we have that level of detail, but best efforts; if we can provide it, we will.

I am just not sure if we do have that level of detail in this exact form.

MS. GRICE:  Okay, best efforts would be great, thank you.

MS. DJURDJEVIC:  That is J5.2.
UNDERTAKING NO. J5.2:  A, TO MAKE BEST EFFORTS TO REFORMULATE THE TABLE AT PAGE 23 OF EXHIBIT K5.3 TO EXCLUDE OVERTIME AMOUNTS; B, TO INCLUDE A 2019 FORECAST FOR EQUIPMENT UTILIZATION RATE; C, TO INCLUDE TARGETS FOR BILLABLE HOURS RATIO FOR THE TEST PERIOD, BASED ON WRENCH STUDY PRODUCTIVITY IMPROVEMENTS


MS. GRICE:  And similar to what we did on the equipment utilization rate, would you be able to include 2019, just a forecast for 2019?

MR. BERARDI:  If we have it available, we will include it.

MS. GRICE:  Okay, thank you.  Have you ever benchmarked your -- I will use your terminology -- your billable ratio with other transmission companies?

MR. BERARDI:  No, we have not.

MS. GRICE:  Then in terms of how you set your budgets in this application, do you have any productivity initiatives related to your billable hours?  Do you have a strategy or targets where you are trying to maintain or improve your billable hours ratio, and are there any initiatives around that?

[Witness panel confers]

MR. BERARDI:  Yes, we do.  If you take a look at the initiative around wrench time study, that would be an example of one.

So I believe it is in SEC 26, we do have visibility to wrench time studies.

MS. GRICE:  Okay.  That is also in the table.  We don't have to look it up, but it was also in that table that we just looked at.

So are you able to provide what your targets are then for billable hours ratio for the test period based on those wrench study productivity improvements?

[Witness panel confers]

MR. BERARDI:  Perhaps we can include it as part of the undertaking we just had, to extend that out for the test period?

MS. GRICE:  Okay, that would be great.

MR. BERARDI:  If that's okay?

MS. GRICE:  Sure.

MR. BERARDI:  Thank you.

MS. GRICE:  Okay.  So can we now please go to page 22 of the compendium?

So you've provided -- in your costing of work evidence regarding coming up with a labour rate, you provided this table where it shows what the hourly rate is and, in this case, the position is regional maintainer, electrical stations, regular staff.

Just to start off, it is showing that in 2015, the hourly rate for this position was $134. Then it decreased down to $128 in 2017, and $126 forecast in 2018.

And then you're sort of maintaining that during the test period.

My question is, can you explain at a high level what is driving the decrease in 2017 and 2018?

MR. JODOIN:  Sure.  I think it is really a couple of things.  It is actually referenced just to the bottom of the table.  And what we have seen are, at various points from 2015 onwards, there have been a few pension revaluations that have been downward pressure on pension costs that have been embedded within that rate, same sort of analysis on OPEBs or benefits.

So we have seen some downward trajectory in those costs, which has resulted in a decrease in the payroll obligation line.

And further, what you will note and it is identified below, further reductions from 2016 to 2019 represent an increased billable ratio resulting from less down time and more time charged to projects.

I think that analysis is similar to what Mr. Berardi was identifying on a focus on wrench time and charging more to projects, less time sitting on the sidelines, and becoming more productive.

MS. GRICE:  Okay, great, thank you.  Now if we can just please look at page 21, this is from your last application and it is showing what the projections were for 2017 and 2018.

But I just want to pause there and make sure.  Are we comparing the same position?

MR. JODOIN:  It is the same position.

MS. GRICE:  It is the same position.  So the forecast amounts have decreased then for the reasons that you have explained?

MR. JODOIN:  Correct.  For very well the same reasons we saw the reduction from 2015 downwards, and then the same contributing factors would exist plan over plan.

MS. GRICE:  Okay, thank you.  Then I just want to ask just some questions about -- if we can go back to page 22.  I just want to relate these categories back to your billable ratio.

So just going through the list here, so payroll obligations obviously would be in that billable ratio?

MR. JODOIN:  That's correct.

MS. GRICE:  And contractual time away from work would not be in that ratio?

[Witness panel confers]

MR. BERARDI:  The table you are referring to, those are the total costs.

So how it's related to the other table with billable ratio, the billable time is only the time that is charged to that program and project.

So non-billable time, if you will, contractual time away from the tools is not part of the billable ratio.

MS. GRICE:  So non-billable would be things like illness, vacation, things like that?

MR. BERARDI:  Sick, accident, vacation, safety meetings, other administrative obligations.  So things of that nature would not be part of the billable rate, billable ratio.

MS. GRICE:  Okay.  And then just my last question on this.  You have a category here "support activities", and they're explained at page 27 and 28 of the compendium.

So for instance, under part A, it is admin expenses such as travel, cell phones, those types of expenses.  Are they excluded from that billable ratio?

So for instance, under part A, it is admin expenses such as travel, cell phones, those types of expenses.  Are they excluded from that billable ratio?

[Witness panel confers]

MR. JODOIN:  They would not be part of the billable component.

MS. GRICE:  I am just wondering, I think -- I am thinking now it might be helpful when we get that billable ratio undertaking, just to understand what's in and what's not in so we know what we're looking at when we look at the percentage.  Would you be able to do that?

MR. JODOIN:  Absolutely, we could define what's embedded, sure.

MS. GRICE:  Okay, that would be great, thank you.

MS. DJURDJEVIC:  That will be a separate undertaking for that?  5.3, J5.3.
UNDERTAKING NO. J5.3:  WHEN PROVIDING THE BILLABLE RATIO UNDERTAKING, TO ADVISE WHAT'S IN AND WHAT'S NOT IN IN TERMS OF PERCENTAGES.

MS. GRICE:  Okay, thank you.

Can we turn to page 10, please.  This was an interrogatory where we asked you to fill out tables just to show on a monthly basis for the years 2015 to 2018, in terms of what's happening to your FTEs.

In this table, you have said under the response that you assume one headcount equals one FTE.  So if we just look at January of 2015, you've got a headcount on January 1st of 5,278.  Then you have two hires, 18 retirements, five other exits, and you have come up with a vacancy leg that you define as the average number of days to fill a vacancy per month.

I didn't want to dwell so much on the numbers for each year, but just an understanding that you do carry vacancies every month, correct?

MS. LILA:  Yes, that is correct.  And just, you know, the table as we filled it out I believe we note is for regular employees.

MS. GRICE:  Right.  Okay, thank you.

Then if we just look at page 9, please.  This was an undertaking.  If you look at the second sentence, this undertaking was comparing 2019 transmission FTEs to Q2 actuals.

And if you look at the second sentence there in the response it says:

"The regular FTEs are approximately 6 percent below budget largely due to vacancies.  This is aligned with the current assumption of a 7 percent vacancy rate reduction for corporate groups."

So my apologies if there have been other questions asked on this through the process, but I wanted to ask what your assumption is for other groups besides corporate, in terms of a vacancy rate reduction that you have built into your compensation dollars.

MS. LILA:  So if you look at the next paragraph where we speak about an example of our trades employees, so for other -- other non-corporate groups, generally speaking how we fill through the year is through a mass hire process.

So we would leverage our non-regular or our PWU hiring hall or casual workforce to offset any fluctuations that may happen through the year.  So for example, if we had a regional maintain electrical or lines retire at some point during the year we wouldn't hire someone immediately.  We would hire someone from the PWU hiring hall or casual workforce to offset that for the duration of the year and then hire someone regular at the next opportunity of a mass hire, which generally speaking is in the fall.

MS. GRICE:  Okay.  So then you put a zero percent vacancy rate in for all other groups within the organization, based on what you just told me?  Is that the assumption that's gone into the compensation costs?

MS. LILA:  We have not accounted for a vacancy for those types of groups, because of what I just described in terms of how we manage our ebbs and flows in our workforce.

MS. GRICE:  And then can you just explain why you did for the corporate groups, why you made an assumption of a 7 percent vacancy rate reduction for that group?

MS. LILA:  Absolutely.  So for example, for someone on my team, if they left, then we would have a period of time where there would be no one in the role potentially to fill that work.  So, therefore, you know, we wouldn't have a full FTE for the year for that individual, and so therefore there is a reduction to account for that overall.

It's not accounted for in the FTE, but it is accounted for in the budgetary aspect.

MS. GRICE:  Okay.  So then I am just now a little confused with the tables on -- starting on page 10.  So just with these average number of days to fill a vacancy per month.

So then these days have to be attached to positions, correct?

MS. LILA:  That's correct.

MS. GRICE:  So then it seems like even with the PWU example, there will be days in the month where the positions aren't filled.

MS. LILA:  No, that's not correct, because we would fill -- you know, we would have the opportunity to fill a role for a PWU, you know, line person immediately.  Our direct hire process allows us to put in a requisition and fill the role very quickly.

But this vacancy leg is more referencing some of those corporate groups.  The table, in terms of the numbers, in terms of hires and retirements and, et cetera, is in respect of regulars.  But the lag aspect is more -- more focused on those types of roles we would fill through our vacancy process.

MS. GRICE:  Okay, thank you.  Page 12, please.  This is your absenteeism rate, and you have shown the data here for 2015, 7.4 days, 2018, eight days.

Do you have any initiatives underway as part of any of your productivity related to addressing absenteeism?  Is that anything that has been built in?

MS. LILA:  We certainly have initiatives to manage our absenteeism.  You know, for example, we manage it very closely.  We have a third-party adjudication process to manage any absence that is over five days, to assure us that they are legitimate absences.   We have other initiatives in order to ensure we have employees that are fit for duty, and we have, you know, continuous improvement initiatives related to sort of mental health.

And so these -- but the nature of absenteeism is one that fluctuates.  It tends to be one that fluctuates based on workforce, and it is not one that we attach a productivity measure to, because we want to make sure the people are fit for duty.

The nature of our business suggests that people have to be fit for duty and fully present when they're managing work, and so sometimes there may be higher levels of absenteeism to ensure that people are fully well and fit for work.

MS. GRICE:  Okay, thank you.  Is your threshold then for absenteeism, is it five days?  Is that sort of what you are trying to manage to?

MS. LILA:  People may be absent for shorter periods.  We consider five days to be like sort of a more significant level of absence to which we would attach that third-party adjudication process.

For other shorter periods we also manage those, but we don't have, as I described, that third-party adjudication process for those.

MS. GRICE:  Okay.  And have you benchmarked your absenteeism rate against other transmission companies?

MS. LILA:  Not to my knowledge, no.

MS. GRICE:  Okay, thank you.  Okay.  Page 16, please.  We've already looked at this table this morning, but this is a table from evidence that shows the in-service capital additions, 2014 to 2022.

I just had a couple of questions regarding the in-service additions and the relationship to depreciation.

So if we just look at 2017, it shows here that you are within 1 percent of your plan related to in-service -- capital in-service additions.

So you forecasted 867.7, you ended up at 872.2, and that is a variance of 4.5 million, subject to check, if you will just accept that.

MR. CHHELAVDA:  We will accept that, yes.

MS. GRICE:  Okay.  And then for 2018, your plan was 1.178.4 billion.  You came in at 1.160.4 billion.  You have a variance of minus 2 percent, so that is a variance of negative 18 million.  Do you accept that, subject to check?

MR. CHHELAVDA:  I do.

MS. GRICE:  Okay, thank you.  So if we can just turn to page 15, at the bottom of the row there you've got the total variance of depreciation for 2017 and 2018.  And for 2017 it is -- the OEB-approved depreciation was 422.6.

What was -- what was achieved?  Or what you came up with was 3 -- what you calculated was 394.3.  So that is a variance of negative 28.3 million.

And then in 2018, the OEB-approved amount was 458.4 and you have calculated 411.5, a variance of 46.9 million.

So when you add the two together over the 2-year period, that is a variance of 75.2 million that was in rates, that's not showing here as your actuals.

I am just trying to understand, based on what we just looked at within service additions, why those aren't more relatable?

MR. CHHELAVDA:  So we will talk about the depreciation on fixed assets.  It is a function of the mix of assets.

So when we planned the work, you had a certain expectation that you would have certain assets placed in-service and then throughout the redirection process, it was deemed that, you know, work would be redirected and we would focus on other areas.

So the primary driver is there were projects that were in certain US of A accounts that have a higher depreciation that were either scaled back or not being proceeded with, and we proceeded with projects that were on the transmission side that have a lower depreciation rate.  So that is causing the difference in depreciation rates.

It is counterintuitive.  When you see the in-service numbers being fairly tight, you expect the depreciation numbers to be close.  But it is the mix of assets.

MS. GRICE:  Okay.  So the way that you calculate the depreciation in your application, you follow the same methodology when you are coming up with your calculated amounts.  There is no change there at all?  It is just the mix of the assets was different?

MR. CHHELAVDA:  Correct.  When we calculate the depreciation in the application, we would take the rate that comes from the depreciation study and apply that to the assets in-service to get the depreciation amount.

MS. GRICE:  Do you have -- would you be able to provide 2019 information related to the table on page 15?

[Witness panel confers]

MR. CHHELAVDA:  I mean, if I can direct you to -- we do have the forecasted amounts in the evidence, Exhibit F, tab 6, schedule 1, page 2 of 4, where we're showing the amount for -- I will just wait for the document to be pulled up.

So as you can see, we have the forecast amounts for 2019-2020 to 2022.

MS. GRICE:  Do you have what was put in, built into rates for 2019?  Is there a depreciation value?

MR. JODOIN:  There is not.  2019 rates were derived through an inflationary-based application.  So the build up of depreciation is not available from an OEB-approved perspective.

MS. GRICE:  Okay, thank you.  Just one last question on a different area.  Page 17, please.

This is a table from evidence that was updated June 19th and it shows your FTEs for the years 2017-2020.

I apologize if it's in evidence; I just couldn't find it in a timely fashion.  What I was looking for was your FTE forecast for 2017 and 2018.  Is that something you can point me to?

[Witness panel confers]

MS. LILA:  I don't believe it's available.  The forecasts for 2017 and 2018 would have been final -- well, 2017 would have been final certainly at the time, and 2018 at the time of this application.

MS. GRICE:  But I am looking for -- when you were doing your last application, you had a forecast for 2017 and 2018.  I just am not able to locate the forecast.

I agree these are the actuals, but did you have a forecast for 2017 and 2018?

MS. LILA:  As part of our last distribution application?

MS. GRICE:  Your last transmission.

MS. LILA:  Transmission application.  I don't think we have that in evidence here.

MS. GRICE:  Is it possible --


MS. LILA:  We could probably find it at the break potentially.

MS. GRICE:  Should we do that then at the break?

MS. LILA:  Sure, we could do that.  We could do that at the break and then come back and discuss, if that is helpful.

MS. GRICE:  Okay, that would be great, thank you very much.

MS. DJURDJEVIC:  Do you want to give that an undertaking number or just take it that you will do it anyway?

MS. GRICE:  Maybe we should give it an undertaking number and then we can always respond to it when we come back.

MS. DJURDJEVIC:  That will be J5.4.
UNDERTAKING NO. J5.4:  TO PROVIDE A REFERENCE FOR FORECAST FTES FOR 2017-2018


MS. GRICE:  Thank you very much.  Those are my questions.

DR. ELSAYED:  Thank you.  I think we will take our lunch break now, and we will resume at 1:20.
--- Luncheon recess taken at 12:20 p.m.
--- On resuming at 1:20 p.m.

DR. ELSAYED:  Please be seated.

Okay.  I think, Ms. Djurdjevic, you are on now.

MS. DJURDJEVIC:  Thank you, Dr. Elsayed.  We will start by introducing OEB Staff's compendium as Exhibit K5.4.
EXHIBIT NO. K5.4:  OEB STAFF CROSS-EXAMINATION COMPENDIUM FOR PANEL 2.


MS. DJURDJEVIC:  You are getting copies at the dais right now.

In addition to that we have a large version of a document which was from the technical conference, KT2.1, and it is just a larger version than what is in our compendium.  It has the grid lines with the numbers and letters, and that will be K5.5.
EXHIBIT NO. K5.5:  LARGE VERSION OF KT2.1.

DR. ELSAYED:  Sorry.  The tables are K5.5?
Cross-Examination by Ms. Djurdjevic:


MS. DJURDJEVIC:  That's right.

Good afternoon, panel.  My name is Ljuba Djurdjevic.  I am counsel for OEB Staff and have the privilege of cross-examining this fine panel.

I have -- my questions first of all will start with general OM&A type of issues, and some of these questions were initially put to panel 1 but referred to you folks.  So you are lucky to have me asking those.

So I have, first of all, our compendium, which you should have received Friday or sometime over the weekend, and I am going to start by referring you to a document at page 220 of that compendium.

This is a table that Staff has put together.  As you will have noticed, we like to make a lot of charts and tables summarizing things.

And the figures on this chart are taken from evidence that is indicated on the table, and that was your updated Exhibit J1.1 that you filed last week.  And it is also contained in the compendium.

So I don't know if you have had a chance to look at the calculations and confirm them, but would you agree or accept the numbers, subject to check?

MR. JODOIN:  I can say I've gone through the compendium.  I haven't checked every calculation, so subject to check.

MS. DJURDJEVIC:  And so looking at that table, particularly the forecast 2020 OM&A expenditures, 374.1 million.  And if you look over to the right-hand column and see that that represents a decrease of 394 million decrease versus the average of the 2015 to '18 actuals.

And it is also a decrease of 28 million, versus the average of 2015 to 2019.  See those numbers?  Do you agree with them?

MR. JODOIN:  I do, yes.

MS. DJURDJEVIC:  So I would like to first of all talk about how much of these reductions in your OM&A request are a result of productivity gains that Hydro One expects to see.

First of all, just a general question, if there is anything on the evidence where you can refer us where we can see how reductions in your OM&A request are mapped to productivity gains.

[Witness panel confers]

MS. DJURDJEVIC:  I know you had -- you produced some evidence about various initiatives, but in terms of saying, you know, this is how $39 million of reductions are generated and this is the amount that is attributable to productivity gains.  Do we have anything like that on the evidence?

MR. JODOIN:  We do.  We have a couple of different places where we have identified the impact productivity has on our revenue-requirement request.

Probably the best place to go would be in response to SEC 26, where we identify the detailed initiatives by capital OM&A and corporate-related costs.

And also in that interrogatory, we provide historical actuals dating back to 2016.  So what you would be able to tell is the year-over-year change relative to our actual results.

MS. DJURDJEVIC:  Okay.  I thank you for that, and I may come back to this after we have taken a look at that.  But thank you for that helpful direction.

And looking at different types of OM&A categories, sustainment, development, operations, and, you know, how that -- how those reductions are reflected in rate base.

Yes, so we talked about that 39.4 and the 28 -- those reductions, so, you know, how does that show up in terms of your rate base, particularly because, I mean, we're seeing an increase, so...

MR. JODOIN:  I think in short the answer is they don't.  OM&A is being reduced in this application to levels below our 2015 through 2018 actuals, but with respect to rate base, maybe you could -- if you could help me clarify, because rate base would grow by our in-service additions net of any depreciation expense, would be disconnected from the OM&A trajectory shown on page 220 of your compendium.

MS. DJURDJEVIC:  Well, Staff is looking at the reductions in OM&A, and you may have been asked this question, but wouldn't it be largely a result of lower demand on your maintenance resources, your equipment is younger, it is better-performing?

MR. JODOIN:  Sure.  So if I understand your question, you are asking by what means does our increase in capital spend cause a reduction in our operation and maintenance spend?  Is that what you are asking?

MS. DJURDJEVIC:  Yes.

[Witness panel confers]

MR. JODOIN:  Unfortunately, I don't think this panel is in a position to explain the capital expenditure plan and the associated offsets with how that comes together.  Probably it would have been a better question posed to panel 1.

MS. DJURDJEVIC:  Okay.  I will move on, then.

So talking about the rate base.  If you would turn to page 95 of Staff's compendium, that is your Exhibit updated J1.1.  And also, so you can put your finger there or a Post-it note, I would also ask you to turn to page 177 of the compendium, which is one of your updated exhibits.

MR. JODOIN:  Sorry, page 177?

MS. DJURDJEVIC:  177, yes.  This is your pre-filed evidence, Exhibit C, tab 1, schedule 1, page 2 of 6.

So what I am looking at here on page 177 in this table showing the OEB-approved rate base of -- how do you even say this number -- 11,148 million.  And then flipping back to the page 95 reference, the requested rate base for 2020 forecast is 12,407 million.

So the difference between the 2018 approved and what you are requesting in 2020 rate base is an increase of 11.3 percent.  Do you accept my math, subject to check?

MR. JODOIN:  Sorry, just to be clear, you're comparing our 2020 rate base ask relative to the 2018 OEB-approved amount?

MS. DJURDJEVIC:  That's right.

MR. JODOIN:  Subject to check, the math I could --subject to checking that.  But what I will say is what that represents is two years' worth of in-service additions as we are jumping off from 2018 into 2020.

So there were additions in 2019 that would have occurred.

MS. DJURDJEVIC:  Okay, thank you for that clarification.  I now have some questions about your OM&A forecasts and first of all, just for starters, the 2020 OM&A that you are requesting is an updated figure of 374.1 million.  Do I have that right?

Well, it is in our K5.5, the big one.

MR. JODOIN:  That's correct, that number is correct.

MS. DJURDJEVIC:  All right.  And this one represents about 5.1 percent less than your 2018 OEB-approved envelope, correct?

There's a document on calculation I can refer you to, or you can just trust my math.  It is Staff IR 62, page 179-80.  It was an interrogatory where Staff asked Hydro One whether -- why don't we turn it up because you can think about the context.

MR. JODOIN:  Sure.  You said OEB 162?

MS. DJURDJEVIC:  Yes, page 179 and over to 180 of the compendium.  And Staff had asked you in that IR whether, since you had been below your 2018 actual -- or not your 2018, but the question was whether you would be able to remain 4.7 percent below the 2018 plan funding envelope that was approved in the previous application.

MR. JODOIN:  I see that IR, yes.

MS. DJURDJEVIC:  Staff was looking at it in terms of the fact that you were able to operate, you know, at this lower 4 percent less than the funds you had been -- sorry, so it's your 2019 was 4.7 percent below your 2018 plan.

MR. JODOIN:  Sure.  And a little context on -- I know panel 1 did discuss the nature of the reductions in 2019, some of which being one time, some of which being sustained in nature, afforded to align with our 2019 inflationary-based application.

I know there were significant discussions on the risks into 2020 from a sustainment perspective, should that level of expenditure continue onwards.  Panel 1 would have discussed that in great detail.

MS. DJURDJEVIC:  I want to talk a bit about your forecasting practices and trends.  Let's start by turning you to a table that Staff prepared at page 221 in the compendium, table 2.

Again, these are taken from the information that you provided in your original Exhibit F, tab 1, and then updated Exhibit J-1.1.

So again subject to check, do you accept the math that results on this table?  Maybe I can take you through it one by one --


MR. JODOIN:  No.  I just reconciled, yes, we're good. I checked all of the numbers against our evidence, that's correct.

MS. DJURDJEVIC:  Looking at the actual and the approved amounts between 2016-2017, so I am looking at this 3.2 percent.  Do you see there's columns that have like the difference, so the differences between what you approved and what you actually spent in each of those years.

So we see that, you know, in 2017, it was 3.2 percent less spending than you were approved for.  And in 2016 it was 6.6 percent less than approved.

MR. JODOIN:  I see that, but I also see in, 2015 and 2018, spending levels above OEB-approved, and if you were to aggregate all of these four years which would span two different rate applications, one of which was settled in 2015-16, the second was our most recent OEB approval, 2017 and 2018, we spent over 99 percent of what we were approved.

MS. DJURDJEVIC:  I recognize there's two years of over-spending and two years of under-spending.

MR. JODOIN:  That's right.

MS. DJURDJEVIC:  What I would now like to look at is how your actual spending amounts compared to what you were requesting in those applications, and then what you were approved for.

I will turn you to page 176 of Staff's compendium.  Again, this is from your evidence, Exhibit 5, tab 1, schedule 1, page 3.  And so you will see columns there for each year as to actual and plan.

And if you follow the columns to the very bottom, you see the variances over the plan, so that's the difference between what was approved and what you actually spent.

But there is also a section in the middle called adjustments.  These are the amounts by which your requested amount was reduced, whether it was through a settlement process or through an OEB decision.  Do you see those figures there in the column under "adjustments"?  You have a $20 million reduction in 2015 and '16 as a result of settlement.

MR. JODOIN:  That's right.  I mean, in general, in 2015 and 2016, we were able to reach a settlement agreement in deriving our revenue requirement envelope.

A lot of the concern at that point in time was associated with the increased spending levels from what would have been 2014 approved rates into what Hydro One was requesting in 2015 and 2016.

And there was an agreement between everyone to reduce what we were asking for by 20 million on an envelope basis, that is correct.

MS. DJURDJEVIC:  Okay.  So, you know, if you look at 2016 for example, and you start at the very bottom, you know, what you were approved for, for example, 2016, 436.8 million.  And again if we go up, you see that is a result of after a reduction of 20 million that you agreed to in settlement, a 12.7 million reduction.

And so then he you go back to the bottom of this, of all of the columns, the variance, you know, so this is the actual spending.  When you see the actual spending in 2016, 2017 they're like 28.7 percent less than, you know, the previous years.

And then in 2017, it was 12.7 percent less than Board-approved, so -- sorry, dollar amounts.  28 million.  percentages are above.  So 28 million less spending in 2016 and 12.7 million less spending.

So all I want to suggest to the panel, and I welcome your comments, is that there is a tendency to perhaps over-forecast the amounts that you are requesting in your application, and then spending less than the approved envelope.  Could you -- are there some drivers that -- or causes of that underspending in 2016 and '17?  And then similarly, the overspending on the 2015 and '18.

MR. JODOIN:  Well, I am glad you brought up that last part, because I just fundamentally disagree with the notion that we're over-forecasting at all.

Again, I mentioned previously that if you were to sum up the four years of actual versus OEB, either settled or approved amounts, Hydro One has spent over 99 percent of the dollars that we've been set to approve.  Specifically in 2016 you mentioned under-spending of roughly 29 million, which was, I agree, referenced at the bottom of that table.

A lot of it was in sustainment-related spend.  I know there was certain corrective maintenance and refurbishment expenditures that were avoided due to replacement of equipment that had occurred.

So that is one instance where, in 2016, we came in under.  But again I do -- I do want to re-emphasize two key points here, in that over the span of those four years Hydro One spent again over 99 percent of what was allowed under an envelope basis from the regulator and, two, we continue to make strides in driving our OM&A costs down and keeping OM&A low.

So -- and we're doing that -- and you can see in that same table in 2020 we have requested an OM&A level that is lower than any historical year dating 2015 through 2018, and granted, it is higher than what we've seen in 2019, but as I mentioned, at the front of this conversation, panel 1 would have discussed one-time cost reductions that have been made in order to work within an envelope supported by an inflationary rate application in 2019.

MS. DJURDJEVIC:  Thank you for that explanation.

So looking at the going-forward period, so your 2020 forecast, we've pointed out is less than your 2018 actual.

And I guess the question is, you know, the fact that it's less than your last actual doesn't necessarily mean that it is reasonable or prudent, and you can respond to that, is the Staff's concern is that we have seen sort of a trend of not getting the numbers right.

So we are sort of questioning, you know, whether that 2020 is reasonable and whether actually it could be even less or even a lower amount.

[Witness panel confers]

MS. DJURDJEVIC:  Can you explain why you reduced your requested OM&A so significantly in this application compared to 2018?  And, you know, whether that is as far as it can go, in terms of reductions.

MR. JODOIN:  I would say that it is as far as it can go and, again, I keep going back to some of the concerns that panel 1 would have raised with respect to any reductions through their applicable spending.

But even beyond, you know, what we can call panel 1 OM&A, but from a corporate perspective we have taken significant action to reduce corporate costs within the company.  In the last business planning process we did a detailed review of all corporate costs in an effort to reduce vacancies out of all of the groups to limit consulting and contractor spend to what we deemed critical functions, and critical function was defined as any consulting spend to support a rate application.

From an aggregate perspective, for consolidated Hydro One, that resulted in roughly 40 million of corporate cost reduction both in plan-over-plan and from a year-over-year trajectory.

So, you know, for all of those reasons we're making a significant effort to reduce OM&A -- and, again, I know I am reiterating here -- if you aggregate up the four years, we have spent in line with what we were approved.

So I will just fundamentally disagree with any notion that we have not done that.  Hydro One absolutely has done that, and it is outlined in the numbers.  Granted, you could isolate any individual year, I take that.  But it is important that we look at the entire span of the historicals built into this application, and we are spending on-track.

MS. DJURDJEVIC:  Okay, thank you for that.

So I am looking at how the decreases were calculated.  And I would turn you to page 222 of the compendium.  So it is another table that Staff has created from details provided in Exhibit J1.1.  This is a summary of overall impact on the 2020 revenue requirement.

So looking at the red letters, G and I.  So G shows decreases in the forecast, the 2019 forecast, versus 2018 actual and plan.

So we have the 62.7 million decrease that you're forecasting in 2019.  And then, sorry, that's your -- 62.7 million less at -- than year 2018 actual, and I shows that in -- red letter I, that in 2019 you're expecting to spend 37.8 million less in overall OM&A compared to plan.

See those numbers, and would you agree with the calculations, subject to check?

MR. JODOIN:  I take that, I see them.

MS. DJURDJEVIC:  Okay.  And if you look at the red letter H, now, this calculates the increase in 2020 compared to 2019, and it is actually a 17.6 million increase versus the 2019 forecast.  Do you see that?

So when we're looking at the period up to 2020, the decrease isn't actually the 62.7.  It is 45.1.  And I guess some of the concern or question Staff has is, you know, we may be seeing this significant reduction in the 2019 forecast, but then there's an increase, you know, in 2020.

MR. JODOIN:  Sure.  And, I mean, in one of your original tables you provided a summary of our OM&A from both historical actuals and forward-looking forecasts, and that's from Exhibit F, tab 1, schedule 1.

If we were to turn to page 4 of that exhibit, we do recognize that increase.  That is something we have talked about.  and I will just read a little bit of a passage from what we filed in our application, in that:

"The proposed budget in the 2020 test year is 13.6 million more compared to the 2019 bridge year.  But it is in line with average historical levels.  This increase is necessary to meet the legislative deadlines associated with the PCB program, fund plan transformer overhauls, support previously deferred preventative maintenance for station assets, and to address the backlog and overhead lines and component inspections and assessments."

So granted, I am not the witness supporting sustainment OM&A spend, but what I can say is those increases are absolutely required to continue the trajectory of this plan and to ensure that we're meeting the requirements of both legislative programs and the needs of our assets.

So I do take the fact that our OM&A is increasing from 2019 through 2020, but again, it is at a level below any historical year dating between 2015 and 2018.

MS. DJURDJEVIC:  Okay.  Thank you for that.

So I would like to -- just give me a second.  We're not the only ones who got this compendium this weekend.

Okay.  So looking at some of the OM&A reductions, and in particular I will look at some of the common corporate costs that you have indicated.  So if you could turn to page 181 of the compendium.

This is from your Exhibit A, tab 3, schedule 1.  I am only calling this up to call your attention to a statement made, about halfway through, like about line 12 in your evidence, where you talk about a significant commitment by business units to reduce corporate costs across the organization, reductions achieved primarily through reduction vacancies and by limiting consulting and contract engagements to critical functions.

So my first sort of questions are about the reductions in vacancy rates and consulting contracts, firstly, with respect to the vacancy rates.

At Staff IR 200, this is page 185 of the compendium, we asked about the vacancy rates, and you indicated in response -- that is paragraph B on page 185 -- that you had used the 7 percent forecasted vacancy rate, and you also indicated that you don't historically track vacancy rates.

So my question I guess is -- well, first of all I'm not entirely sure what these vacancy rates -- first of all, vacancy rates, you referred to that as positions that are posted but unfilled.

[Witness panel confers]

MR. JODOIN:  Sorry, were you going to add to that?

MS. DJURDJEVIC:  Yes.  My understanding, just to confirm when you talk about having a 7 percent vacancy rate, that that means you have positions that you want or need to fill, but they're not filled.  Is my understanding correct?

MR. JODOIN:  A couple of items here, I want to provide additional clarity as to what the exercise was as part of the business planning process and what underpins this application that we did last year, and then I will let my colleague speak to the vacancy rate process at Hydro One.

First, in the excerpt that you read regarding our evidence, we did undergo an exercise in last year's business planning process to look at corporate costs in general.  I mentioned it just a minute ago.

The first step in that process was to look across all corporate groups and we removed any existing vacancies embedded within what you can call their actuals or their budgets.  So if they were sitting on vacancies, they were removed.  So they were asked to do more with less.

The second step, and important and I am glad this came up, was we didn't stop there.  We took the submitted budgets and we reduced it by another 7 percent.  So there was a step two.  First we got rid of the actual vacancies.  Step two, we reduced it by 7 percent.

If you have questions on how the 7 percent was derived -- I know we talked a little bit about that this morning -- we can go to that if that's something you are interested in hearing more about.  But I just wanted to provide that clarification as to what exactly happened last year in the plan.

MS. DJURDJEVIC:  Okay.  I would now like to look at Exhibit K5.5, that's the Staff chart of the compensation table, and looking at cell I-111, the only point is just to confirm the ...

MR. STERNBERG:  Sorry to interject.  I am not sure if that's been provided to the witnesses yet.

MS. DJURDJEVIC:  Oh, sorry.

[Document distributed to witness panel]

MS. DJURDJEVIC:  You have seen this chart a number of times.  There is nothing new on it today.

So again, just to confirm that the compensation amount that you are requesting for your transmission operations, that's including both capital and OM&A, is reflected at cell I-111, and it is 685,512,274.

I want to confirm that is the number, because it was updated at some point.  But that is the updated current number?

MS. LILA:  So the information on -- I believe you referenced line 111, is that correct?

MS. DJURDJEVIC:  I-111, yes.

MS. LILA:  That reflects our transmission and compensation program.  I don't believe -- I think the funding requirements are not specific to compensation.  They are specific to our overall revenue requirement.

MS. DJURDJEVIC:  It is transmission compensation.

MS. LILA:  Correct, as in the compensation associated with our transmission business.

MS. DJURDJEVIC:  Okay.  And just to get a sense of the number of full-time employees, that's on the next page at cell number I-166, and the number is 4691.  Is that still correct?  Like that's the number of FTEs that you are proposing for 2020?

MS. LILA:  Yes, that's correct.

MS. DJURDJEVIC:  So looking at that 685-million-and-4-thousand-some number of jobs, does this include the reductions for vacancies that Mr. Jodoin was talking about, and then also the further 7 percent reduction that you mentioned?

[Witness panel confers]

MR. JODOIN:  The former, yes, the exercise to remove the vacancies.

The 7 percent was done to every corporate group's aggregated budget, so we took their dollars and we reduced it by 7 percent.  So no, the 7 percent is not out of the FTEs.

MS. DJURDJEVIC:  So the 7 percent is not -- it should be reduced?  Is that what you're saying?  Like the planned FTEs for -- why don't you explain this?

MR. JODOIN:  So I mentioned at the beginning that there was two steps to the exercise.  First was to reduce and remove all actual vacancies.

So these are positions that previously existed.  They went vacant.  So at some point along in the process, they were approved through our vacancy process -- or our hiring process, I should say and those were taken out.

Those are not -- sorry, those reductions are included in our FTE tables.

The second part was a budgeting exercise to provide a stretch on what we were submitted from lines of business.  So there were staffing needs, and we reduced their budgeted dollars by 7 percent.

MS. DJURDJEVIC:  So the 685 million does include that 7 percent stretch reduction that you are talking about?

MS. LILA:  If I could just clarify, just if I could help. So from a FTE perspective, we established what those FTE requirements are from the business and then we understand, you know, as we go through an annual process, there are vacancies that do occur.  We particularly track those at the corporate level.

We track our headcount at the corporate level.  And we follow those through the year and we know that there are certain vacancies.  We don't know where, in which team they might occur.  So it is difficult for us to cut from, you know, one particular headcount.

So therefore the exercise that was undertaken was to remove the 7 percent, not from this compensation FTE aspect, but from the budget that feeds the revenue requirement overall.

So just for clarification, this table will have -- will be misaligned with that.

MS. DJURDJEVIC:  So when we're looking at the transmission business FTEs and compensation, theoretically, you know, there could have been 1 percent, you know -- maybe there were no vacancies that were eliminated from those -- I mean, that would be the extreme, but we don't know whether it is 1 percent or 7 percent.

MS. LILA:  We have assumed 7 percent from the budget.

Just to clarify, that 7 percent is for the corporate groups.

MS. DJURDJEVIC:  Right.  So that is across DX and TX.

MR. JODOIN:  What you're raising is a good point, though, because in reality if the -- if we hold a 7 percent vacancy rate in actuals, then technically it should theoretically flow through this.

However, the way the information has been costed up in our revenue requirement includes the lower ask, if you will.

So, I mean, to shed a little more light on the exercise that we undertook, was we worked with lines of business, and this is the same for any other productivity initiative that we have with Hydro One, is we focus on working with who is going to hold and be accountable for the underlying data, we make the line of business accountable for driving that towards fruition, so we worked with them to exclude the consulting and the actual vacancies, and then at the end of the process we layered on right at the end another 7 percent reduction in dollars.

So hopefully that answers your question.

MS. DJURDJEVIC:  Well, it does.  Although, I mean, just looking at K5.5, for example, if we're looking at that line, 166, which is, you know, total employees, I mean, it's been a consistent increase.

So, I mean, I guess my conclusion would be, and correct me if I'm wrong, that there is no reductions in vacancies or FTEs in the transmission business.  In fact, it's been a consistent increase.  Oops, sorry, with the exception of a reduction from 2017 to '18.

MS. LILA:  You are correct, the FTEs are increasing, and they're increasing commensurate to our transmission application spend.

So in our evidence, if I can just refer you, it is under Exhibit F, tab 4, schedule 1, pages 32 to 34.  If we could perhaps bring that up, I think it is helpful if I can just give an explanation about our FTEs.

Can you go to page 33, please.  So what you can see on this chart shows our transmission spend and our transmission compensation, and it also shows our distribution spend and compensation.

So this, I think, helps to provide context as to the relative ratio of how our labour and our headcount compare to our total spend.

So what you can see in the chart directionally and then in the actual evidence on page 32 is that the compensation spend as a percentage of our total work program declines from 48 percent to 44 percent in 2022.  So there's a consistent decline.

So while you can see, as you point out, the FTEs are increasing, but they are increasing proportionate and actually at a lower rate to the -- they're actually decreasing relative to spend.  So the actual numbers in total for FTEs are increasing, but they are increasing relative to the transmission spend.

And in fact, you know, the percentages as they start in 2014 are 49 percent and then by 2022 it is 40 percent.  Some of that, as Mr. Spencer would have outlined, is some efficiencies in our business, but also a strategy of outsourcing our additional work for our capital programs.

So this kind of, I think, helps to summarize, yes, while FTEs are increasing, they are increasing relative at an appropriate rate to our overall transmission spend.

MS. DJURDJEVIC:  Thank you.  So we talked about the reduced vacancies that are being applied.  The other reduction that you have identified is the reduction in consulting and contract engagements.  So I would like to turn to those now.

You have said you have limited those consulting and contract engagements to critical functions.  Can you explain what critical functions are -- you know, you are referring to and, like, which ones are being impacted by reductions in consulting engagements?  So, I don't know, by departments or functions.

MR. JODOIN:  At a high level, I provided a brief definition earlier.  Those would be in support of rate applications.  A good example, from my line of work, would be the Black & Veatch cost allocation studies that we do.

We did not cut those out of the budget.  Those are part of our process in allocating costs and having a third party allocate our costs.  That's an example of something that would not have been taken away.

MS. DJURDJEVIC:  Okay.  So you say critical functions are those that, you know, are going to continue using the contractor, consulting resources that they need, because the other way, if I understood it, is you're limiting them, like, you're reducing them, but maybe help me understand that better.

[Witness panel confers]

MS. LILA:  I can provide an example from my own team in the HR function of a contractor spend that was reduced.  Some of our compensation programs, we historically had higher levels of support to stand those up.  And then as we were able to hire qualified and build resources internally, we were able to reduce those spending levels to some degree to be able to leverage our in-house resources, which also built expertise internally as well.

So that will give you an example of something that was reduced from a contracting perspective.

MS. DJURDJEVIC:  So, I mean, at some point -- well, take, for example, the HR example you just mentioned, of the -- is it reasonable, like, are consultants more expensive?  Like, is outsourcing -- is this more expensive than increasing FTEs?  And has Hydro One done any analysis of the comparable costs of using consultants as opposed to hiring more staff internally?

MR. JODOIN:  In undergoing this specific exercise, that did not happen.  But what I can also say is that -- and sorry, when I say that did not happen, there was no benchmark on contractor versus FTE because, in reality, the costs were reduced in aggregate by $40 million relative to what both actuals and the prior plan were sought out.

So that type of analysis wasn't required here.  That's not to say that there are other lines of business that go through exercises to understand does it cost more to have an FTE versus outsourcing work using a hiring hall type engagement.

MR. BERARDI:  I just wanted to add.  You mentioned outsourcing.  And so I just wanted to highlight what we've done on the Inergi contract, because that is one of our largest outsourcing providers for us.

So if you look at what we have done in outsourcing around IT source to pay, payroll, finance and accounting, and customer service, we have reduced that operating cost 11 percent from 2018 to 2020.  And that is in the order of magnitude of $10 million.  So I just wanted to highlight that, and that's in IR OEB 175 as well.

MS. DJURDJEVIC:  I was going to ask about those outsourcing contracts, and what I do have in my compendium is OEB IR 174, pages 189 to 190.

So you have talked about the two contracts that represent a hundred percent of the outsourcing dollars, Brookfield and Inergi, and over on page 190, we asked about the spend.  You indicated, in response to paragraph B, the impact on revenue requirement is 45.4 million.  And the impact on 2020 OM&A is $42.9 million.

And just to get a sense of the -- you mentioned savings in the Inergi contract.  If you go forward to page 198 of the compendium, this is your undertaking JT2.28.   This is all of the savings initiatives.

And the Inergi contract is mentioned at the bottom half of the page, the blue section, OM&A, information, technology contract reductions.  So you mention there might be a spike benefits, you talk about cost reduction, lower cost resulting from Inergi IT contract negotiation.  And there's some sort of savings that resulted from that.

Now, I assume that is the savings for each of those years, is that right?  So for example, in 2016, $2 million.

MR. FROST-HUNT:  Yes, that is correct.

MS. DJURDJEVIC:  Okay.  So what is the -- so, okay, just talking about the Inergi contract, for example, you've got the 45.5, you know, 2020 OM&A impact.

So how much of that does the Inergi contract relate to?  I guess what I'm getting at is the 45.5 million that you indicated, does that account for savings that, you know, you expect to see as a renegotiation of the Inergi contract?

MR. BERARDI:  There is embedded savings in that number.  You have to remember that number is a calculation.

That 45.4 represents the revenue requirement.  So it's made up of two components of OM&A, the BGIS contract, and the Inergi contract, and the capital portion on the Inergi contract and the BGIS contract.

MS. DJURDJEVIC:  Okay.  So I am just trying to get a sense of just the Inergi contract, just as an example, you know, how -- you were able to negotiate reductions and I want to see how does that translate into the 2020 OM&A, because I am going to suggest -- I don't want to do my argument here, but I want to give you a fair chance to, you know, address it head on, is that using external sources contractors you were able to negotiate and get reductions that then reduce the amount that you need to recover.

Eventually I might ask, well, shouldn't you maybe be using consultants more if you are able to get those savings.  But first of all, I am trying to get a sense of the scale.

So your renegotiations from Inergi, how much of a savings, how many dollars are you going to be saving?  And then what does that translate into in OM&A impact?

MR. BERARDI:  If I can direct you to Exhibit F, tab 3, schedule 1, appendix A, and so what I am -- if I can highlight 2018, our Inergi contract on base services was approximately $88 million.

In the test year, 2020, that's been reduced by approximately $10 million to $78 million.  So that -- and then table 12 goes on -- sorry, table 2, my apologies.  Table 2 provides you the allocation for OM&A.

So there's a reduction of $10 million year over
year -- sorry, 2018-2020 for the Inergi contract.

MS. DJURDJEVIC:  And is that for the transmission allocated part?

MR. BERARDI:  The transmission allocated part is down below -- sorry, it's in table 2, and that's approximately $23.3 million.  So the allocation for transmission is about 30 percent.

MS. DJURDJEVIC:  Just out of curiosity, why would IT resources only be allocated 30 percent to transmission?  Why does the distribution business account for so much more?

[Witness panel confers]

MR. BERARDI:  We believe it is a calculation based on the Black & Veatch study.  However, we do not have the statement of work detail with us.  For IT source to pay, settlements, finance and accounting, those allocations may be different.

MS. DJURDJEVIC:  Okay.  I didn't mean to make a big deal out of it.  It seemed a lot of costs between DX and TX were, if not equal, but a 45 to 55 split.

DR. ELSAYED:  Can I just get a clarification on an answer that you gave earlier on the table on page 198 of the compendium?

If you can scroll up a little bit to, just as an example -- up a bit further on.  One of the larger items you have on the table is procurement, for example.

It shows here roughly somewhere in the 25 to $30 million each year.  Does that mean that each year you are going to find efficiencies worth that much?

MR. BERARDI:  That's correct.

DR. ELSAYED:  So how does that work?  Like, how do you anticipate that in 2020, you're going to find $30 million and in 2021, another $30 million and so on.

MR. BERARDI:  It my be helpful for me to give an example.  So in the procurement area during our business plan, we have identified savings in procurement for 2020 to 2024 of approximately $190 million.  During the test period it is $110 million.  So a real example would be something like -- and I think Mr. Spencer was talking to this as well -- is something like suspension insulators, where in the past we've bought suspension insulators for 15 percent more than we buy them today.

So that savings of that 15 percent lower price on insulators, that would be an example of productivity savings that we see year over year.

The insulator replacement program, we have that program identified in 2020 to 2022, with that savings of approximately 15 percent for suspension insulators.  Those are the types of details you would see that aggregate up to that -- those values.

DR. ELSAYED:  So it is more than a percentage of the amount of work you do each year?

MR. BERARDI:  That specific example is based on a unit cost.  So we have, you know, so many suspension insulators we're replacing, and we're able to accrue benefits based on when those actual suspension insulators we procure.

DR. ELSAYED:  I guess the point I am getting at is that if you have identified that much over several years, why are you not able to accelerate those savings in areas where they can be, rather than spreading them over a long period of time?  Like, it looks like here you're talking long after the test period that you will continue, like, I mean, theoretically forever, I guess, to find those savings each year.

Why are you not accelerating those savings?

MR. BERARDI:  Where we can accelerate, we will accelerate, but it really depends on the amount of spend we have in each of those years.

So if we're able to accelerate some of those savings and move work forward and truly expedite, we would do that as well.

DR. ELSAYED:  So if your spend goes down or if the approval for your capital is lower, then your savings will correspondingly be lower?

MR. BERARDI:  It really depends on the type of work that we're referring to.  It really depends on the initiative.

So depending on what our funding envelope would be, we would at that point assess what the impacts are on productivity.

DR. ELSAYED:  Okay, thank you.

MS. DJURDJEVIC:  Okay.  So I would just like to go back a little bit to the, I guess the reasoning for the reduction in consulting costs -- well, not just consulting costs.  Those are good.  We want you to negotiate and get better deals from your providers.

But in terms of using less, like you said, you have limited consultants -- limited consulting contract engagements to critical functions.

So I am still trying to get a sense of which areas -- you know, do we have -- can you quantify that you have reduced consultants and, you know, saved X million dollars by not using consultants in various departments?  Do we have anything like that on the evidence?

MR. JODOIN:  Just bear with me for one second, and I will check what we have filed.

Could we pull up Exhibit I, tab 1, schedule 185, which is OEB Staff Interrogatory No. 185.  And embedded within this interrogatory, the third row which was an
assessment -- or a calculation, if you will, of the impact of limiting consulting and contracting engagements to those of critical functions, which I mentioned was defined as those in support of a rate application.

What you can see in that row is the OM&A and capital impact for 2020.

MS. DJURDJEVIC:  Okay, thanks.  That's not quite what I was asking about.  Maybe I will explain it better.

We have an increase in FTEs, that's plain on the evidence.  And we've also heard about the reduction in using consulting resources.

The thinking is that there's sort of an interaction there.  If you are decreasing use on one then you will be increasing your FTEs.

So I was asking about which areas or departments were reducing reliance on consultants.  And, you know, you may tell me, well, it was mostly HR and, you know, not to single out HR for anything.  It might have been these two departments that were using a lot, and they have been restricted.

But the FTEs that we've had to increase have nothing to do with the roles that, you know, that the consultants were providing.

So I just want to try to get at, like, bottom line being whether continued and possibly increased use of consultants would be more cost-effective than increasing your FTEs.

But I am trying to kind of break down the question and find out, you know, where you are reducing the consulting use and, you know, and then how does that interact with the FTEs.

MR. JODOIN:  Sure.  Can we call up Exhibit F, tab 2, schedule 1, page 2.

What this exhibit identifies is our corporate, common OM&A costs by corporate function.  So the planning organization would -- asset management would support the development of the investment plan and seeing that through.

Common corporate function and services would represent, well, I guess a lot of the people you see on this panel today, but finance, HR, regulatory affairs, information technology, and then there are some other adjustments down below.

These are the types of costs that I was -- the types of groups where I was identifying the consulting spend was removed from and no incremental FTEs were added to offset it.

The growth, as my colleague mentioned earlier, in FTEs relate to specific work program-related investments that panel 1 would have been justifying; i.e., the growth in our capital expenditure plan.

So what I can confirm, and you can see it on the table, in that our 2020 plan year for the three identified functions is lower than any other plan and actual results dating between 2015 and 2018.

MS. DJURDJEVIC:  Okay, thank you.

MS. LILA:  If I may, I can add a little bit, because I think your broader question is in respect of FTEs and also the usage of different workforce options.

So certainly in our evidence under Exhibit F, tab 4, schedule 1, page 11 and onwards, we don't necessarily need to pull it up, but we speak about different resource flexibility options that we have.

We have a regular workforce.  We have a casual workforce that we leverage through the PWU hiring hall and the casual workforce.  In those two components we tend to flex up and downwards based on our resourcing needs.

And those carry much lower compensation costs, because they don't have access to Hydro One's pension plan or benefits program, or any of those additional compensation elements.

And then the third piece is contracting work out that we do do.  And so we do things like contracting out cable locates.  We contract out, you know, other pieces of work to help support our work program.

And so we are using all of these different elements of resource flexibility that are at our disposal.  And I believe Mr. Spencer even spoke to the fact that his strategy for sourcing some of this talent that he requires for executing this work program is also to increase outsourcing to some of his third-party contractors that are available.

So there are different mechanisms that are being used and each one being used at the appropriate levels.  You know, we have to maintain certain levels of regular employees and some of these casual work forces don't necessarily -- can't be used for all work.

So we have to maintain the appropriate balance between these different types of labour resources that we have at our disposal.  I hope that helps.

MS. DJURDJEVIC:  Thank you for clarifying.  I am just going to take a minute to go through my notes, Panel, because I may be wrapping up this portion of my cross and then starting on something else, which I am happy to do right away, or if you wanted to take a break.

I will just take a minute to see if I've covered everything -- no, I have not covered everything.

Panel, if you could turn to page 184 in our compendium, it is OEB Staff Interrogatory 185.  We have already looked at this a couple of times today.

So Staff would like to get an explanation of the drivers and the different components of the chart and your response, so, you know, the reductions in OM&A and the vacancies, to the extent that we haven't covered it off.

MR. JODOIN:  Sorry, did you want us to walk you through it?

MS. DJURDJEVIC:  Yes.  Like an overview.

MR. JODOIN:  Okay.  I think the first three, whether albeit panel 1 or panel 2, I think we have covered that.  Are you comfortable with the management of maintenance cycles?  I know it is expanded upon in Exhibit I, tab 1, schedule 184.

MS. DJURDJEVIC:  Yes, we're fine.

MR. JODOIN:  You're comfortable there.  The reduction in vacancies, we've talked about the two-tier approach, the limit of consulting and contract engagements we have just briefly discussed.

Sustained productivity related to the Inergi renegotiation for IT and corporate cost reductions, and the sustained productivity for the Inergi renegotiation.

You're seeking more clarification on those two line items?

MS. DJURDJEVIC:  Yes, please, if you would.

[Witness panel confers]

MR. FROST-HUNT:  If I can elaborate on the IT sustain the productivity, the premise really is investments that we made in the data centre to remove labour.

The premise is a private cloud, where we virtualized and automated a lot of the expense associated with managing the data centre, and we negotiated savings with our service provider, Inergi.

MS. DJURDJEVIC:  Okay.

MR. JODOIN:  And just to complete the picture, what's remaining there, the 8.7 million sustained productivity, represents what we've defined in Exhibit I, tab 7, schedule 26, under the OM&A category.

There are a bunch of initiatives that build up our sustained productivity.  We've gone to this IR a couple of times now, but it's really reductions associated with implementing new software and engineering.

Mr. Brodie talked a little bit about the fleet Telematics that's shown some OM&A savings.  Within our forestry group, there are specific initiatives associated with how we deploy resources when there is inclement weather.

There is procurement OM&A savings that add into that total, and all of these items are initiatives that are new to the rate application process, in that they weren't embedded in our 2017-18 application, but they're initiatives that are proven in tracking against our actual results in our actuals.

MS. DJURDJEVIC:  Thank you for the additional information.  Just to kind of wrap up this overall OM&A discussion, Staff would like to sort of get a big picture explanation as to why the increase -- rather the decrease in OM&A at the same time as you have the increase in FTEs and compensation.

It's sort of, if I understand, not a, you know, typical outcome, but maybe you can provide some explanation to Staff.

MR. JODOIN:  As my colleague brought you to a little bit earlier, you're right in OM&A definitely is a component of our ask and there is certain labour requirements in building up your OM&A.

But just comparing OM&A and FTEs, you would fall short because you need to factor in the entire work program, so the capital expenditure requirements underlying this application in order to complete that picture.

So I don't think you can make a direct link between increasing FTEs and declining OM&A, given that there is a substantial asset need in our capital expenditure profile that would also require FTEs.

MS. DJURDJEVIC:  Thank you for that.  I am now going to move to sort of a more focussed discussion about compensation.

But I will ask the Chair whether he wants to continue or to break or ...

DR. ELSAYED:  No.  I suggest we continue and maybe break closer to 3 o'clock, so we can break up the afternoon.

MS. DJURDJEVIC:  No problem.

DR. ELSAYED:  I don't want to take a much longer period after the break.

MS. DJURDJEVIC:  So my first sort of group of questions is going to be about the extent to which Hydro One's application in this proceeding complies with a direction that you were given in previous OEB decisions.  In particular, we are interested with the reporting in the evidence around your compensation.

So I am just going to sort of lay the table first and then ask the questions.  If we look at the Distribution decision, where the OEB found that you have -- that Hydro One does not have a consistent template for presenting compensation costs -- I will pull that up in a minute.

This is page 130 of Staff's compendium.  I just want to have that in front of you.  I won't read the entire page, but do you recall Staff had made submissions and -- to the effect that Hydro One didn't have a consistent template for presenting all of the information, and this resulted in a sort of variety of confusing -- a confusing variety of tables.  And Staff had submitted that Hydro One should develop a standardized presentation of compensation costs that meets all of OEB's stated requirements.

And in its decision, on the findings section, OEB stated the OEB agrees with OEB Staff that a consistent template is required and directs Hydro One to develop such a template, and that this is expected, you know, in all future applications.

So I guess my first question is what you first filed, what Hydro One first filed, with the -- in terms of compensation information -- just a second.  Let me find the reference for it.

Well, in any event, it was not -- it wasn't consistent and it wasn't the type of information that was expected.

And then another attempt was made to file in response to SEC IRs, and I will find that.  That was in SEC 58, and that is the one that everybody has been referring to considerably.

And then at the technical conference OEB Staff expanded on that even further and produced a document that is now K5.5.

So -- and I just wanted to confirm that as between SEC 58 and K5.5 it is this -- the latter, K5.5 -- that is the most up-to-date and reflects all of the compensation earned.  So, like, as at, you know, at the end of the year, rather than, you know, a specific point in time.

MS. LILA:  Sorry, was your question to confirm which is the most recent?

MS. DJURDJEVIC:  Yes.  You know, which document is now the most complete, up-to-date version of your compensation in the tables --


MS. LILA:  SEC 58 reflects Hydro One's most up-to-date compensation tables.  The exhibit updated by OEB Staff is
-- adds additional analysis to that table.

MS. DJURDJEVIC:  Okay.  But you don't dispute that Staff's table is also up-to-date?

MS. LILA:  Correct, agree.

MS. DJURDJEVIC:  Because it has the information --


MS. LILA:  I would just like to clarify.  In your statement earlier you made a few statements, so I just want to clarify a few of those points.

So you sort of made a statement that we didn't satisfy a requirement.  I sort of take dispute with that, because we filed in our evidence a compensation table that was complete.  We updated in our blue-page update.

As we were responding to certain interrogatories we found some discrepancies and we further corrected them.  So I don't see where we failed to meet our requirement, you know, so we're trying to continuously improve our evidence and update it and make sure it is the most recent and updated evidence as possible.

MS. DJURDJEVIC:  Okay.  I understand that is Hydro One's position, and we don't need to argue here, but I am just trying to -- you know, there were specific directions that the OEB had provided in the last couple of cases, and it's not clear to Staff how the filings that were made on compensation were consistent with those OEB findings,
but --


MS. LILA:  I can help with that, if that's helpful.

MS. DJURDJEVIC:  Let me sort of take you to a couple more of the OEB's decisions.

Okay.  So if we turn to page 149 of the compendium, this is an excerpt from the OEB's decision and order in EB-2016-0160, and the -- yes.  In the second paragraph -- again, so there is a discussion that the compensation tables provided in that case were incomplete and the OEB directed Hydro One to remedy the information deficiency.

And then in paragraph 2, sort of the last sentence there, the OEB states:

"The OEB expects Hydro One to file this complete total compensation information in the distribution rates proceeding as soon as possible.  The OEB expects that the information to be filed will include the following..."

And then there is several sections under that,
up to -- A to G.

And the next page over, at 150, paragraph G refers to the requirement of an exhibit that shows how the allocation factors used to allocate the total compensation amounts between transmission and distribution are derived.

And my understanding is that the filings that were made by Hydro One did not -- were not consistent with what this direction, the direction in this OEB decision.  Would you disagree?

MS. LILA:  Maybe if I could just step back a little bit.  We certainly as an organization understood the request of intervenors and the OEB to provide a fulsome compensation perspective, and we undertook to do that through the DX, the final distribution table, which came to be known as attachment 6.

And so consistent with that, we filed this evidence that's consistent with that application and format and we believe meets the requirement.

And I think one of the big things that you pointed to on page 120 of -- or perhaps it was 130 of your compendium in the OEB's response was for purposes of trending and baseline analysis.

So as I reflect back to sort of the technical conference and the analysis done by the OEB Staff and other intervenors on our compensation table to analyze it and provide and ask us questions, which was beneficial to help further clarify some of the trending that's happened in respect of, you know, different compensation elements, I sort of -- we feel that that serves the request that was asked of us.  And my colleague is going to add with respect to your specific question.

MR. JODOIN:  Sure.  Item G, a lot of the underlying allocation factors used in that table aligns itself with the Black & Veatch cost-allocation methodology and the underlying methodology within that third-party study.

Granted, I think I take the point, and as I read it here, it is a third-party study, and then we use that study in a lot of different ways to allocate costs, because we do have shared resources across our transmission and distribution segments.

But if it is something that would make it easier to reconcile studies, that is something that Hydro One can very easily do and include as part of that exhibit going forward.  It is something we're very open to.

MS. DJURDJEVIC:  Okay.  So Staff -- certainly it would be helpful in the future, but Staff is wondering whether it could be done in this application.

[Witness panel confers]

MR. JODOIN:  Absolutely.  That is something we can do.

MS. DJURDJEVIC:  Okay.  That will be undertaking J5.5.
UNDERTAKING NO. J5.5:  TO PROVIDE A TABLE SHOWING COMPENSATION DATA FOLLOWING REQUIREMENTS IN PREVIOUS OEB DECISION AND ORDER


MS. DJURDJEVIC:  If you could turn to page 148 of Staff's compendium, this is part of your pre-filed evidence.  The first paragraph, sort of prefacing the filing of the compensation, it says:

"Consistent with the OEB's findings in EB-2016-0160," which we reviewed just a while ago, and so the statement is there that this filing is consistent with what the Board ordered in the, in that decision.

But there isn't any indication or statement as to, well, how is this compliant.  Like, how did you address the points that were raised, you know, in the OEB's concerns?

So I am just pointing that out that that was not clear to Staff that, you know, in its filing, it didn't indicate that this is, you know, we have provided a consistent template, presenting compensation costs as required.  Our methodology for distribution and transmission is consistent.

You know, I guess what we would like to see is how, you know, this filing addresses those points that, you know, that were covered in the OEB decision.

MS. LILA:  You're correct.  I mean, in our evidence we didn't necessarily go through each of the points that were in the last transmission commentary in respect of the findings.  But we can certainly speak to those, if that is helpful.  In regards to the A through G points that were outlined, we can certainly go through.

Largely, I mean, most of those items are in the compensation table, and the compensation table is the consistent methodology from the final piece of evidence that was part of the distribution application.

And so that's the consistency.  We can, if it's helpful, go through the different elements and walk through where they are, if that is helpful.

MS. DJURDJEVIC:  It would be helpful.  One of the issues we need to address is whether in all respects this application is consistent with prior decisions.

So if we could make that Undertaking 5.6.
UNDERTAKING NO. J5.6:  WITH REFERENCE TO EXHIBIT K5.4, PAGE 148, TO DESCRIBE HOW THE TABLE ADDRESSES THE POINTS RAISED IN THE OEB DECISION AND ORDER; TO PROVIDE REFERENCES FOR THE DIFFERENT ELEMENTS; TO PROVIDE THE DATA IN A CONSISTENT FORMAT


DR. ELSAYED:  Maybe just a clarification.  I took a template to mean that it would be a consistent format.  Like if you look at the way compensation information is provided for the transmission part, it would be the same, it would look the same, would have the same information as the distribution part.  Is that what you did?

MS. LILA:  Yes, yes.  The final table, which was attachment 6 from distribution, has been updated.

DR. ELSAYED:  To reflect --


MS. LILA:  To reflect that.  It looks virtually the same.  There may be a few additional summary points, but largely they are the same pieces of evidence.

DR. ELSAYED:  Okay.

MS. LILA:  For consistency and trending purposes.

DR. ELSAYED:  Thank you.

MS. DJURDJEVIC:  So I guess, subject to the undertaking and that response to Undertaking J5.6, and those points that address it, otherwise then is it the panel's position that there are no inconsistencies in the way the information is presented in this application that haven't been remedied through interrogatories in this hearing?

[Witness panel confers]

MS. LILA:  Yes.  So this table certainly evolved over several iterations through the last applications in response to the intervenors and OEB's request for updated information in different formats.

But from our perspective, we view the consistency between the final DX attachment 6 and this most recent compensation table as the consistent methodology.  If there's things like the allocations that we could add that would be useful, we're happy to do those as well.

MS. DJURDJEVIC:  Yes.  Well, they were required in the OEB decision, so we would find them helpful.

MR. JODOIN:  Sure.  Just again on the requirement, what we're going to do is simply link to the evidence on record with the Black & Veatch.

So I want to be clear in that when we refer to the Black & Veatch allocation method, that is in our evidence and it is well outlined and documented.

What we will do to assist everyone, and so that everyone can see the links, is draw it into the table to make it simple.

So I just want to be clear that our interpretation of point G was referencing our existing evidence.  But now what we will do to make it more helpful for everyone is to bring it in.

MS. DJURDJEVIC:  Okay, thanks.  That would be helpful.  So looking at the compensation table at K5.5, first page,  I am looking at the -- well, okay.  For all of the categories of employees, there is a line called headcount, total/FTE transmission.

And you will see, so for example in 2014, line 13 on page 1 -- do you have that?

MS. LILA:  Yes.

MS. DJURDJEVIC:  Total headcount is 331 FTEs, 285.  And we see that for every year.  If you continue along that line, you see that every year up to 2018.  And then in 2019 forward, we just see one number.

And I assume that is headcount?  Well, why don't you tell us.  Is there an anticipated further split in those numbers between total headcount and FTE?

[Witness panel confers]

MS. LILA:  So this line item, headcount and FTE, was in response to the decision that you outlined earlier, where there was a request to have both a headcount -- which is year end headcount -- and FTE.

So we have year end headcount up until 2018, and then we have -- there's no headcount obviously for future years because we don't have that information at the moment.

But there is FTE information as it is expected to be.

MR. JODOIN:  And I think just to add a little bit to that.  From a plan perspective, we plan for a FTE requirement and that would include peaks and valleys throughout a calendar year based on when the resources are required.

We do not plan for December 31st headcount, which is what the former is.

And just so you everyone is on the same page, that number exists because that used to be Hydro One's only submitted headcount number in our evidence.

So we started with the 331 and the 313 and 319 that you see in row 13, and from that transmission 2017-18 application, we transformed into an FTE view.

So it was left there to provide a bridge in -- I think it was point A on the list that we saw previously that you brought us to.  But from a go-forward perspective, it is a FTE plan.

DR. ELSAYED:  Is it not the case really that as you mentioned, the headcount is not very meaningful at year-end.  What counts really is...


MS. LILA:  Yes, the FTE is much more useful because it annualizes some fluctuations in headcount.

DR. ELSAYED:  And if I understand correctly, that was one of the key differences between transmission and distribution?

MS. LILA:  That's correct, yes.  The main difference was, we were originally providing year-end FT -- sorry, headcount, and then we made, in the distribution application, an attempt to provide the FTE information, and we have carried that forward into this table.

DR. ELSAYED:  Thank you.

MS. DJURDJEVIC:  I would like to turn to another one of the findings in the previous decisions.  So let's start by looking at page 133 of Staff's compendium.

And this is an interim decision issues list interim rates and Procedural Order No. 2.  I will just call it PO 2.  In the EB-2017-0049 case.  A distribution case.  And in this PO 2 the OEB is pointing out that there is some inconsistencies in the evidence, and I am just looking at the second-last full paragraph.  It's a letter dated October 11, 2017.  Hydro One provided updated evidence on compensation, noting it had changed its methodology for reporting compensation in this proceeding:

"The methodology for reporting compensation may result in a more accurate reflection of compensation, but means it is no longer possible to compare the compensation evidence from transmission in this proceeding.  For this reason Hydro One is required to file its total compensation and allocation to distribution and transmission."

So after that PO 2 was issued, the Hydro One filed some further evidence on page 134 of the compendium, and there they explained the differences in the methodologies used to calculate compensation costs in the distribution -- and the previous transmission proceeding.

So in this case my question is whether -- do we have these -- those kinds of issues in this case in terms of, you know, that there may be a methodology for distribution, a different methodology for distribution and transmission that may make them, like, difficult to compare?  Do we need some clarification on this, as we did in the previous decision?

MS. LILA:  Not that I am aware of.  And just from my own knowledge and experience I certainly looked through all of these different pieces, as I am new to this, and I certainly found a very strong evolution of level of information that's coming from Hydro One in respect to our headcount, FTEs, compensation costs, and found them comparable for the last distribution and current transmission.

DR. ELSAYED:  Ms. Djurdjevic, I will leave it with you to find a convenient time now for an afternoon break.

MS. DJURDJEVIC:  We could do it -- we can break now if that is a convenient time.

DR. ELSAYED:  Why don't we do that, and we will resume at 3:25.
--- Recess taken at 3:05 p.m.
--- On resuming at 3:25 p.m.

DR. ELSAYED:  Please be seated.  Ms. Djurdjevic, please continue.

MS. DJURDJEVIC:  Thank you, Dr. Elsayed.

So just picking up where we left off, the problem is that OEB Staff is not yet entirely confident that the compensation filing in this case is consistent with the OEB's previous decisions, and Staff is of the view that more evidence needs to be filed to provide an ability to prepare the compensation amounts through the different proceedings.

So the issue has sort of arisen out of previous cases and it may not be a problem in this case, but we need to, unfortunately, kind of go through that exercise and see how the compensation evidence has evolved, as we have discussed.

So I would like to just take you to some documents from the distribution proceeding and talk about, you know, how the information was presented there, and if you could do something similar for us by an undertaking to do something similar in this proceeding.

So if you could turn to page 138 of the compendium...


MR. STERNBERG:  I apologize for the interruption.  We listened to a lot of questions on this line before the break.  I am interjecting with a concern on relevance and also whether we're getting into a matter that would be more appropriately dealt with by way of submissions.

I say that because before the break, you heard questioning on the DX evidence, the DX decision, how the DX decision has been -- or directions have been complied with here.  You heard questioning on the transmission decision and evidence on the transmission decision, how that's been addressed.  And there is an undertaking that's been given to provide further clarification on that.

So that has already been covered with the panel, to the extent there are further points that need to be addressed on whether the prior decisions have been fully complied with or not, it strikes me that that may be more appropriately air matter more submissions at the end of the case.

So I am interjecting as I hear my friend say let's go further back into perhaps more ancient history and delve more deeply into this point.

So I question the relevance and whether this is appropriately dealt with by further questions of this panel in any event, given the topic that we're talking about.

MS. DJURDJEVIC:  If I could respond, I understand my friend's concern about going too far back in ancient history.  But the fact of the matter with the Hydro One proceedings is that distribution and transmission have always been intertwined, and the impact of one on the other has always been an issue in the case.

I am actually not -- I have no intention to discuss anything that should be reserved for argument, but just trying to get some more information that we can have the type of comparisons that we did in those cases to see where we're at.  As we said, there is an evolution. I don't know if the next proceeding is to be combined, distribution and transmission.

So I think it would be helpful to the Board and the Panel to see how this has evolved, and how the information is presented.

DR. ELSAYED:  Was there a specific question?

MS. DJURDJEVIC:  Yes.  I can ask my question and then if my friend still has an objection, we will deal with that.

DR. ELSAYED:  Okay.

MS. DJURDJEVIC:  It is page 138 of the compendium.  Again, this is from the distribution case, but this is in response to, you know, a Board direction that Hydro One should present a comparison, you know, how -- what evidence, how the evidence was presented so that we know we're looking using the same factors.

So you know, look at the first column far left, compensation data, the compensation element.  Like, which elements went into the evidence.

So we have across the top row how, how it is presented in the transmission case, and as an update in the transportation case, and then further on in the distribution case.

So what Staff would like to see is how that that, if you carried that on through this present case, if Hydro One would be willing to take this table and add columns to the right side which shows, number one, the distribution approved amounts in the 2017-009 case, then using all of those same factors, what the approved distribution case, and then another column for this proceeding, what you have applied for.  So again, you know, how this information is presented.  Is that something...


MS. LILA:  I think I can respond now, if that if that is helpful.  What you see outlined in this table as attachment 6 and then, if you look in our filed evidence for the 2017-049, Exhibit C1, 0201, attachment 6, and that's exactly what you have summarized here.

Our process and methodology for this application mirror this, as you see outlined on the screen.  The exact methodology what's included, all of these elements are consistent.

And so I think just also to summarize this conversation, we also responded to an interrogatory for the OEB Staff on 161, which also summarizes sort of our perspective of the evolution of this compensation table.

So I just wanted to provide those two pieces.

MS. DJURDJEVIC:  Okay, thank you that was helpful.  Sorry, I thought I was loud enough even without the microphone.

Turning over to page 139, again this is also from the distribution proceeding, and again the question is just about how the information is presented and your answer may be the same.  We were looking for some numbers here.

Again, if you could add columns that show for the same information what was approved in the distribution application, and then a column showing what has been applied for in this proceeding.

[Witness panel confers]

MR. STERNBERG:  As the panel confers, perhaps my friend -- besides the concerns I raised a few moments ago which I maintain, I would also note to the extent Board Staff wanted either clarification or some additional information, they had a full opportunity of course to ask IRs, and they asked many IRs.

We had a technical conference.  So I'm a bit surprised at this kind of questioning coming at this stage.  But I also interject because it sounds like this question now is seeking additional information in respect of distribution, which, at least in that respect, my submission respectfully would be it's not going to assist you in making a determination in this application, which of course is only about transmission and the transmission compensation costs, et cetera.

MS. DJURDJEVIC:  I can only ask the question and I didn't think it was going to be, you know, very difficult.  I mean at some point, we're going to have to have that information.

So we thought it would assist the Panel in this proceeding to have everything on the table and so we're able to compare and, you know, ensure that the information is being presented consistently.

DR. ELSAYED:  Is that something that is difficult to provide?  The reason I say that is because, I mean, part of this proceeding is to look at compliance with previous orders from the Board, which did include transmission and distribution.

So I think it is probably a fair request to make, if it is not too difficult to provide.

[Witness panel confers]

MS. LILA:  So just to summarize, I think our interpretation of compliance with this was to, you know, provide a template that was consistent with attachment 6 from the distribution application, as discussed already, and make the current transmission application consistent.

You know, this additional piece of information was provided as an undertaking at a different point in time, with different types of analysis.  It may take us some time, but we could provide it if it is useful, but our perspective is that we have complied with the attachment 6 and consistency in our attachment 5 in this application.

DR. ELSAYED:  Okay.  Can you explain a bit more as to how this request you just made relates to the compliance issue?

MS. DJURDJEVIC:  Sure.  Okay.  Then, you know, perhaps the witness could answer the question here.

Part of the problem in past proceedings was the sort of inconsistent presentation of compensation that's like -- sometimes it was presented as a point-in-time compensation rather than the actual, like, year-end compensation.  I think that was part of the exercise that was done here on pages 139 and 140.

And so I suppose we could ask the question, but in terms of the compensation table that we're looking at in this proceeding -- and I am going to refer to K5.5 because we think that is the best version so far, but if the panel can confirm that the presentation of the compensation is all -- it reflects, like, year end as in earned in the year rather than, like, specific points in time.

MS. LILA:  Yes.  We confirm that the information in the compensation table as filed for every year up to 2018 is actuals, as final numbers for the year.  And then the forecast is provided for future years from 2019 to 2022.

MR. JODOIN:  If I could, I just want to be clear that all of the line items that are embedded on page 39 are included in our template.  It's all there.  All of the information is available.

MS. DJURDJEVIC:  Okay.  That's good enough for us.

I am going to sort of change gears a little bit and talk about your requested compensation and how it relates to the market median compensation that was presented in your evidence.

What I am trying to get at is to see how Hydro One is moving towards reducing its compensation to be more in line with market-based compensation.

We are mindful, and we take note of the submissions or evidence presented by Hydro One that it is making progress, so we would just like to explore a bit further, you know, what, if anything, can be done or is enough being done to, you know, to move towards reducing compensation, to get more in line with market-based compensation.

So first I would ask you to turn up page 154 of the compendium, and I'm going to be referring to Table 8, which is the Mercer compensation benchmarking study.  Do you have that?  Okay.

So this sets out how -- you know, it shows Hydro One has been improving and the 2008 to 2017 period.  So, you know, you improved by 5 percent.  Went from being 17 percent above market median to being 12 percent above.

And then you have a worsening from 2013 to '17.  So you went from, you know, being 10 in 2013 to being 12 percent above market median in 2017.

So we had asked -- in Staff IRs we asked for an explanation as to this 2 percent worsening, and you indicated that, you know, there were differences in employee groups.  There wasn't this 2 percent across the board, and there were some, you know, differences between the groups, and I will just get you to turn to page 155, over the next page.

So there you have indicated in your response the non-represented trades and energy professionals, so how each of those groups was doing.

Now -- so I was looking first of all, one of the employee groups, trades and technical, which, I guess they're the PWU-represented group, and compare that to the recent memorandum of agreement with the union in terms of the increases in compensation.

So -- and again, sorry, but I go back to the distribution case, because there were some submissions there as to the compensation, if you don't mind turning to page 123 -- or, sorry, it is page 226 and 227 of the compendium.

MS. LILA:  Sorry, if I may.  The reference to trades and technical in the Mercer study refers to a collection of representations.  It includes PWU.  It also includes the hiring hall, as well as some classifications from CUSW or some of our other large casual workforce element.  So it is not exclusively PWU, just to clarify, if I may.

MS. DJURDJEVIC:  Thank you for that clarification.

So looking at this, this is from your evidence in the distribution case.  So what you have there is you're budgeting PWU represented employee increases of 1 percent in each year from 2018 to '22.  If you can confirm that was the position then in the distribution case, which again was a few months ago, but...

[Witness panel confers]

MS. LILA:  Yes.  From 2015 to 2017 PWU was 1 percent.  It was the base wage escalation, but again, if I could clarify, that round of bargaining that occurred in 2015, I think we have spoken about it a little bit, was a very complex set of negotiations, and there were different compensation elements to assist us in achieving the increased pension contributions that resulted in increased employee pension contributions.

So the increase in contribution levels for employees was a part of that round of negotiations.  So that's why you see these levels of base wages, because there were other elements.

MS. DJURDJEVIC:  Okay.  But as I understand it, you know, the submission was what you had built into that application was a 1 percent increase, but then, you know, the next paragraph, there is a discussion about the July 2018 memorandum of agreement with PWU.

And the very last sentence, you know, it indicates that the MOA shows wage increases of 1.8 percent in April 2018, 2 percent in April 2019, and 0.6 percent in 2020.

So I guess the question is, which of the numbers were ultimately included in the distribution budget?

MS. LILA:  I think if you can go back to the previous page, it outlines the escalation levels for base salary for 2015 to 2017 at 1 percent.  And then the subsequent page on 227 outlines the levels for 2018 and 2019.

So April 1st, 2018 was 1.8, and then April 1st, 2019 was 2 percent.

MS. DJURDJEVIC:  Okay.  I am looking at the very top of page 227, the second paragraph.  The rate base salary increases that are embedded in the application maintains the annual increase negotiated in the 2015 agreements,  The annual base salary increase is 1 percent for PWU employees from 2018-2022.

But then we have the MOA of July 2018, which shows 1.8 percent in April, 2018, not 1 percent.  So I am just trying to figure out what the, you know -- if 1 percent is what was baked into your application, then I guess the question is how do you pay the 1.8 and 2 percents that you agreed to in the MOA?

So the question is what is the right number?  What are you paying?

[Witness panel confers]

MR. JODOIN:  I think we're just talking about two different points in time.

So the paragraph referenced on page 227 of your compendium talks about the negotiated 2015 collective agreement.

We would have used that in the development of the business plan supporting the 2018 to 2022 application, years in which we hadn't had the next round of bargaining.

So the assumption that we made in the distribution 2018-22 application was to maintain consistency with the agreement we did have from prior years, which assumed a 1 percent escalation as you have noted.

The other item that talks about the 1.8 percent shows the output of the round of bargaining that would have happened after we created the business plan supporting the distribution 2018-2022 application, which is normal course.

You make a set of assumptions that feed a business plan and we go into a round of bargaining, and a whole host of items are considered through that process.  As you can see we under-forecasted in the distribution application, and that would have been to the expense of the shareholder and not the customer.

So I think you are just talking about two different points in time.

MS. DJURDJEVIC:  Thanks for clarifying that.  Looking now at another group of employees, non-represented.  That's management.

And some points of the evidence indicate you were budgeting an increase of 2 percent, but then we see a higher number elsewhere.  So I will just take you to those pieces of evidence, and you can hopefully explain away the difference.

Turning to page 159 of the compendium, this is a response to Staff IR 178.  So it is E -- I'm sorry, paragraph C and about halfway through that paragraph, you talk about the benchmarks provided by Willis Towers Watson, and you note that the Willis Towers Watson recommendation for merit was two and a half percent for management, whereas the application assumes a 2 percent escalation, and therefore this has no impact on the revenue requirement.

Then if you look at page 164 of the compendium, this is your evidence, JT2.15.  Looking at table 2, and looking at the 2020 column -- sorry, actually it's not in the table.  It is under the table in the bullet points that you indicated for market or MCP roles, you're projecting CPI plus 0.6 percent.

And then in the third bullet, there is the CPI assumptions for each year, 2017 forward.

So based on that, you know, CPI plus 0.6 percent, that gives us an increase higher than the 2 percent, you know.  So it would be, for example, in 2020, CPI is 2 percent, then it is 2.6 percent.

So the question is just about, you know, what's the right number that's factored into your application for these increases.

MS. LILA:  So the escalation levels that are factored in for 2019, for example, are 2 percent.

As part of our merit program, which you referenced under OEB 178, there's an outline of the recommendations that we would receive from our third-party consultant, Willis Towers Watson, whom would have done a market scan as to how -- which we also included in this evidence, the market scan of how compensation levels are changing for the various groups, and they would have recommended a merit increase budget and we adopted that.

We did outline and we explained in C that there was a difference of 0.5 percent, which was attributable to shareholders. It was not attributable to customers.

And then the assumption that you look at here that we have on the screen is an assumption used to forecast forward the benchmarking that Mr. Morris completed.

So these are different assumptions used at different points in time for different purposes.  But to be very clear, the escalation in the application for that year, for example, was 2 percent.

MS. DJURDJEVIC:  So for this application, the planned escalation for that group of employees is the 2 percent and not the CPI plus 0.6 percent?

MR. MORRIS:  Perhaps if I can clarify, because it was my assumption.

We were asked to project forward to calculate the gap to market going forward, and we made the assumption that the marketplace would move for non-represented employees at a rate of CPI plus .6 percent.

We see -- I mean, it is not a perfect number, but it's a number that we would often see when we analyze historic data in our compensation planning surveys; we compare CPI and how actual salaries move within organizations.

So CPI plus 0.6 percent was a market adjustment factor.  It didn't have anything to do with Hydro One and we didn't recommend that Hydro One use it for any other purpose than -- well, we used it frankly to project the market forward, they didn't.

MS. DJURDJEVIC:  Thank you for clarifying that.  You'll be glad to know I am just going through several pages of questions that I don't need to pursue.

So we are still at this position where you are still above, you know, the compensation is still above the market median.  Hydro One has indicated there's been improvement, but there is still, you know, a premium -- or, sorry, my word, not yours.

So in past cases where the OEB has decided that the compensation was above the market median, they disallowed some portion of the requested revenue requirement.  And that was the case in the last -- there was a 17 and a half million dollar premium over the market median that the OEB decided to disallow.

So hypothetically -- and, I mean, in this particular case if the -- if this Panel decided that you are still above market median and unreasonably above the market median and decided to make a reduction, what -- I guess I'd ask you to comment on what would be the impact for Hydro One's operations, and also to comment depending on the amount of the disallowance, like, would $2 million make a difference or $20 million or whatever the -- you know, what would be a material amount that would make it difficult for you to continue operating at the standards you want?

MS. LILA:  So I think your question was what would be the impact of a reduction.  And I think the important thing for us to remember is that, you know, the impact is around our ability to refurbish and maintain and build the assets that are required in respect of our transmission system.

And we've certainly presented evidence as to how we've managed cost and maintained compensation costs relative to market.  So we would respectfully ask the Board to consider that in their consideration.

We are aware that under SEC 55 there was -- I think we believe this is what was used and accepted for the distribution decision, to make certain reductions relative to compensation.

MS. DJURDJEVIC:  Looking back again at page 160 of the compendium of SEC 55, in the chart at the bottom of that response, you see the difference between, you know, what you're budgeting and the market median, from the study year and then going forward, and it continues to increase.  And we've heard in your evidence last week and probably, possibly in the filings, that Hydro One's view is that, you know, if there is to be any reduction it should only be 0.5 million.

And yet, you know, just again asking for comment, 0.5 million, you know, in 2020, for example, when you're 38 and a half million dollars over market median, the question is that, you know, could there be -- could you do any better without impacting, you know, service quality and reliability.

MS. LILA:  I would note that there has been an update to SEC 55, which incorporates a further reduction relative to the updated pension valuation, which was filed a few weeks ago.  It is SEC 55.

MS. DJURDJEVIC:  Okay, yes.  We have that in the compendium, also at page 76.  So I will just refer to it there.  We do see that, okay?

Page 76 -- actually, over on page 77.  This was going to be my next question, so we have the updated pension information.  And if I am reading this correctly, you're not even proposing a half a million dollar reduction anymore.  In fact, what it seems to be saying is that you need to add another 1.2 million to compensation.  Am I reading that right?

MR. JODOIN:  To be clear, we are not asking for recovery of that 1.2 million.  We're not -- we haven't requested the OEB to add anything.

Also, I think, you know, with the context setting that my colleague mentioned that this was a method that was accepted in the distribution rate application, essentially what this table is outlining is the amount allocated to OM&A with respect to over median and specific compensation-related adjustments that Hydro One transmission has made, filed, and reduced in revenue requirement since the time of that study.  That's the intent of this table.

MS. DJURDJEVIC:  Okay.  So just to clarify, you are not saying that you actually need to add 1.2 million to your requested compensation.  You just provided that number sort of for information to reflect the updated pension valuation?  Is that right?

MR. JODOIN:  Correct.  Confirmed.

MS. DJURDJEVIC:  Okay.  So just a couple of numbers that need to reconcile with respect to the -- what would be required to get the compensation closer to market median, and I have two documents I would like to refer you to.  One is at page 2 of the compendium.

Okay.  So, yes.  And the other one is at page 173.  So they're both JT2.9.  I may have just answered my own question, but the one at page 2 is updated.  And it shows that -- the amount -- the amount in the $20.1 million, that is the amount that it would take to bring Hydro One's compensation to the market median level.  Am I understanding that correctly now?

[Witness panel confers]

MS. LILA:  So this table that was requested as part of Undertaking JT2.9 provides the capital portion as requested during the technical conference for the levels to move to market median for the capital portion, as I said.

I would, however, clarify that the calculations performed under SEC 55 factored in higher than typical compensation levels for management.

For instance, the short-term incentive plan payout for that year would have been reflective of 2016, and in Mr. Morris's calculation that would have been higher than target, which we budget for.

So it was reflected at 153.1 percent in 2016, which was paid out in 2017.  In our total request for compensation we budget short-term incentive at target.  So even this value here is slightly overstated, to clarify.

MS. DJURDJEVIC:  Okay.  So I just want to confirm that, you know, as between those two versions of JT2.9 it is the updated one, so it is the 20.1 million that is the correct number or -- that would take in order to reduce compensation, market median.

MS. LILA:  Yes, with the caveat that I just made in respect of the higher compensation in respect of management for that one year.

MS. DJURDJEVIC:  I am just going to have a few clean-up questions.

In the technical conference -- I am just waiting for my colleague here to pull up the reference -- there was a discussion about the difference between market median and Hydro One comps actually being like 38.6 million total for both distribution and transmission.

And the OM&A -- no, that was both.  It was, yes, both OM&A and capital.  So 28.5 million of that 38.6 was related to capital.

Again, you know, you have just confirmed it is 20.1 on JT2.9, that is the number that you agree with as being the appropriate -- not the appropriate reduction that should be made, but is the amount that it would take to bring you to market median and not this, the 28.5 that was discussed at the technical conference.

MS. LILA:  Correct.

MS. DJURDJEVIC:  Okay.  Sorry, I just have to get a new document because we're moving to another part of the cross.

So my next few questions are just about overall trends of OM&A and capital expenditures versus the compensation, FTEs.

If you could turn up page 81 and 82 of the compendium, and in the middle of the page -- the bottom of page 81, there's a table.  So Staff has taken that chart, the information, and produced a table which is at page 223 of the compendium.

And so the information in this table is taken from the evidence you filed, and I will just ask you if you accept the numbers, subject to check.

MR. JODOIN:  We confirm that the FTEs and OM&A numbers quoted are consistent with our application.

MS. DJURDJEVIC:  The next table I would like to have you look at --


MR. JODOIN:  Sorry, I apologize for interrupting.  I just want to be clear that that -- I think it is important that this represents transmission OM&A.  But the FTE represents total.  It's not just the transmission FTE.

So I just want to caution for anyone doing some sort of analysis, it's a little bit apples to oranges.  But the numbers are correct as we filed them.

MS. DJURDJEVIC:  Yes.  You have indicated that on the table.  It's movements and total distribution and transmission FTEs, okay.

Then the next page is 9, also created by OEB Staff.  And again that is from your evidence.  Again, it is the total distribution and transmission FTEs and capital expenditures.

So again taken from your evidence and subject to checking the math, do you accept these numbers?

MR. JODOIN:  Looks goods.

MS. DJURDJEVIC:  Okay.  So the only point I am trying to make with these tables is in general that it shows, you know, comparing 2020 over 2018 actual, your capital expenditures are increasing significantly.

Like, if you look on table 9, right, and it is the second last column from your right, 2020 forecast over 2018 actuals, 22.8 percent.

And your FTEs in both transmission and distribution are increasing by eight and a half percent.

So you know, we're looking at 11 percent per year increase in capex and a 4 percent per year increase in FTEs, at the same time while OM&A is decreasing.  You did touch on that earlier in our cross-examination today.

MR. JODOIN:  While the numbers here are correct, I think I would caution in doing any sort of analysis that compares FTEs that support the distribution business to the capital requirements of the transmission business.

What would be more appropriate would be to identify specifically the FTE requirements of transmission, and compare that to the work program in transmission.

MS. LILA:  I would just add to that.  We have done that in our evidence on, between pages 32 -- sorry, Exhibit F, tab 4, schedule 1, between page 32 and 34 we have provided an analysis of transmission compensation relative to transmission spend, and we see a decline in those ratios.  So we start at 49 percent and come down to, in 2022, to 40 percent.  So that represents a decline in those ratios.

And part of that is accounted for by efficiency.  Another portion is outsourcing of certain aspects of our capital program to accomplish that.

MR. STERNBERG:  I would also interject.  I am not sure if my friend has further questions along this line, but for the reasons I think the witnesses have just said, our submission frankly would be that these tables 8 and 9 that Staff put together are irrelevant for the reasons you have heard, because they are comparing and drawing percentage comparisons that are looking at OM&A and capital expenditures for transmission only, and then somehow comparing that to a rate of FTE, FTE numbers or FTE increases, that are both distribution and transmission combined.

So from what I have heard so far I expect our submission will be at the end of the day that that is irrelevant.  We can address that in argument, but I am not sure if my friend is planning on asking more questions along these lines seeking to compare some item of expenditure that is only transmission comparing to FTE numbers that are the combined business as a whole.

MS. DJURDJEVIC:  [Microphone not activated]  We do have a breakdown of the transmission and distribution compensation, and that is on page 225, if you could turn that up.  That is an exhibit from KT1 from the technical conference which is K5.5 in this proceeding.

And these are numbers from, you know, your compensation tables.  So if you want to take a minute to look at that.

MR. JODOIN:  Sorry, I am just having a little trouble hearing.

MS. DJURDJEVIC:  [Microphone not activated]  Sorry.  The mic is on and everything, but, yes, if you just take a look at that table, which is derived from your compensation tables, and most recently identifies K5.5.

So looking at the total transmission compensation, which is the top line, row, do you agree that there are significant increases per year for the total period 2018 to '22, would you not?

[Witness panel confers]

MR. JODOIN:  I do apologize.  Could you repeat your question?

MS. DJURDJEVIC:  [Microphone not activated]  I am just asking to, first of all, subject to check, would you accept that these numbers which are derived from your compensation indicate the -- an increase of total transmission compensation.  Top row.  You've got in year 2020 versus 2018, 17 percent increase annually at 4.2 percent.  And 2020 versus 2018, it is a total change of 12.5 for an annual change of...

MS. LILA:  Yes.  Per our discussion during the technical conference, we have an Undertaking JT2.10, where we further elaborated on some of the rationale for why compensation is increasing relative to inflation, which is largely driven by FTE increases and in partial by escalations in labour costs.

MR. STERNBERG:  We have just been given a message that for the past little bit people listening in apparently aren't able to hear Board Staff's questions.  I don't know if you can just move the microphone closer and speak into it, but they're not able to hear you on the audio.  Thank you.

MS. DJURDJEVIC:  [Microphone not activated]  Okay.  So, and, you know, you did explain --

Can you hear me now?  The light was on before.  Okay.  So we had some discussion earlier today and perhaps last week about the drivers, the causes of this increase in transmission compensation and FTEs, and, you know, compared to the increases for distribution.

Staff would just like to know, if the panel could provide sort of like a high-level overview as to why the transmission FTEs are increasing so rapidly and, well, we understand you have a ramp-up in transmission work.

But, you know, taking into account the productivity savings that were supposed to be, you know -- I think the question is, like, where are we seeing the productivity and savings and doing more with less when, you know, what we see is, you know, just a ramp-up in staffing and costs of that staff.

Again, just to provide some context, like in your transmission system plan you talk about, you know, 700 million in productivity savings over 2020 to '24, you know, with 98 million of that that is expected in 2020.

And yet I guess where do we see those productivity numbers and savings, you know, when we're looking at these, like, would the FTEs in compensation be even higher if you didn't have the productivity savings?  And part of the question is, I guess, also, like, you know, how real are these productivity savings if we're still seeing these kinds of increases.

So it's a very broad general question, and you are welcome to give me a broad response or as detailed as you feel necessary.

MR. JODOIN:  We will attack it in two parts.  We will start with the compensation.

MS. LILA:  So I think as we looked at, you know, if I could just bring us back to Exhibit F, tab 4, schedule 1, page 32, and these charts again, I think this is where you can see that there is some significant changes in our compensation levels relative to our spend.

In 2014 we started a ratio of 49, and then in 2020, 2019 it goes to 45.  And then we get to 40 by the time we get to 2022.

So that sort of -- that reflects efficiencies in the way that we're managing.  We're not asking for further compensation or headcount to support this growing work program, which I note, you know, the growing work program is growing by 26 percent and our compensation is only growing, as you note, by 12 percent.

So there is some efficiencies there, and we are using different methodologies for using our flexible workforce, including outsourcing, and I would also note that we have a very rigorous process to manage our headcount in year.

We certainly track our headcount on a monthly basis, we provide that information to our executives, and we also have an approval to hire process.  So it is not just the fact that, you know, we have an approved FTE level and therefore everyone goes out and hires.

We have a process which requires that an approval from a senior person, then an executive at the vice-president level, and sometimes even our most senior executive vice-presidents -- I can tell you personally I have had to do that before I could hire.

MR. JODOIN:  With respect to the productivity portion of your question -- sorry to interrupt you -- there are definitely elements of productivity that are associated with labour.  We talked at length related to the corporate costing initiative that we went through last year, and I can reconcile that quite easily in the evidence for you if that is something you are interested in.

But productivity goes well beyond just labour.  My colleague here has given two distinct and critical examples of productivity improvements at Hydro One related to how we procure our materials, as well as right-sizing our fleet and ensuring that we're utilizing our assets in a way that is most cost-efficient and is driving our cost down.

And I think our productivity program, and you mentioned the 370 million test-year commitment that we have, doesn't stop there.  We also have -- and it's been much talked about, but the progressive productivity initiative, where we developed a capital plan, we defined asset needs, and we knew that we could do better.

So we reduced that plan while still maintaining the same outcome, and as we work through this test period we are going to track those initiatives, whether it's a labour initiative, whether it is a material procurement initiative or a fleet initiative, whatever it is, we're looking constantly for ways to get better.

Mr. Spencer alluded to a governance committee surrounding the progressive framework.

I sit on that committee, and I hear the initiatives from the lowest level of this organization all the way up to the highest level.  And it cascades from our team scorecard what we have in a productivity measure to people like myself and developing this evidence and rate application, to the lowest levels of the organization where people are actually owning initiatives.

We're driving accountability from top to bottom.  That is happening; that is real.  And we're stretching ourselves, because we've reduced our capital envelope knowing that we can do better than what we filed here, and we're absolutely committed to doing at.

So granted, not everything will be a labour efficiency, but there's so many other ways you can be efficient and I think our application describes that at length.

DR. ELSAYED:  Can I just ask a question?

MR. JODOIN:  Sure.

DR. ELSAYED:  You mentioned that you have been tracking your productivity initiatives and reporting on those.

But it goes hand-in-hand with the tracking, of course, of the degree to which you complete your work program the way it was planned.  How do you do that?

MR. JODOIN:  I can speak at length to the productivity process.  As I mentioned it is a metric on our scorecard and we've mentioned in evidence that there are operations related scorecards that cascade all the way up that talk about the specific initiatives.

It is something that my team does on an ongoing basis, in terms of what initiatives exist and how our group is doing against those initiatives.

From the progressive perspective, it's something that I sit on monthly and I listen to lines of business and the ideas that they have, and when those ideas get to a point where they're ready to implement, we talk about how are we actually going to track these things.

There are certain ideas that come forward that are great ideas, but you can't track it because it is things like cost avoidance, where it's a great business decision, but there's no way to pull out of a system a decision that someone made that may have reduced cost. So there are denials like that that exist.

That's on the productivity perspective.  And I know in our distribution application we filed a similar table like SEC 26, where we outline all of the initiatives, and we have committed to filing a similar or the same table a year after to provide the Board a status.  We are totally willing to do that on our transmission application as well.

We are all about transparency because, quite frankly
-- I mean, my colleague can speak to it.  But it's a culture that's been reinvigorated at the company that our people are proud of.  Someone can come forward with an idea and they can see it flow all the way up to the team scorecard process.  It's real and it is absolutely happening.

So apologies if I get a bit defensive on the notion that, well, where are these things.

Not only are we embedding the initiatives, but we're embedding more.  Like we're embedding initiatives we haven't found yet.  We're confident.  We believe we are going to deliver it, and we feel our track record shows that.

On the asset deliverable, I do apologize.  I know that panel 1 would be the best panel to answer that question, and if it's helpful, I could undertake and speak with them about the way we could go about tracking against that.

I wouldn't want to provide any sort of false information, as a finance panel, on how they're going to demonstrate the capital investments they're making in this application relative to actuals.

DR. ELSAYED:  Yes, I understand the distinction.  It is just you could do a great job in terms of implementing your savings initiatives,.  But like I said, the other part of it is you have a very ambitious capital program that has to be completed within certain budgets and so on.

So on the one hand, you may be able to introduce these initiatives that save you money.  But at the same time, if you're not able to complete the work program the way it was planned, then the balance is not there.

MR. JODOIN:  There definitely is a balance.  What I would say -- I talked a little bit about the redirection process, another committee that I do sit on as well, where every month there's a review as to what our commitments were both in our budgets, OEB approvals, or time permitting what we filed with the Board.

And they go through in great length the types of issues they're facing, both upward and downward pressure, and the decisions that have to be made as a result of that.  That is just the reality, especially as we get into longer term based applications.  I know this is a three-year, but in distribution it's a five-year.

The longer you go out, the more things change.  But internally, we have robust processes to allow us to adequately react to changing conditions.

And I don't know if you want to add...


MR. BERARDI:  Yes.  Just to add, is that you know, just to follow on what Mr. Jodoin was talking about, is the formality in our productivity and the governance.  We also have in capital in-service additions and our OM&A work programs.

So on a monthly basis, we do a fulsome review of where we are.  We have monthly trends on budgets and we reforecast every month our capital, our OM&A, our in-service additions, and our productivity.

And Joel is absolutely correct -- sorry, Mr. Jodoin is absolutely correct.  It's that if we're ahead of plan in some initiatives, or some capital work, or in-service additions, or behind plan, we have that monthly redirection where we review, a fulsome review of capital, in-service, OM&A, and productivity.

So, and in addition to that, we do have the team scorecard.  However, we have operation scorecards that we have cascaded through our business. We have director scorecards that we have cascaded through our business to.


So to Mr. Jodoin's point -- I can't pronounce his name -- to his point is that you will see that at all parts of the organization and the pride that people are taking in really driving that culture of change.

So I know it's a bit of a soapbox, but you can tell we're proud of some of the accomplishments we're seeing.

DR. ELSAYED:  Okay, thank you.

MR. STERNBERG:  If it is of assistance, we're of course happy to go back to panel 1 by way of undertaking, and ask them to provide a further response in respect of the tracking of the capital program expenditures, if that would be helpful.

DR. ELSAYED:  Yes.  Maybe just to clarify it a bit.  You've gone to your board of directors with the transmission system plan and a capital plan, and whatever the Ontario Energy Board decides in this case.

If you are to go back to your board to brief them on how successful you were in executing the program, what is it that you would do?  I guess that is my question.

MR. STERNBERG:  We're happy to take that back to panel 1 and provide a response by way of undertaking.

DR. ELSAYED:  Thank you.

MS. DJURDJEVIC:  That will be Undertaking J5.8.
UNDERTAKING NO. J5.8:  IN CONSULTATION WITH HONI PANEL 1, TO PROVIDE A RESPONSE REGARDING THE BRIEFING ON TRANSMISSION SYSTEM PLAN AND CAPITAL PLAN EXPENDITURES


MS. DJURDJEVIC:  So I would like to -- again, talking about the increase in transmission compensation, FTEs and, you know, we have heard about the important work on the transmission side that's coming up.

I guess the question, you know -- and we've heard that the transmission work is increasing more than the FTE compensation.  So I would like to kind of look into that a bit.

Staff's compensation table, K5.5, which, the last page and all of the orange highlighted parts are Staff's additional analysis and break downs.

I am looking at line 227 of this table.  It shows the transmission compensation total per FTE, a year over year change.

We see that in 2019, it's actually a 1.4 percent decrease.  But then in 2020, it's a 3.3 percent increase and in 2021, 3.1, and then 2.6 in 2022.

So I mean, yes, it is a mathematical exercise, you know, taking the total compensation, dividing it by the FTEs planned for those years.

But what you get is, you know, per person, like per FTE in transmission the increases we're looking at.

And with the exception of 2019, which is at least, you know, this mathematical calculation is a decrease, but then we are looking at increases from 2020 to 2022, and they're increases that are greater than the 1 or 2 percent that you are trying to hold to, you know, for your different employee groups.

So again, like I said, I mean, it is a math exercise, but, I mean, it does suggest that, you know, perhaps there could be additional efficiencies in terms of getting more per FTE or lower compensation -- or lower costs in the transmission capital.

I don't know if you have a response or comment to that suggestion.

[Witness panel confers]

MS. LILA:  I think you're pointing to row 227, if I am correct?  So you see some changes in the FTE levels.

MS. DJURDJEVIC:  Yes, correct.

MS. LILA:  And I think largely these are -- sorry, the percentage per FTE.  Largely I think these are just fluctuations based on FTE levels.

So for example, if we turn back a page to, for example, row -- between row 61 and 66, we can see that FTE levels changing.  We see some changes in, for example, 2019 to 2020, a reduction in the casual workforce.

So that may be sort of attributable to some of that decrease that you are seeing there that you were mentioning.

MS. DJURDJEVIC:  Sorry.  I am not quite following.

My question was simply just that, you know, if you break down the amount that's being spent on the -- on transmission compensation, the per FTE, it represents increases.

So if these increases are happening, you know, like in 2020, 2021 at the rate of over 3 percent, I mean, how are you keeping everybody at the 1 or 2 percent escalation increases?  I mean, somewhere there's going to be, it seems like, some shortfall.

[Witness panel confers]

MS. DJURDJEVIC:  I don't want to belabour it, and, you know, kind of -- so I am trying to get at here is, you know, well, why don't you accept the numbers, and we know where they're generated from, but, you know, the document shows what it shows, that, you know, transmission costs per FTE are increasing and at a higher rate than costs for distribution, for example.

[Witness panel confers]

MS. DJURDJEVIC:  Do you agree with me that that's what this indicates?

MR. JODOIN:  I think as my colleague mentioned, obviously the cost increases, there is a component of the underlying escalations that we have assumed.  But something here -- I guess given that this is just in front of us and we don't have the underlying Excel to dig into that math, what I would appreciate is the opportunity to potentially dig into this a little more and come up with an understanding of this, just given that this portion of it wasn't our evidence and given that it is Excel-based.

MS. DJURDJEVIC:  Okay.  So I would be very happy to get that undertaking, J5.9.
UNDERTAKING NO. J5.9:  TO REVIEW THE ORANGE HIGHLIGHTED PARTS OF K5.5 TO CONFIRM STAFF CALCULATIONS, TO PROVIDE AGREED-UPON COMPENSATION DATA; with RESPECT TO ROW 227, TO EXPLAIN THE INCREASES IN TRANSMISSION COMPENSATION PER FTE.

MS. DJURDJEVIC:  And that is to just confirm line 227, or actually, you know, as I indicated, all of the orange highlighted parts in K5.5 are calculated by Staff and, again, it is just a math exercise.  But, you know, we would like to finish up this hearing with, you know, a set of compensation data that everybody can rely on and refer to.

So would you be good enough to review all of K5.5 and particularly the orange highlighted parts and just advise that you agree with the calculations and the resulting numbers?

[Witness panel confers]

MS. LILA:  Yes, we can do that.

MS. DJURDJEVIC:  Thank you.  Appreciate that.

Yes, and also, obviously, to explain with respect to row 227 the increases in transmission compensation per FTE.

MR. JODOIN:  We are good with that, that's right.

MS. DJURDJEVIC:  Thank you.  I will just include that as part of J5.9.

If you could turn to page 106 of Staff's compendium.  This is an excerpt of a report -- this is from your evidence, but it is from a report that was prepared by BCG entitled:  Assessing Hydro One's investment planning process, final report March 2018.

And I am going to just quote a bit from this report, starting at the bottom of page 106.  It starts with "in revising".  And so this reports states:

"In revising its performance measures over the past two years Hydro One has increased its focus on unit cost metrics in an effort to increase its ability to measure productivity and use these metrics to drive continuous improvement through the business."

Next page already, but:

"Hydro One has added unit cost metrics for brush control and forestry and per FTE metrics for project management and construction to its scorecard to increase its focus on productivity and efficiency."

So I guess my question about this is, you know, to what extent has Hydro One taken this, I guess this unit cost metrics approach to its transmission cost?  For example, whether it is your compensation cost or other aspects.  Because we know it is like -- let me provide some context.  You have indicated that you have anticipated productivity savings in other areas and you are tracking them by sort of unit cost.

Let me see, maybe I can just find that reference for you and then we can have some context.  JT2.8.  Okay.  So this was -- we have looked at this a number of times.  But page 198 of the Staff compendium.  So you have indicated the initiative groupings and then measurement and expected benefits.

I am just looking at -- I know there's a number of points where talking about unit cost was used as the measurement and expected benefit.  To take, for example, fleet Telematics and right-sizing, that's the second one down.

So, you know, you have taken this sort of unit based capital plan reduction, you know, for that particular initiative and there's some other ones on this list as well.

My question is whether you have taken that approach to any, you know -- in putting together your budget and the plan, your planned expenditures that you are presenting here, did you take that kind of approach to any other aspect, other than what you have indicated at this exhibit, JT2.28?

[Witness panel confers]

MR. BERARDI:  It really depends, again, on the initiative.  But the example that you used for fleet, it's based on reductions in pieces of equipment.

So if we reduced our light trucks and we had a plan to -- in the previous plan to purchase when we had 800 units, we're now purchasing three or 400 units.  We do have that unit comparator as well.

But on some of the other initiatives it really depends.  I like using the example on procurement, where we've bundled our spend.  We've looked at renegotiating unit prices for pieces of material.  We have early-pay discounts and we have volume discounts in those areas.

So those types of materials that are homogenous, things like transformers, things like breakers, things like suspension insulators, we do have a unit behind that and a price reduction.

MS. DJURDJEVIC:  Right.  So, you know, we get that you are doing that with respect to some of the initiatives on this particular exhibit.  But I'm wondering sort of as an overall approach to how you are, you know, looking at the costs of the upcoming transmission work, what is underway and what you are doing, like are you, you know, at some point would we be able to see that, you know, you've taken steps and implemented some productivity measures and these are the savings that resulted?

Or, you know, like what we're seeing here is, like I said, you know, you have the increase in FTEs and the cost per FTE increasing.

Is there something that could be done to, say, you know, we're going to try to keep the cost increase, the compensation and the FTEs -- let's, you know, 2 percent or 1 percent or something like that.  Or, you know, make sure that -- or try to make sure it's costing, you know, a certain amount per employee or you know, just some suggestions or ideas, again because we are seeing an increase that's, you know, three and over 3 percent that's you know, could be...


MR. BERARDI:  We do have that type of visibility in our operation scorecard, and we were just trying to find the evidence that references that.  It is in Exhibit B1-1, our TSP, section 1.5, and I believe it is attachment 1.

So we do have, for transmission, for both transmission OM&A and capital unit costing.  Unfortunately, no one here on this panel is an expert at unit cost reporting.

Mr. Spencer, I am sure, would have loved to go into it in detail.  But we do have that in our operations scorecard.  It is page 13.

MS. DJURDJEVIC:  Okay, thank you for that.  I just have one more question, then I am done for -- I think that's it.  Well, we have a couple of more questions on pensions in the morning, but in terms of the compensation issue, I would like to wrap up.

We have Exhibit 5, which last week you indicated you would be updating to reflect the updated pension valuation.

And I believe your counsel indicated you will have that tomorrow or somebody -- I am asking on this.

MR. STERNBERG:  Yes, I had said, unless the panel has an update, that we're expecting to be able to provide that by tomorrow.

MS. DJURDJEVIC:  Okay.  Well, just to -- one further update that would be very helpful is to also include an update for OPEBs, the post-employment benefits.  Could you add that as well to K5.5?

MR. CHHELAVDA:  Could you clarify what update you want on OPEBs?

MS. DJURDJEVIC:  So if you look at page 94 of the compendium, this is part of your Exhibit J-1.1, and the second-last column on the right, 2020 OPEB ISA assumptions.  So we would like that updated on the compensation table where you are going to be making updates for the pension valuation, the K5.5.

MR. JODOIN:  I understand the confusion.  No, that won't be required.

The column to the left there, the 2020 updated pension valuation, represented a change in pension cost.  So it brought compensation cost downwards.

What the next column on OPEB refers to, and it was quantified and described in interrogatory OEB Staff 206, it represents an update to in-service assumptions on an OPEB adjustment at a very high level.  The OPEB was initially classified one-to-one from capital to in-service adds, but as analysis came through and mapping it -- I mentioned this a couple of other times throughout the hearing, a one-to-one assumption from capital ISA in transmission isn't appropriate.

Capital spent first, it then impacts rate base as the asset is placed in-service.  Sometimes that could take upwards of three, four or five years, depending on the project.

So simplistically, the OPEB costs are exactly the same.  This is just timing of when the asset is placed in-service, and matching the associated the OPEB costs with that in-service addition.

So I know I said a lot there, but in summary, there is no cost change to OPEB, so no compensation table required.  We can all exhale.

MS. DJURDJEVIC:  Indeed.  Thank you very much, panel.  That is all I have for today.  But we will see you again tomorrow morning for a bit more.  Thank you.

DR. ELSAYED:  Thank you.  So we are adjourning for today and we will see everybody tomorrow at 9:30.
--- Whereupon the hearing adjourned at 5:00 p.m.
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