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Tuesday, July 8, 2008

--- Upon commencing at 9:31 a.m.


MR. KAISER:  Please be seated.


Mr. Rogers.


MR. ROGERS:  Good morning, sir.  We're ready to begin with panel 2, and joining me at the counsel table is Mr. Henry Andre, who is manager of operations for the applicant.  But I am now prepared to call panel 2, if they could be sworn.


MR. KAISER:  Thank you.

HYDRO ONE NETWORKS INC. - PANEL 2


Cliff Coulis, Sworn


Mark Graham, Sworn


George Juhn, Sworn


Rick Stevens, Sworn

Examination by Mr. Rogers:


MR. ROGERS:  Thank you.  Mr. Chairman, members of the Board, the evidence to be covered by this panel is set out in Exhibit A, tab 19, schedule 1, page 2 of 6.  There you will see listed the issues this panel will deal with and the evidence in support of the issues.

If I could just qualify the panel, starting with you, Mr. Stevens, I understand, sir, that you have a general business data processing diploma I guess from Centennial College in 1983?


MR. STEVENS:  That's correct.


MR. ROGERS:  You have taken several courses since then to upgrade your education and training set out in curriculum vitae?


MR. STEVENS:  That's correct.


MR. ROGERS:  Your CV is filed as Exhibit A, tab 19, schedule 2, page 10.  Is that an accurate summary of your qualifications and experience?


MR. STEVENS:  It is.


MR. ROGERS:  I understand, sir, that you started with I guess Ontario Hydro back in 1984 as a development projects analyst?


MR. STEVENS:  Correct.


MR. ROGERS:  And that you have worked with the company or successor since that time?


MR. STEVENS:  That is correct.


MR. ROGERS:  You have occupied various positions of increasing responsibility and now are the project director smart meter network; is that correct?


MR. STEVENS:  Yes, the smart meter program.


MR. ROGERS:  Smart meter program.  Can you tell us -- I assume today you will be responding to questions concerning the smart meter program?


MR. STEVENS:  I will.


MR. ROGERS:  Thank you very much.  Have you testified before in a proceeding like this?


MR. STEVENS:  I testified...

MR. KAISER:  Hold on, Mr. Rogers.


--- Technical issue.


MR. ROGERS:  All right, gentlemen, may we continue?


Thank you very much, Mr. Stevens.


Now, Mr. Graham.


MR. GRAHAM:  Yes.


MR. ROGERS:  I understand, sir, that you hold a bachelor of mathematics degree from the University of Waterloo?


MR. GRAHAM:  That's correct.


MR. ROGERS:  With an honours cooperative in computer science and statistics?


MR. GRAHAM:  That's right.


MR. ROGERS:  You began your career as an analyst with Bell Northern Research?


MR. GRAHAM:  Correct.


MR. ROGERS:  Joined Ontario Hydro many years ago, I believe?


MR. GRAHAM:  Yes.


MR. ROGERS:  Once again, have worked in various capacities in the company increasing areas of responsibility?


MR. GRAHAM:  That's right.


MR. ROGERS:  You are presently the director of supply connections and director investment policy and agreements asset management with the applicant company?


MR. GRAHAM:  It's actually the latter, director investment policy and agreements.


MR. ROGERS:  All right, thank you very much.  Your CV has been filed in this proceeding at schedule 2, page 5 of Exhibit A, tab 19.  Is it an accurate reflection of your qualifications and experience?


MR. GRAHAM:  Yes, it is.


MR. ROGERS:  What areas of the evidence will you be responding to today, Mr. Graham?


MR. GRAHAM:  I'm here to talk to issues 3.1, 4.2 and 4.4 to the extent it relates to distributed generation.


MR. ROGERS:  All right, thank you very much.  I understand this is your first time testifying in a proceeding like this?


MR. GRAHAM:  That's correct.


MR. ROGERS:  Mr. Juhn, you, sir, are a professional engineer, having obtained a degree from Waterloo University in 1982?


MR. JUHN:  That's correct.


MR. ROGERS:  You began your career with Ontario Hydro back in 1982, I believe, or thereabouts?  I'm sorry, that was SaskPower when you started?


MR. JUHN:  That is correct.


MR. ROGERS:  When did you come to Ontario to work for Ontario Hydro?


MR. JUHN:  1990.


MR. ROGERS:  Have you worked with Ontario Hydro since that time?


MR. JUHN:  Ontario Hydro and successors.


MR. ROGERS:  And successors.


MR. JUHN:  Yes.


MR. ROGERS:  Your present position is manager, distribution development and lines sustainment, system investment division, asset management?


MR. JUHN:  That is correct.


MR. ROGERS:  That's quite a long title.


MR. JUHN:  It's -- the department is distribution, development and line sustainment.


MR. ROGERS:  All right.  What areas of the evidence will you be responding to, Mr. Juhn?


MR. JUHN:  The details on the sustaining, development and OM&A programs, excluding smart meters and distributed generation.


MR. ROGERS:  All right.  Thank you very much.  You have testified before this Board previously?


MR. JUHN:  Yes, I have.


MR. ROGERS:  I think you gave evidence in the last distribution case, did you not?


MR. JUHN:  I did, in 2006.


MR. ROGERS:  All right.  Thank you very much.


Mr. Coulis, I understand, sir, that you began your career with Ontario Hydro as a power line maintenance -- as an apprentice in the power line -- as a power line maintainer?


MR. COULIS:  As an apprentice and journeyman, yes.


MR. ROGERS:  That was back in 1974 when you started?


MR. COULIS:  That's correct.


MR. ROGERS:  Then you worked as a power line maintainer journey person from 1978 to 1990?


MR. COULIS:  That's correct.


MR. ROGERS:  What does that job entail?


MR. COULIS:  All aspects of looking after the distribution transmission system, poles, towers, underground, submarine cable.


MR. ROGERS:  This is actually out in the field doing actual work on these lines?


MR. COULIS:  That's correct.


MR. ROGERS:  You worked for Ontario Hydro since beginning your career there?


MR. COULIS:  That's correct.


MR. ROGERS:  You're presently the director of forestry services with the company, I understand?


MR. COULIS:  That is correct.


MR. ROGERS:  Tell us, sir, what do your duties generally entail now?


MR. COULIS:  Looking after the program staff that manage the vegetation management across the province, both on transmission and distribution.


MR. ROGERS:  So your job is out -- well, sort of a hands-on type of job of getting the work done out in the field across the province?


MR. COULIS:  Responsibility of getting the work done in the field, yes.


MR. ROGERS:  You don't normally wear a jacket and tie to work, I imagine?


MR. COULIS:  This is awkward, yes.


MR. ROGERS:  Have you ever testified before, sir?


MR. COULIS:  No, I haven't.


MR. ROGERS:  What areas of the evidence will you be responding to?


MR. COULIS:  I will be speaking to the work execution aspects of the evidence, specifically around vegetation management.


MR. ROGERS:  All right, that's fine.  Thank you very much.


Now, Mr. Graham, can you just confirm for us that the evidence listed in the Exhibit A, tab 19, schedule 1, dealing with the issues to be dealt with by this panel, are, to the best of your belief, accurate and a fair reflection of the company's affairs?


MR. GRAHAM:  Yes, I believe that's the case.


MR. ROGERS:  Thank you very much.  Those are my questions and the panel is available to be examined.


MR. KAISER:  Thank you.  Mr. DeRose.

Sorry, Mr. DeVellis.

Cross-examination by Mr. DeVellis:


MR. DeVELLIS:  I will go first morning.  Thank you very much.  Good morning.  My name is John DeVellis.  I'm for the School Energy Coalition.  Most of my questions are around the vegetation management program.


Maybe the best thing to do is turn that evidence up, Exhibit C1, tab 2, schedule 2, beginning at page -- at page 30.  Let me know when you have that.


So looking specifically at table 9, you have a breakdown of the various programs under the vegetation management program.


Beginning with customer notification, your 2006 actual spending of 6.8 million and I believe your budgeted spending for that year or your forecast spending was 7.3 million; is that correct?

MR. JUHN:  Yes, it is.

MR. DeVELLIS:  2006.

MR. JUHN:  Yes, it is.

MR. DeVELLIS:  And the reason you came in under budget that year, and it's the same reason you came in under budget for line clearing is because there was a number of storms, I take it, I understand that diverted your spending away from line clearing into other areas?

MR. JUHN:  Yes, that is correct.

MR. DeVELLIS:  I am going to ask more specifically about that when I get to line clearing, but.

Then still staying with customer notification, you go from 6.5 million in 2007, and up to 7.9 million in 2008.  And we asked for an explanation for that increase, of $1.4 million increase.  At H13, schedule 8.  You can turn it up, if you want, but...

I was going to say, the answer given didn't actually answer what we were looking for so I was going to ask the additional question but you can turn up the interrogatory.

MR. JUHN:  Yes we have it.

MR. DeVELLIS:  We wanted detail as to what the extra 15 percent spending in customer notification will accomplish and how specifically the extra funds will be spent.

And the answer was that basically the increase is due to an increase in your line clearing budget.  And sort of so your customer notification budget increases sort of in tandem with your line clearing, is that an accurate paraphrase?

MR. JUHN:  Yes.  Customer notification is an activity that's carried out to obtain approval from customers, to carry out the actual line clearing and the brush control work.  So the quantity of customer notification is directly related to those activities, the line clearing and the brush control.

MR. DeVELLIS:  What we're asking though more specifically is how you arrived at the $7.9 million figure, sort of what, what extra costs are built into that $7.9 million budget.

MR. JUHN:  At the time that estimate was prepared, our accomplishments were in the neighbourhood of for during 2006, were in the neighbourhood of somewhat under 10,000 kilometres or about 10,000 kilometres for brush control.  Those -- to carry out that work, customer notifications approval had to be obtained from customers.

In 2008, our projection is 12,500 kilometres of line clearing and brush control, an increase in the neighbourhood of 25 percent, but I can get you the exact number in one second, increase.

Yes.  The increase in approvals from 2006 to 2008 would be just under 25 percent.  A kilometre -- on a kilometre basis it is 10,246 kilometres for brush, and 12,500 in 2008, and our cost increase is actually on a percentage basis, is less than 25 percent.

MR. DeVELLIS:  Right.  It's about 15 percent increase in costs.

So, but what I am trying to get at is what, is it sort of a formulaic budget where you say the increases, we're increasing the line clearing accomplishment forecast and brush control, and therefore we assume a certain percentage increase in notification?  Or are there extra costs involved sort of, you have X many, extra notifications you have to do and extra many approvals or whatever, costs are involved.

MR. JUHN:  It is very much tied to the accomplishment for the main programs of line clearing and brush control.

In this particular case, there were some offsetting savings that were anticipated.  As such, the increase wasn't as high as the main programs for line and brush control.

MR. DeVELLIS:  Can you elaborate on what the savings were?
  MR. COULIS:  Well, the utilization of hiring hall staff to assist us with the notification and approvals process.  For the most part, that would make up the majority of that.

MR. DeVELLIS:  Can we step back.  Can you tell me what a customer notification is, like what is entailed in that process.

MR. COULIS:  Well, obviously specifically dealing with private customer, private land.

MR. DeVELLIS:  Right MR. COULIS:  We will approach them.  We need permission from them, both for removing any brush, cutting any trees, specifically on the right-of-way, as well as danger trees off the right-of-way.

MR. DeVELLIS:  Now, why do you need their permission?  You do have a right-of-way over the land where your power lines are?

MR. COULIS:  That's correct.

MR. DeVELLIS:  You still need their permission?

MR. COULIS:  Within that, it is very specific that we require their permission.

MR. DeVELLIS:  Why is that?

MR. JUHN:  If I may, the trees are -- the trees are not our property.  The trees are the customer's property.  For us to deal with customer property, we have to obtain their consent.

MR. DeVELLIS:  Okay.  So you need to get, go to their property and get their consent?

MR. COULIS:  That's correct.

MR. DeVELLIS:  Is there anything else involved?

MR. COULIS:  Well, I mean, there's the obvious ensuring that proper customer, because of rented land, et cetera, right, so we have to do some property searching.

As well, if a herbicide application is being applied, then we're going to require written approval from them.  Not just verbal approval.

MR. DeVELLIS:  Okay.

MR. JUHN:  If I may add also.  An additional activity is job planning.  They would identify which trees to be removed, so that the -- when the crews come along they've got an indication of what actual work has to be done in that particular, on that particular property.

MR. DeVELLIS:  Okay.  If you're increasing from, I believe it is 10,000 kilometres which you forecast for 2006.

MR. JUHN:  If you go to H1-63, so that it will give you a perspective of sort of what the quantities look like.  H1-63 provides you an indication of the actual accomplishment and the planned accomplishment.  So if we're looking at 2006, it would have been 10,246 kilometres of brush was cleared during that year.

All of those properties that we cleared brush on, we would have had to obtain the property owner consent to do that work.

MR. DeVELLIS:  Okay.  So for –- well, this doesn't have the forecast for 2008, but I think it is in your evidence.  It's 12,500.

MR. JUHN:  That is correct.

MR. DeVELLIS:  Okay.  So if you're moving from a forecast of 10,200 or 10,700 in terms of line clearing, sorry, is it just for line clearing, is it just for brush control you do the customer notifications or for both?

MR. JUHN:  It is for both.

MR. DeVELLIS:  So if you're moving from 10,200 or 10,700 to 12,500, you assume a certain number of extra sort of property owners that you need to contact?

MR. COULIS:  Sir, could you clarify the question.

MR. DeVELLIS:  If you are going from 10,500 kilometres to -- sorry, 10,200 to 12,500, it's about another extra 2,000 kilometres of land, sort of linear land you are clearing, or brushing, do you assume a certain number of extra property owners that need to be contacted, that would arrive, that would get you to the extra $1.4 million in your customer notification budget?  How you get at that 1.4 million other than just...

MR. ROGERS:  If you count the customers?  I think what he's driving at, do you actually use count the customer or do you use a formula, for every 20 kilometres there is two customers involved.  I think that is what my friend is trying to get at.

[Witness panel confers]


MR. JUHN:  If I may.  If I may just expand on it, in terms of the customer notification, our distribution lines are located on private property almost exclusively.  So we do have to contact the customers on those particular feeders.


On average, yes, there are a certain number of customers per feeder length, and the projection would be based on those values.


MR. DeVELLIS:  Okay.  And you mentioned cost savings by using hiring hall staff as opposed to regular staff.  Is there any other -- I mean, is it all incremental staff?  Is there some productivity involved, economies of scale, since you have someone there, other than approaching five customers a day, there could be six or seven customers a day?  Is that built into your forecast?


MR. COULIS:  Economies of scale in the sense that ideally we attempt to plan our work so that we are doing both line clearing notification and brush clearing notification at the same time.


MR. DeVELLIS:  No, I appreciate that, but in terms of per unit cost, for example.  I will get into it more specifically, but as you increase the number of units presumably there will be some economies of scales, because you already have people there, so they can maybe accomplish a little bit more because they're already in place.  A certain number of -- you know, in terms of labour costs, there is sort of a fixed component to it.


MR. COULIS:  Well, we strive for continual improvement, but we are dealing with customers here, and to try to get through more customers at one point in time is going to create a problem in possibly not giving the proper satisfaction to the customer.


So I don't believe you can quantify it the same as like a Ford plant assembly line.

MR. DeVELLIS:  I am going to move on, then, to line clearing.


Just before I move on from the brush control, if you could turn up H1-63 again?  Actually, you can leave this open, because I am going to return to it in a second.  It's about the line clearing, but with respect to brush control, your planned brush control for 2006 was 10,700 and your actual was less than that.  It was 10,246 kilometres?


MR. JUHN:  That is correct.


MR. DeVELLIS:  But your forecasted budget for 2006 I believe was 20.5 million and the actual was 25.2 million; is that right?


MR. JUHN:  That is correct.


MR. DeVELLIS:  Okay.  So why is it that the budget went up, but the accomplishments went down from forecast?


MR. JUHN:  For brush control, on this particular --


MR. DeVELLIS:  Yes.


MR. JUHN:  The projection would have been made on historic costs prior to 2006.  Brush control are one of those activities, it's clearing the brush underneath the conductors, underneath the line on the right of way.  It is one of those activities where we're seeing our costs increase because of the greater densities and the additional work associated with that.


So that was the reason for -- that's primarily the reason for the increasing cost.


MR. DeVELLIS:  Okay.  Then for 2007, did you experience a similar unplanned increase, or did it come in on budget, or do you know yet?


MR. JUHN:  For 2007, yes, costs were approximately 20 percent higher than forecast and it's -- the explanation is, again, similar to what I mentioned before, that our brush densities and the areas we're working in are requiring additional effort.


MR. DeVELLIS:  Okay.  Now, I am going to move to line clearing now.  Actually, you can stay on the same interrogatory response.


First of all, with respect to 2006, your forecast had been 10,700 kilometres of line clearing.  Your actual was substantially less, 8,800, or so, 8,900; is that right?


MR. JUHN:  Could you repeat the first number?


MR. DeVELLIS:  Oh, 10,700 was your forecast for 2006?


MR. JUHN:  Yes, that is correct.


MR. DeVELLIS:  And your actual was 8,889?


MR. JUHN:  Yes, yes.

MR. DeVELLIS:  Your explanation was that -- for why you came in under forecast, in terms of accomplishment, is that there were a number of storms.  You had 36 days of storm restoration and so work was diverted away from line clearing to other areas; is that right?


MR. JUHN:  Not quite.  Work was diverted to the storms themselves from the line clearing.


MR. DeVELLIS:  Okay.  Sorry, explain that.


MR. JUHN:  Work was -- from line clearing -- work was diverted from line clearing to respond to the increase in storms.


MR. DeVELLIS:  So what I want to ask you is:  Where would that -- I assume that spending doesn't show up, then, in your line clearing budget.  It would show up somewhere else for the storms?


MR. JUHN:  Yes, it does.


MR. DeVELLIS:  Where would that be?  Is it trouble calls?


MR. JUHN:  It is.  And there is an interrogatory which provides the details on that, if I could just take a minute to find that interrogatory.


MR. DeVELLIS:  Okay.


MR. ROGERS:  Tab 13, schedule 3, Mr. Juhn?  Tab 13, schedule 3?


MR. JUHN:  Excuse me, Mr. Rogers, what was that?  H?


MR. ROGERS:  H, tab 13, schedule 3 may be what you are looking for.


MR. JUHN:  Yes, it is.  Specifically, the vegetation management portion, if you look at the 2006, at the bottom of that interrogatory, there is $15 million that was directed to storms, and another $6 million in overtime was also directed to storms during 2006.


MR. DeVELLIS:  This is your actual 2006; correct?


MR. JUHN:  Correct.


MR. DeVELLIS:  Okay.  What I was going to ask you is, if you look at the trouble calls, forecast versus actual, the 2006 forecast spending for trouble calls is $68.7 million and the actual is $70.9 million; is that correct?


MR. JUHN:  Excuse me, could you repeat those numbers?


MR. DeVELLIS:  Yes, forecast was 68.7 million and the actual is 70.9 million.  Just let me back up.  In terms of line clearing, the forecast for 2006 was -- which was the amount that was included in your rates, was 60.1 million and the actual spent was 50.6 million.

So there's a decrease of 10 million in line clearing, and what appears to be only a $2 million increase in trouble calls.  That's what I am trying to figure out.

MR. JUHN:  I'm just trying to get my bearings, Mr. DeVellis.

MR. DeVELLIS:  Okay.

MR. JUHN:  The numbers that I have -- and they appear to be somewhat a little bit different than the numbers that you are putting out, and I don't think everybody has the numbers, the 2006 projected numbers, because they were not presented in the application.

The numbers that I have for trouble call was 54 million projected for 2006.  The actual $70.9 million in 2006.

So that would have made a difference of about 16, 17 million dollars.  And that's just the trouble call.

MR. DeVELLIS:  Okay.  The 68.7 million, and I apologize I didn't bring it with me.  It is from your 2006 evidence.

MR. JUHN:  Yes.

MR. DeVELLIS:  I will pull it up quickly here.

MR. ROGERS:  There's a confusion here, I think.  I have just been given a copy of the exhibit from the last case.  It's table 4 of Exhibit C1, tab 2, schedule 2, page 10 and the $68.2 million figure includes some other items, underground cable locates and disconnects/reconnects as well.

The trouble call forecast for 2006 was $54 million.

MR. JUHN:  That is correct.

MR. ROGERS:  Okay.

MR. DeVELLIS:  So this table doesn't break it out.  It just has one number for all of those, this is why I got the 68.2.  You're saying the -- trouble calls alone was $54 million?

MR. JUHN:  Correct.  The projected trouble calls and the actual was $70.9 million.

MR. DeVELLIS:  I see, okay.  Thank you.  Thank you, Mr. Rogers.

If you could flip back to H1-63 now.

I want to ask you about some of the -- per unit costs for line clearing, that is the cost per kilometre of line clearing.

For 2008, I believe you confirmed this in an interrogatory.  We have the cost per kilometres of line clearing of 6,144.  Is that correct?

MR. JUHN:  Correct.

MR. DeVELLIS:  For 2006, using your actual numbers, 50.6 million and 8,889 kilometres, you had a per unit cost of $5,692.

MR. JUHN:  Our number, my number I have here is 5,670.

MR. DeVELLIS:  That has been an 8 percent increase in 2008 over 2006 in the per unit costs?  Take that subject to check.

MR. JUHN:  Yes.

MR. DeVELLIS:  Okay.  We asked you about this in one of our interrogatories, Exhibit H, tab -- you don't need to turn it up, but it is Exhibit H, tab 13, schedule 9 and the answer was that the increase is due to labour -- well, that was with respect to increase over the historical average cost and your answer was that it was -– well, actually maybe it is better to turn up the schedule 9, H13, schedule 9.  Part B.

MR. JUHN:  Yes, I have that.

MR. DeVELLIS:  And so the question referred to the difference between the 2008 cost and the historical average per unit costs.  It was 7.7 percent higher.  And your answer was that it's the variation is in unit cost works out to approximately 2.5 percent per year.  It is largely attributable to escalation in labour costs.

But I would like to ask specifically about the increase over 2006, is an 8 percent increase over two years.  That's about 4 percent per year in the per unit costs.

MR. JUHN:  That is correct.  But if I may add that the unit cost per year can vary to some degree.  I mean, in some areas there is greater number of trees to deal with.  The vegetation is a little more dense than in other areas so you are going to see those fluctuations in years, throughout the period, and the response to interrogatory  H3-19 was the average over 2004 to 2006.

So if I may provide the other numbers.  In 2005, the unit cost per kilometre was about $6,049.  In 2006, it was $5,617.  Or, no, $5,692 was the actual.

And in 2007, was $6,068.  So you can see that the numbers do fluctuate to some degree.

Depending on the reference point you select, you are going to get some variations, but if you look at the average for 2004 to 2006 as we indicated, that is the increase over the historic average.

MR. DeVELLIS:  The interrogatory response to schedule 9 refers to 2008.

MR. JUHN:  Yes, over the 2008 estimated amount; that is correct.


MR. DeVELLIS:  Okay.  But we're dealing now with your forecast for 2008.  So well let me ask.  How do you arrive at the forecast?  Is it an assumed number per kilometre times the number of kilometres?  Or do you look at the actual, what you're actually going to be clearing and the conditions and take a look at how much work is involved in that specific, those kilometres that you are going to be clearing.

MR. JUHN:  The starting point would be the historic costs, the average historic costs.  Actually for line clearing they are fairly consistent, which is a good indicator that the -- we're keeping things reasonably in check, and that the effort required to do the work isn't increasing a drastic amount.

From that field staff would look at the particular feeders that they are, that they're projected to work on during the 2008 period, and determine the actual cost or the projected costs for that particular year.

MR. DeVELLIS:  Okay.  But I thought you said that the historic costs sort of jump around a pit.  You go from the high of one year then it goes down another year depending on conditions.  So how can you use that as your basis for your per unit cost for a forecast?

MR. JUHN:  That's used as a starting point and you have to start someplace.  So using historic cost is quite a reasonable approach.  Think I it is used throughout the industry.  And from that, refining that cost to some degree based on the knowledge of the particular feeders that we're working on or planning to work on and field staff input, they derive at the projected cost, in this case for 2008.

MR. DeVELLIS:  Okay.  I asked you about the 8 percent increase over 2006.  I don't know if you answered me.  Can you explain why the per unit cost jumps by 4 percent per year over 2006.

MR. JUHN:  Can I have your numbers again for 2006?

MR. DeVELLIS:  $6,144 for 2008 versus $5,692 for 2006.

MR. JUHN:  Again, it is a one-year case.  One year does not make a trend, especially in this particular type of work.  So you are going to have some variations and that would be the reason for, I mean, they're the normal escalation that goes along with those, with the projection.  To refine it anything further than that on a one year basis, it would take an immense amount of effort and we haven't really gone through that exercise.

MR. DeVELLIS:  Okay.  Well, in terms of your total budget for 2008 over, well, your forecast 2006, that's about an increase of about 27.8 percent.  76.8 million versus your originally budgeted of 60.1 million.  I just want to compare forecasts, that's why.  These are forecasts.
MR. JUHN:  Mr. DeVellis, which -- is this for line clearing specifically that you are referring to?


MR. DeVELLIS:  Yes, yes.


MR. SOMMERVILLE:  Mr. DeVellis, where are you getting those numbers?  Can you give us a reference?


MR. DeVELLIS:  For the forecast?


MR. SOMMERVILLE:  Yes.


MR. DeVELLIS:  The forecast for 2006 of 60.1 million, that is from the 2006 evidence.


MR. SOMMERVILLE:  Okay.


MR. DeVELLIS:  I asked the witness to confirm that number earlier.  Maybe I didn't.  I'm sorry, but that was the evidence.


MR. JUHN:  That is the correct number, yes.


MR. DeVELLIS:  I'm sorry, it's not in the prefiled evidence, but it is from the 2006 evidence.  So 60.1 million was the 2006 forecast for line clearing; correct?


MR. JUHN:  Correct.


MR. DeVELLIS:  Okay.  And your forecast for 2008 is 76.8 million; correct?


MR. JUHN:  Correct.


MR. DeVELLIS:  So you have about a 28 percent increase in 2008 over 2006?


MR. JUHN:  Correct.


MR. DeVELLIS:  Okay.  And in terms of your accomplishments, you have 12,500 kilometres forecast for 2008; is that correct?


MR. JUHN:  Correct.


MR. DeVELLIS:  Okay.  And you had in 2006, just still sticking with the forecast, so compare apples to apples, 10,700?


MR. JUHN:  Correct.


MR. DeVELLIS:  So I get a 17 percent increase in accomplishment from 2006 to 2008 versus a 28 percent increase in budgeted.


MR. JUHN:  Yes, that is correct, but, as I indicated, the 2006 projection would have been based on history prior to 2006, would have been based on conditions prior to 2006.  As we move forward, conditions have deteriorated to some degree, our vegetation on our -- on our rights of way.  And so condition is one aspect.

The other aspect is escalation that would drive our projection higher or would increase our projection.


MR. DeVELLIS:  But this is obviously much more than just labour escalation.  This is now -- I guess you're projecting it is going to take you more work to do the 12,500 than it did -- on a per unit basis than to do the 10,700; substantially more work?


MR. JUHN:  As I indicated, the projection in 2006 was based on a certain level of accomplishment and certain conditions.  The projection in 2008 is based on updated information and specific work.  So there is going to be some difference.


MR. DeVELLIS:  Okay, but -- so I looked at this.  You would expect that the numbers would go the other way.  Like, as you do more, there are economies of scale and so your per unit costs go down.  It seems like there is -- in this case, the per unit costs are increasing.  The total budget is increasing at a faster rate than the accomplishment.


MR. KAISER:  Mr. DeVellis, that was the answer to your interrogatory.  They told you that the unit costs were going up 7.7 percent between 2008 and 2006.  That's your tab 13, schedule 9.


MR. DeVELLIS:  Right.  That was over the historical period.  I am asking specifically --


MR. KAISER:  I thought you were comparing 2008 with 2006.  The number of kilometres has gone up 17 percent, and they told you the unit costs are going up 7.7 percent.  So we're pretty close to the 28 percent, aren't we?


MR. DeVELLIS:  Sorry, the interrogatory response -- well, you know, I don't want to dwell on the point, but the interrogatory dealt specifically with 2008 versus the historical average, and I'm asking him now about the historical average between 2004 to 2006 average and I am asking now about 2008 versus 2006, specifically.


But I would like to move on now to another document at Exhibit H, tab 1, schedule 14, attachment B.


MR. JUHN:  Yes.


MR. DeVELLIS:  This is a document prepared by Hydro One staff, I take it?


MR. JUHN:  No, it wasn't.  It was prepared by EPRI Solutions?

MR. DeVELLIS:  Sorry, attachment B.


MR. JUHN:  D, okay.

I don't have an attachment D listed in the interrogatory.

MR. DeVELLIS:  B.


MR. ROGERS:  It's a vegetation management program review by Matthew Higgins.


MR. JUHN:  Yes, that is correct.  That was completed by Hydro One staff in consultation with CN Utilities.


MR. DeVELLIS:  Okay.  So if you could turn to page 9 of the document, and here we have the savings from -- moving from a ten-year cycle, which was at -- is that your existing line clearing cycle, is ten years?


MR. JUHN:  Approximately, yes.


MR. DeVELLIS:  And if you move to an eight-year cycle, is that what -- you have your cost savings at about $3 million; is that what this table shows?


MR. JUHN:  It does for one component of the work.  This is for the demand portion of the work.


Vegetation management has an impact on our trouble call, on our storm damage, et cetera.  So if we increase vegetation management, we expect our -- in the longer term, we expect our demand programs to reduce somewhat.


What this table reflects is our expected reductions associated in those demand programs.


MR. DeVELLIS:  Okay.  So that's a savings in your trouble call expenditures as a result of moving to an eight-year cycle?


MR. JUHN:  It includes storm damage, trouble call, forestry OM&A, a number of components.


MR. DeVELLIS:  Okay.  Are there other savings moving to an eight-year cycle, or is this it?


MR. JUHN:  This is the demand portion, yes.  Our unit -- we would expect our unit costs also to reduce, and that is presented in table 3.3 on the next page, page 10 of that study.


MR. DeVELLIS:  Table 3.3?


MR. JUHN:  Yes.  That is the actual costs for carrying out the planned work.


MR. DeVELLIS:  Okay.  So you would expect savings in your actual line clearing costs from moving to an eight-year cycle?


MR. JUHN:  Yes, in moving to an eight-year cycle we would expect reductions in our costs -- and these costs in this table, I must clarify, they do not include transition costs.  They are static.  So our costs in here would be -- on a ten-year cycle, it is $9,032.  On an eight-year cycle, once you reach that eight-year cycle and you have gone through the system in eight years, we would expect our costs -- our analysis tells us that our costs for vegetation management would go down to total unit cost, $6,412.


MR. DeVELLIS:  I take it, then, that those cost savings aren't reflected in your 2008 budget, then?


MR. JUHN:  The reductions would not material -- they are not reflected in the 2008 budget.


The reductions would not materialize until we have actually gone through the system once.  So the initial work that we would start with would be equivalent to a ten-year cycle.

MR. DeVELLIS:  Okay.  Same goes -- I was going to ask you about -- same goes for your trouble call budget.  You don't have any assumed savings in trouble calls in 2008 as a result of increased spending in line clearing; is that correct?


MR. JUHN:  That is correct.


MR. DeVELLIS:  You wouldn't expect that for eight years; is that what you're telling us?

MR. JUHN:  No.  We would expect some, as one progresses through that eight-year cycle.  But it would be gradual.  And at the end of the eight years, the number that the cost that we would expect is in table 3.2.

MR. DeVELLIS:  I was looking for the reference.  I thought you said somewhere that we wouldn't expect to see meaningful savings in trouble calls for eight years until the full cycle was gone through.  It was in one of your interrogatories but I can't find the reference now.

MR. JUHN:  I don't believe we said that we wouldn't -- and we will check it, that we would find savings until the eight years.  I believe that we indicated we would find some savings as one progresses through the -- to achieve -- through the period to achieve an eight-year cycle.

MR. DeVELLIS:  Now just getting back to the chart on page 10.  You have the per unit costs of a ten-year cycle of $6,144.

MR. JUHN:  For line clearing, yes.

MR. DeVELLIS:  That's the same figure that we discussed earlier, $6,144 for your 2008 ...

MR. JUHN:  I believe it is, but just let me double-check.  Yes, it is.

MR. DeVELLIS:  If you turn to page 15 of the same document.  You have, this is now – you're benchmarking your Hydro One vegetation management costs versus comparator companies.  Is that what this shows?

MR. JUHN:  Yes.

MR. DeVELLIS:  Okay.  We see at the bottom, the table at the bottom of page 15, I believe this one is corrected for changes in Canada-US exchange rates.  The table on top shows the various costs assuming exchange rate of 77 cents.

Then the bottom one, you see the bottom left-hand corner it shows exchange rates at par.

MR. JUHN:  That is correct.

MR. DeVELLIS:  So in this table you have Hydro One's costs higher than other companies, the other dots there, that are a short of cycle length; do you see that there?

MR. JUHN:  Yes.

MR. DeVELLIS:  You also have, there is one company with a 12-year cycle length and your costs, your unit costs are also higher than that one.

MR. JUHN:  That is correct.  But if I may just add that this chart was used as a guide to establish the unit costs that are contained in table 3 for the various work. 

MR. DeVELLIS:  3.3 you mean?

MR. JUHN:  Yes, table 3.3.  The process for arriving at those unit costs, it was a two-prong approach.  One is, we consulted with CN Utilities.  Their expertise provided us an indication of what they thought the costs would be.

We validated that to some degree with the benchmarking information that was available, and CN Utilities provided the costing for the line clearing and brush control that they thought that they were -- these were reasonable costs compared with all of the information that we have available.

MR. DeVELLIS:  Well, how could you have used it to develop your own unit costs?  Yours are higher than everybody else's.  If you were going to use it you would think that you would be lower.  If this formed an input into your own per unit cost.

MR. JUHN:  As I indicated, the unit costs is -- our unit costs are known.  That was our starting point.

This table applies to Hydro One specifically.  It's the -- it represents the expectation of the reductions in cost by increasing the amount of work or reducing the cycle.

So the -- it's the starting point.  We have to start at where we are currently, and that's our reference point.

The other information in the charts was used to validate that.  In any benchmarking exercise of this type, you're going to get varied information.  Not all of the dots are going to line up necessarily and that's really what the chart shows.  The chart shows directionally that no matter which, which exchange rate you use, the cycle -- and compare the costs of cycling, they are reducing, as you can see, from 10 year to greater, to five- to six-year cycle, and similarly on the chart on the second chart, you see similar results.

So the charts were used to provide information directionally and, to some degree, quantitatively.  And they align reasonably well with the information that CN Utilities, in consultation with us, came up with as a unit costs that we used in table 3.3 to project the cost savings.

MR. DeVELLIS:  Okay.  So you can't help us, though, us with why Hydro One's costs appear at least from this chart higher than the other utilities.

MR. JUHN:  Yes, I can provide some information on that.



If you look at three utilities that are doing their work more frequently, accomplishing more work on an annual basis, one would expect that their costs would be lower than Hydro One, which is currently at about a ten-year vegetation management cycle or 10,000 kilometres accomplishment.

Their accomplishment would be significantly greater.  They would treat their trees more frequently.  They would have to deal with less brush.  They would have to deal with less vegetation.  Less disposal.  So one would expect that their costs would come down.

What we use these charts is as a model to allow us to predict what our future savings would be, because I mean that's a process that we would go through, is to determine what the future looks like in vegetation management.

MR. KAISER:  Isn't there a trade-off here?  I mean if you do it more frequently your unit costs fall because it is a simpler job, but you have to do it more often.  So in the end are you ahead?

MR. JUHN:  Mr. Kaiser, if I may direct you to --

MR. KAISER:  While you are doing that, in the comparable utilities, is that just CN?  Or are there a bunch of them in here?  What's in this base line?  Are there American utilities in here, is that why you're worried about the exchange rate?

MR. JUHN:  Yes, there are.  CN Utilities is a consultant that gathered the information.  They were responsible for this tree line connection, vegetation management benchmark study that you see at the top of page 13.

MR. KAISER:  Hmm-hmm.

MR. JUHN:  They surveyed the industry, came up with the benchmarking information.  And the benchmarking information includes American and Canadian utilities.

To your point about the cost of -- yes, the additional work would create a higher cost and hopefully the reductions in unit costs would be greater than the increase, than one would see on the increased costs.  This is reflected on page 11, figure 3.1, and in this particular chart if you go -- if you look at a ten-year cycle, you would see the total cost of 135 million for both planned and demand work.



MR. KAISER:  Sorry, where is this?

MR. JUHN:  Page -- the same report.  Page 11.

MR. KAISER:  Page 11, all right.

MR. JUHN:  Right.

MR. KAISER:  Oh, I see.

MR. JUHN:  The chart at the bottom.

MR. ROGERS:  3.1, I think, Mr. Kaiser.  The chart at the bottom of page 11.

MR. KAISER:  Oh, I see.  All right.  Right.

MR. JUHN:  So what you see is you see 135 million for both planned and the demand portion, trouble call and other work associated with the demand portion, adding up to $135 million for a ten-year -- or 10,000 kilometre accomplishment on an annual basis.


If we move to 12,000 kilometre accomplishment, which is the eight-year cycle, one would see those costs at the time we reached eight years.  After eight years, one would see those costs reduced to 121 million in total, 41 of it being demand and 80 of it being planned work.


So what that is telling us is that as we increase our work load our overall cost to Hydro One will reduce.


MR. KAISER:  How long does it take you to get there?  Do you have to complete a full cycle?


MR. JUHN:  Those numbers, yes.


MR. KAISER:  So that would be ten years' experience or eight years' experience?


MR. JUHN:  Correct.


MR. SOMMERVILLE:  But if I understood your answer earlier, you expect to see some incremental savings as you complete the -- some portion of the work?


MR. JUHN:  Through the eight years, that is correct.


MR. SOMMERVILLE:  As I read the evidence, and just forgive us for interrupting, so we can get some clarity on the subject, which we haven't had much of.


The -- it seems to me that this is what the company looks to to drive its reliability statistics, that this is a reliability exercise, and that what we're talking about here is this is an investment made by the company to increase reliability of the system; is that right?


MR. JUHN:  There are a couple of -- there are a number of elements.  I think what came out of the interrogatories was that, yes, reliability is -- came to the forefront.  But there are a number of reasons for increasing our vegetation management.  Yes, reliability is one reason and there are definite benefits that we have identified in a number of interrogatories and also contained in this particular report.

The other aspect is life cycle cost.  If you are looking at this chart in here, what you're finding is that over time we're going to reduce our cost.  We're going to  -- the ratepayers are going to benefit.  So directionally we would definitely want to go in -- we would definitely want to increase our work load.

The other aspect of that - and this is also in the report - is the benchmarking.  The benchmarking tells us -- compares us to other utilities.  When you look at the Distribution System Code and a number of other regulations, they have a term called "good utility practice".


One would expect utilities to operate within an umbrella of good utility practice, which is you're doing work in a similar manner, similar time frame, similar interval as other utilities in the industry.


What we're finding is that we're on the upper edge.  We're on almost the extreme.  To be quite frank with you, we don't feel comfortable as a company in the risks that we're taking to operate at those particular levels, both from safety and also from a regulatory point of view.


So there are a number of issues here.


MR. SOMMERVILLE:  Are you suggesting that when you say you're at the upper edge, you mean you're at the -- you're not -- you are at the lower edge of good industry practice; is that what you're suggesting?


MR. JUHN:  That is correct.  We're at the upper edge.  This is reflected in -- if I can direct you to page 14, figure 4.2 of the same report what you will see there is Hydro One, yes, it's second from the highest.


MR. KAISER:  It's significant that most of these companies are even well below the eight that you are looking at.


MR. JUHN:  That is correct, and --


MR. KAISER:  What does that tell us?


MR. JUHN:  That tells us that most of the other utilities are doing their work more frequently.  They face fewer risks.  And a number of utilities are actually regulated to carry out their vegetation management on a more frequent interval.


MR. KAISER:  Does it tell us the goal should be six rather than eight, or not?


MR. JUHN:  If one looks at our chart on page 11, 3.1, again, if you are looking at the minimum life cycle cost, the minimum cost, it is in the neighbourhood of that six to seven years.


The other aspect is that -- so the other aspect is:  How do you get there?  And what we're proposing is, during 2008, to take us to that 12,500 kilometres, eight-year cycle, as a stepped increase, it will make significant inroads in directionally where we probably want to go, but at this particular point in time we believe that the 12,500 is a reasonable target.

It allows us to evaluate the situation.  It allows us maybe to adjust the industry bar in the process.


The other aspect is for us to move any greater than that, there's significant resource constraints.  So from a practical point of view, the 12,500 kilometres is what we believe we can achieve and that is what we're proposing.


And this --


MR. KAISER:  If you move from ten to six, you almost have to double your work force, I guess is what you're saying?


MR. JUHN:  The accomplishment goes from 10,000 kilometres --


MR. KAISER:  You are explaining why you are not going to the six, which is the low cost --


MR. JUHN:  Yes, yes.


MR. KAISER:  -- what the evidence says is the optimum.  You're going to go to eight, and you're saying the reason is, if we said, Okay, we're going to do it every six years, we would almost have to double our work force.


MR. JUHN:  Correct.


MR. KAISER:  There is a cost implication, and of course the benefits are longer term.  You get the costs right upfront.


MR. JUHN:  Yes.


MR. KAISER:  You're not going to see some of these benefits for a longer term, so that is the explanation of going to eight as opposed to six?


MR. GRAHAM:  I would actually agree with that, Mr. Kaiser.  One thing we said is we would like to see what we see from an eight-year cycle for at least a couple of years and avoid the whole rate shock of going to six years.  We may be coming back to this Board and saying, Based on our experience, we want to go further.  But we don't want to put those kinds of costs into the submission.


MR. KAISER:  I understand.


MR. JUHN:  The implementation plan is highlighted on page 19 of the same report, and it highlights those specific aspects that we just discussed, the resourcing, the rate shock and the practicalities.


MR. KAISER:  Sorry, Mr. DeVellis, we interrupted, but it probably got us to where you wanted to go, anyway.


MR. DeVELLIS:  Yes, thank you.


I just have a couple of more areas.  The first is with respect to operations OM&A.


If you could turn to Exhibit H, tab 13, schedule 13, in part A we asked for an explanation for the $1 million increase for 2007 to 2008.

And the answer said it had to do with hiring of new staff to address the current demographics of the operating discipline.


This may be a question for panel 3, but is this the only area where new staff is hired to address demographic issues, in operations, or is there other areas, as well?


MR. GRAHAM:  No, it is not with respect to the company as a whole.  As I think panel 1 started the discussion with you, there are demographic issues and the company is having to deal with them across the board.


MR. DeVELLIS:  That sounds like a question, then, for panel 3.


MR. GRAHAM:  They would have some information.  We could talk to some specifics.  It depends on what you wanted to ask.


MR. DeVELLIS:  Okay.  Just in terms of operations, then, what would that represent?  So the $1 million is all because of new staff that are dealing with demographic issues?


MR. JUHN:  No, it is not.  From an operating point of view, 2007 was not that high of a storm year.  As such, it was slightly below average.  As such, some of the staff are required to respond to a normal storm year.


MR. DeVELLIS:  If you could turn now to H, tab 1, schedule 85, it has to do with the increase in asset management costs.  I know Mr. Shepherd asked panel 1 about this extensively yesterday, but I just want to ask you about the first bullet on this page, page 1.


MR. GRAHAM:  Excuse me, can I ask you -- sorry, Mr. DeVellis.


MR. DeVELLIS:  Sorry, it's not in the list for this panel.


MR. GRAHAM:  H1-85?  I have it.


MR. DeVELLIS:  So the interrogatory asked about the increase in asset management costs as between the transmission application in September of 2006 and this application, which was filed possibly nine months later.

The first bullet point talks about one of the reasons for the increase and you say:

"The necessary increase in Distribution OM&A and capital work programs resulting in the need for more asset management experts to develop the required leased cost plans and the work scope and specification documents."


MR. GRAHAM:  Right.

MR. DeVELLIS:  I was wondering if you could help me with that bullet point specifically, in terms of what portion of your asset management, increase in asset management costs are driven by increased OM&A programs, and how.

MR. GRAHAM:  Well I can only speak to some the specifics, but with respect to the system investment division of which I am a part, I think Mr. Van Dusen mentioned yesterday -- and we could elaborate on that with respect to the amount of staff we've had to hire with respect to connection of new generation to distribution or at least prospective connection of new generation.  We've gone from a handful of people, literally, two or three people if you go back to 2005 to over 30 FTEs of resources in that area.  So that would be one example.

MR. DeVELLIS:  All right.  In terms of sustainment operations OM&A, can you help me in terms of what portion of the increase in asset management costs is driven by those increased work programs.

MR. GRAHAM:  I couldn't make a direct tie.  I don't know, George, if you have anything to add with respect to the sustainment.

MR. JUHN:  Most of the increase is associated with generation connections.

MR. DeVELLIS:  Which would be under -- which program is that?

MR. GRAHAM:  The asset management costs are in the shared services and other costs.  There are some increased costs in relation to the field for execution of those connections as well and for some studies of feeders, et cetera.

MR. DeVELLIS:  The increased work program that drives the increased management costs you mentioned distribution connections.  Would that be under development OM&A?

MR. GRAHAM:  The generation connections themselves, the execution of them is in development capital.  Some of the studies are in development OM&A.

MR. DeVELLIS:  Okay.  Thank you very much, panel.  Those are my questions.  Thank you very much.

MR. KAISER:  Thank you.  Mr. DeRose.

MR. DE ROSE:  Thank you, Mr. Chair.  Ms. Effendi, to my right, will be taking care of this panel this morning.

I did fail to mention one thing this morning.  Mr. Warren asked that I just advise the Board that CCC has no questions for this panel, so he is not ignoring you.  I just failed to pass the message on.

MR. KAISER:  Thank you.
Cross-examination by Ms. Effendi:


MS. EFFENDI:  Good morning, panel.  My name is Nadia Effendi.  I am counsel for the Canadian Manufacturers & Exporters.  I have a couple of questions for you today.

If I could ask you to turn to Exhibit C1, tab 2, schedule 1.  And at page 2, please.

We have on that page, I believe, table 1, a summary of the distribution OM&A budget.  I would also like to refer  -- I don't know, Mr. Rogers, if the panel has access to the 2006 decision or if a copy could be provided to them.  I apologize for not bringing a copy with me.

MR. ROGERS:  I carry it with me always.

MS. EFFENDI:  Thank you.  So if you could have table 1 and then also, in the 2006 decision go to paragraph 3.2.7, which is found in the OM&A cost section of the Board's Decision.

I am going to read just for the record the first sentence of that paragraph and I quote:
"By way of general comment, while this first review of Hydro One's OM&A budget proved daunting for the intervenors and the Board, it is the Board's view that this proceeding has provided a good base for future examination of OM&A costs, which will permit a more rigorous assessment of OM&A costs in the future."

Would you agree, panel, that the 2004-2005 and 2006 actual figures that are found in table 1 provide a good base for the OM&A cost for 2008 budget year?

MR. GRAHAM:  Well, they are what they are.  There are of course some exceptional circumstances particularly in 2005 and 2006 but in general, those would provide historical base for our submission, yes.

MS. EFFENDI:  Thank you.

If we now look at the second sentence of paragraph 3.2.7 of the Board's decision, the Board and I quote said:
"It is expected that Hydro One will be mindful of and guided by concerns raised by intervenors as it is preparing future rate filings."


Was Hydro One mindful and guided by concerns raised by intervenors when preparing its 2008 application?

MR. GRAHAM:  Yes, I believe we were.

MS. EFFENDI:  If so, what were the concerns that were considered by Hydro One?

MR. GRAHAM:  As a general statement, to start, we are always concerned with the interest of our customers.  Those interests vary across both the rates and the delivery of programs, the reliability of service.  The various things we do for safety, environment, et cetera in our business values.  So we are mindful of all of those concerns.

MS. EFFENDI:  How did these concerns guide you in your preparation for the 2008 budget?

MR. GRAHAM:  Well, we have explained in our submission, our planning and prioritization process with respect to the various factors that go into that and those things, as I said before, all get considered in terms of coming up with the program levels.

MS. EFFENDI:  Any specific steps that you took?  Or was it all part of this planning you just spoke about?

MR. GRAHAM:  Sorry, perhaps you could clarify your question.

MS. EFFENDI:  What were the specific steps that you took?  You just mentioned to me that Hydro One was guided and mindful of these concerns, you have raised a couple of them.  I just wondered whether there were any specific steps that were taken to consider and take into consideration these concerns when preparing the 2008 application.

MR. GRAHAM:  Without going through a complete explanation of our planning process, it is difficult to pick on one or two specifics.  I mean, there are a lot of factors that are considered.  There is some stakeholdering that is done with our customers and the representative groups with respect to communicating the various aspects that we're considering.

MS. EFFENDI:  Is there anything outside your normal planning notification process that you undertook?

MR. GRAHAM:  Not to my understanding.

MS. EFFENDI:  Okay.

We can put aside the --

MR. GRAHAM:  Perhaps I could just add.  We do have a customer advisory board, for example.  There are other avenues like that we use to get input on an ongoing basis.

MS. EFFENDI:  Thank you.  You can put aside the 2006 decision now.

MR. KAISER:  Can I just ask a question before you go on, if you are leaving that.  I wasn't involved in this, but just reading it quickly.

I take it the Board and the intervenors had a concern that it was difficult to make any judgment with respect to these OM&A costs.  One of the things they referred to is that there was an absence of comparison with other utilities.  This is in 3.2.2.

Anything done in that area by Hydro One to provide some evidence that these costs were reasonable by way of comparison with other utilities?  Anything investigated along that line?

MR. GRAHAM:  Well, Mr. Kaiser, I believe panel 3 is more equipped to talk about benchmarking.  But we have undertaken to benchmarking exercises.  As Mr. Juhn previously described, for example, there is some benchmarking information with respect to vegetation management in the submission that we have made.

MR. KAISER:  All right.  Well, I will leave it to that panel.

MR. ROGERS:  You will hear there is a benchmarking study that was undertaken, sir.  I think panel 3 will be dealing with that.

It is ongoing work as you will hear.  It will be surfacing again in the transmission case.


MR. KAISER:  Thank you.  I'm sorry, go ahead.

MS. EFFENDI:  If I could turn your attention to Exhibit C1, tab 2, schedule 1, the same table 1 we were at earlier.  I would just like to obtain some confirmation from you as to the numbers and figures that are found in the table.  If we look at the total distribution OM&A budget and we do a comparison between the 2004 actual figure and the 2008, I understand that the 2004 figure for the OM&A were $346 million.

MR. GRAHAM:  That's correct.

MS. EFFENDI:  Hydro One is asking, in this application, for approval of the 2008 budget of $477.7 million.

MR. GRAHAM:  That is correct.


MS. EFFENDI:  The 2008 budget represents an increase of 38 percent, subject to check, approximately?


MR. GRAHAM:  That's in fact in the evidence, yes.


MS. EFFENDI:  I would like to make -- now take a look at 2006 and 2008.  I understand the 2006 actual figure for the OM&A budget was $404.1 million?


MR. GRAHAM:  Yes.  I will make one clarification while we're going through this.  Although the table is in fact headlined "Budget", those would be the actual costs for the year.


MS. EFFENDI:  And if we compared the actual costs of 2006 with the budget for 2008 of $477.7 million, it represents approximately an increase of 18 percent, subject to check?


MR. GRAHAM:  Subject to check.  It is $74 million, yes.


MS. EFFENDI:  If we now take a look more specifically at the sustaining line in the table, I understand the 2004 figure for the sustaining cost was -- for 2004 was $207.9 million?


MR. GRAHAM:  That is correct.


MS. EFFENDI:  If we compare the 2004 actual cost with the 2008 budget of $280 million, that represents approximately an increase of 35 percent, subject to check?


MR. GRAHAM:  Subject to check, I will accept that.


MS. EFFENDI:  A $72 million increase?


MR. GRAHAM:  Yes.


MS. EFFENDI:  If we now compare 2006 sustaining costs to 2008, the actual 2006 costs for the sustaining was $255.6 million?

MR. GRAHAM:  That is correct.


MS. EFFENDI:  A comparison of the 2006 figure with the 2008 budget number represents approximately an increase of 10 percent, subject to check?


MR. GRAHAM:  Yes.  It would be about 10 percent, yes.


MS. EFFENDI:  24.4 million.  I would now like to take a look more closely at the sustaining costs.


If I could ask you to turn to Exhibit C1, tab 2, schedule 2, at page 3 of 37, table 1, sustaining OM&A?


I am looking at the table 1 and also what Hydro One has written underneath that table.  Hydro One attributes the changes in sustaining OM&A cost to four reasons.


I am looking at the four bullets at the bottom of the table.  The first bullet, and I quote:

"Increase vegetation management, line clearing and brush control to manage and improve reliability."


Is the figure for this reason found in the vegetation management line in the table, just to get confirmation of that?


MR. GRAHAM:  Yes, it is.


MS. EFFENDI:  Okay.  And if we look at the vegetation management line in table 1, the 2004 actual cost for vegetation management was $88.9 million?


MR. GRAHAM:  That's correct.


MS. EFFENDI:  The budget amount that is being asked to be approved for 2008 is $119.4 million?


MR. GRAHAM:  Yes, that's correct.


MS. EFFENDI:  So that's approximately an increase of 34 percent from 2004 to 2008?


MR. GRAHAM:  Subject to check, that's about right.


MS. EFFENDI:  If we do the same exercise for vegetation management and we look at the 2006 actual figures, the cost in that year was $89.1 million?


MR. GRAHAM:  Yes, that's correct, although I would point you also to the explanations we have given, I think, in H1-63 with respect to the 2006 impact of the storms on the vegetation management program.


MS. EFFENDI:  Thank you.  I will come back to that.  I have a couple of questions for the panel on that.


If we compare the 2006, just for clarity's sake, to the 2008 budget number that is being asked to be approved by the Board of $119.4 million, we're looking approximately at an increase of 34 percent?


MR. GRAHAM:  It would be similar to 2004, yes.


MS. EFFENDI:  I would like now to look at the second bullet under the table, and I quote:
"Increase maintenance on distribution station transformers to restore the condition of these aging assets."


Would these increases be found in this line "Station" in the table 1?


MR. GRAHAM:  Yes, they would.


MS. EFFENDI:  Okay.  I now would like to go -- if you could go to table 2, which is at page 4 of 37, and we have in table 2, I believe, the station sustaining OM&A cost.


You just indicated and confirmed to me that one of the cost drivers for increasing sustaining OM&A was the increase in station costs, but when we look at this table 2, we actually see that there has been a decrease in costs from 2006 actual numbers to the budget 2008 number that you are asking for.


Can you explain to us, then, why you're saying that this is a driver for increased costs?


MR. GRAHAM:  I think that I would point out that the wording used under table 1 was relative to historic expenditures, so we were looking at the span of years that are provided in that table, which went from 2004.  If you look at the table, there was a substantial increase from 2005 to 2006.


So we're talking about historic averages as opposed to particular years.


MR. JUHN:  The other aspect to consider is the various line items in that table.  The first line is the demand work.  The second line is planned station maintenance.  That's where the increase for the transformer maintenance would be captured.


MS. EFFENDI:  But just to confirm, then, I guess that for the 2008 budget costs that you are asking the Board to approve, there has been no increase since 2006 for the station sustaining OM&A?


MR. JUHN:  That is correct.


MS. EFFENDI:  If we go back now to, sorry, table 1, that's at page 3 of 37 in the same exhibit?  I am looking at the fourth bullet, and I quote -- you have indicated:

"Continuing efforts on lines, data collection and increased emphasis in defect correction to manage reliability and safety."


Is my assumption correct that this is found in the line -- well, the section "Lines" in the table 1 of sustaining OM&A table?  Would that be reflected in there?


MR. GRAHAM:  That is correct.


MS. EFFENDI:  If we now go to table 3, which reflects line sustaining OM&A, that's found at page 9 of 37.


I guess my question is the same that I asked you earlier about the stations.  You have indicated that one of the cost drivers -- maybe just confirm to me that the line sustaining OM&A, when we look at this, we don't see that there's actually been an increase between 2006 and 2008.


Is your answer that, once again, you looked at the historic figures since 2004 --


MR. GRAHAM:  Well, I would like to make a distinction here.


With respect to the information that is under table 1, that's concentrating on a particular aspect of the lines program, the data collection and the increased emphasis in defect corrections.


If you look at table 3, which you just referred us to, which is on page 9, that would be in the line maintenance, the line item under line sustaining OM&A, which -- you do see a general increase over historic figures, although not over 2007.


So the trouble calls kind of distort what's happening in this program with respect to the high level trouble calls, particularly in 2006.


MS. EFFENDI:  I would like to take you now to page 1 of 37, the same Exhibit C1, tab 2, schedule 2.


I am looking specifically at lines 12 and 13.  You have identified -- well, maybe it is easier if I read it.


Hydro One says:

"The expenditures covered under the sustaining OM&A program are intended to ensure that the reliability of the system is improved where it is cost effective to do so, customer commitments are achieved and that all legislative, regulatory, environmental and safety requirements are met."


Have there been any legislative changes since 2006 that have led to cost increases?

MR. GRAHAM:  Specifically in legislation, my memory -- I'm not sure.  There are certainly smart meter costs, for example, that got driven by the government, if not -- I think by legislation actually as well as regulation.  There are other drivers with respect to regulation in terms of generation procurement.  So there are certain things driven by government, either legislation or regulation in the costs.

MS. EFFENDI:  So aside from smart meters, and the generation, is there any other legislative or regulatory changes that that you are aware of that would have led to an increase in cost since 2006?

MR. GRAHAM:  You're straying into territory I am not too familiar with.  I believe Bill 198 might have driven some cost increases as well.  There may be certain other legislation.  I am not aware, specifically, what those might be.

MS. EFFENDI:  Would it be possible to ask for an undertaking to provide us, if there is any other legislative or regulatory changes that have led to an increase to provide that information to us.

MR. ROGERS:  Yes.  I will be happy to do that.

MS. EFFENDI:  And the costs associated with that.

MR. MILLAR:  Undertaking J2.1.
UNDERTAKING NO. J2.1:  TO PROVIDE ANY INFORMATION RELATING TO LEGISLATIVE OR REGULATORY CHANGES THAT HAVE LED TO AN INCREASE IN COST SINCE 2006

MS. EFFENDI:  I am going to be asking the same question regarding environment.

MR. SOMMERVILLE:  Just so we're clear, sorry to interrupt.  But there was a trailer to that undertaking which related to the cost.

MR. ROGERS:  I'm sorry, I missed that.

MR. SOMMERVILLE:  I think that is right.  Just so that we're clear as to what the undertaking really entails.  It entails identification of the legislative drivers, and the costs associated with them.  Is that right?

MS. EFFENDI:  In addition to regulatory drivers, sir.

MR. ROGERS:  The first I will undertake to do willingly.  The second we will use best efforts I am not sure that we can quantify it.

MR. SOMMERVILLE:  If that is satisfactory, just so we all have the same understanding.

MR. ROGERS:  Thank you, Mr. Sommerville.  I did miss that cost kicker there.

MR. SOMMERVILLE:  It was neatly snuck in at the end, actually.

MS. EFFENDI:  Thank you.

I am going to be asking the same question regarding the environmental changes.  I mean, have there been any environmental changes that you are aware of since 2006 that would have led to cost increases?

MR. JUHN:  Non-specific to the sustainment programs, but it is highlighted for one aspect.  Environment Canada is in the process of potentially implementing new PCB regulations which are going to significantly increase our costs in the future.  And this is highlighted on page -- this is highlighted on page 21 of 37 in the same exhibit.

Starting at line 16.  And if you proceed to Exhibit D1, tab 3, schedule 2.

MS. EFFENDI:  I apologize, sir, what page did you just mention?  I think I was looking at page 21, 37 was the first page you mentioned to us.

MR. JUHN:  Page 21 of 37, line 16.

MS. EFFENDI:  Perfect.

MR. JUHN:  These are pending regulations.

MS. EFFENDI:  So just to be clear, then.  There has been no regulation enacted as of yet?

MR. JUHN:  That is correct.

MS. EFFENDI:  In the 2008 application, you are not seeking any cost increase related to the PCB increase?

MR. JUHN:  That is correct.

MS. EFFENDI:  I would now like to take a look at vegetation management cost.  I guess, I mean you can turn to page 31 of 37 in the same exhibit, but I won't be referring to the tables.

I believe that that Member Sommerville alluded to that earlier when my colleague was asking you some questions about it, but one of the purposes of increasing the vegetation management costs is to increase the kilometres of right-of-way for line clearing and brush control, to increase reliability and the management of safety hazards.

MR. JUHN:  That is correct.

MS. EFFENDI:  I think you have also indicated that another reason for increasing vegetation management was also the life cycle costs would be reduced.

MR. JUHN:  That is correct.

MS. EFFENDI:  What are the different ways that you are taking to track whether vegetation management will indeed improve reliability and reduce life cycle costs?

MR. JUHN:  We review our reliability statistics, not just annually, but during the year, to see how the situation is trending.

On a continual basis we monitor our system.  Our outages are identified through our operating centre.

In terms of cost, costs are reviewed also on an annual basis.  And those -- and also, in terms of potential improvements to our current work practices, are also under consideration.  So it is an ongoing process of review, collecting the data, and deciding on the appropriate course of action.

MS. EFFENDI:  So will you have -- at the end of the life cycle, then, will you have the data in hand to be able to support what you are telling us today in terms of the reduction in cost?

MR. JUHN:  We will have the data, yes.

MS. EFFENDI:  Let's turn your attention to Exhibit H, tab 1, schedule 49.

Mr. Chairman, I am not sure whether you would like to take a break right now, or I still have probably another 15 or 20 minutes to go.

MR. KAISER:  All right.  We will take the morning break at this point and come back in 20 minutes.

--- Recess taken at 11:10 a.m.

--- On resuming at 11:34 a.m.


MR. KAISER:  Please be seated.


I just wanted to canvas people as to how much time they need with this panel.  Mr. Buonaguro.


MR. BUONAGURO:  I suspect it will be somewhere between half an hour to 45 minutes.


MR. KAISER:  Mr. Lokan?


MR. LOKAN:  I expect 15 to 20 minutes.


MR. KAISER:  All right.  Board counsel?


MR. MILLAR:  For myself, probably not more than about five minutes, but I think Ms. Cochrane has a little bit more.


MS. COCHRANE:  About 45 minutes.


MR. MILLAR:  I should also mention, Mr. Chair, I got a note from Mr. MacIntosh, who represents Energy Probe.  He does have perhaps half an hour, 45 minutes for this panel.


However, he can't be here today.  He was under the assumption we would be carrying over till I guess Thursday, because we're not sitting tomorrow.  So I am not -- it looks like we've got probably enough to get us towards the end of the day, so I throw that out there that we may wish to allow Board Staff certainly to go before Energy Probe in this case, and maybe we would have to recall them on Thursday.


MR. KAISER:  Maybe if he reads the transcript, he doesn't have anything.


MR. MILLAR:  Maybe we will see where we are.

MR. KAISER:  Ms. Effendi.


MS. EFFENDI:  Thank you.


Before the break, panel, I referred you to Exhibit H, tab 1, schedule 49, and we were talking about vegetation management and the impact on reliability.


We had spoken about some of the different ways you tracked, whether vegetation management improves reliability.


In the answer to this interrogatory by Board Staff in your response at paragraph (b) and (c), you referred to an internal study that has shown that the longer the cycle, the greater the number of customers' interruption can be expected.


You refer, again, at paragraph (c) to an internal study.  Was this internal study in writing or was this something that was done informally?  Can you just maybe give us some information about what that study referred to?


MR. JUHN:  Yes.  I can provide you with a bit of information.


We have carried out a number of studies and two of them are submitted with this filing, the one that we just discussed in H1-8, the 2008 vegetation management review, and another study is attached, which is the Griffiths report, and it is attached to this interrogatory.

Those are the two main ones that summarize the work that has been carried out over the last few years.


MS. EFFENDI:  Is there any other studies, or those were the only ones?  You seem to be saying that there might be other studies.


MR. JUHN:  There are none in a formal sense.  As I indicated, we do review our reliability statistics and compare those to the various levels of accomplishment, and this is carried out on an ongoing basis.


MS. EFFENDI:  So those are studies that you will be conducting in the future, too?


MR. JUHN:  Yes.


MS. EFFENDI:  If we could go back now to Exhibit C1, tab 2, schedule 2 at page 35 of 37, we have on that page table 10, total SAIDI and vegetation contribution.  If you could bear with me, I am just trying to understand and confirm my understanding of this table.


If we look at the year 2003, am I correct when I say that this table shows that there was 15.1 total hours of interruption of which, for 2003, 8.9 hours were attributed to trees?  Is that how you read this table?


MR. JUHN:  The hours, it's hours per average -- average hours per customer, and, yes, that is correct.


MS. EFFENDI:  So 59 percent, then, of 2003 interruption were attributed to tree?


MR. JUHN:  Correct.


MS. EFFENDI:  One could say, then, that 59 percent was a direct result of vegetation management?  Can we go as far as to say that?


MR. JUHN:  Not quite.  It all depends what your definition is for vegetation management.  It's attributed to trees.


MS. EFFENDI:  Okay.


MR. JUHN:  Can we influence that number through vegetation management?  Yes, we can influence that number.


MS. EFFENDI:  What --


MR. KAISER:  Just on that point, excuse me, if I could interrupt, why does it bounce around so much?  Why would it go from 59 to 29 to 54?  What happened to the trees in that year, or is it a function of the trees -- a function of some other factors not related to trees?


MR. JUHN:  The issue is really the weather.  Our territory is quite large, so any major storms moving across Ontario affects us, and it is really the number of major storms.


So the first column is all of the interruptions, and it provides you an indication of the percentage of trees.  So 2004 was a light storm year, basically, where if you look at the force majeure, which is a definition for the -- a storm that affects greater than 10 percent of our customer base, so those contribute -- those large storms, severe storms, contribute significantly to the unreliability or the problems we have with regard to our reliability.


MR. KAISER:  It wouldn't matter what you did with your vegetation management.  It's not going to influence whether you have a bad storm season, or is it?


MR. JUHN:  It will impact.  The amount of vegetation management we do will impact the degree of damage that occurs to our system.


We're going to have some outages, yes.  Some trees will fall into the line, but if we do more frequent vegetation management, remove danger trees, the number of trees affecting our system will be fewer, which will allow us to restore power more quickly.


So, yes, vegetation management can have an impact even in  severe storm situations.


MR. KAISER:  Thank you.


MS. EFFENDI:  Thank you.  So you indicated that vegetation management can have an impact.  What are the other programs that can have an impact in reducing the tree contribution, because you mentioned that vegetation is one of them, I thought I heard you say?


MR. JUHN:  I don't understand your question completely.


MS. EFFENDI:  Okay.


MR. JUHN:  Can he rephrase it, please?


MS. EFFENDI:  Sorry, when I looked at the percentage, I asked you whether the 59 percent -- if we look at 2003, the 59 percent tree contribution was a direct result of vegetation management.  You said, well, it's not -- I believe you said it wasn't a direct result, but that vegetation management could have an impact on that percentage.


MR. JUHN:  That is correct.


MS. EFFENDI:  What other lines, in addition to the vegetation management program, could have an impact on that?


MR. JUHN:  What I was referring to was is that there are certain aspects, no matter how often we look after our lines, that we're going to experience some outage.  That's why it is not an absolute correlation.  But definitely, if we do more work on vegetation management, this can impact or will impact that percentage.


MS. EFFENDI:  Thank you.  Do you have the data for 2007 for this table?  I don't know if that was provided interrogatories.  I can't recall.


MR. JUHN:  I believe it was.  Just give me a moment here.

If you go to H12-16, part C.

MS. EFFENDI:  Okay, thank you.

Now I would like to direct your attention to table 11 in that same Exhibit C1, tab 2, schedule 2 at page 36.

Hydro One indicates on that page, at table 11, highlights the aggregate percentage improvement when comparing reliability in 2003 and 2004, to that experienced in 2006.

I'm not sure I understand how this table shows that.  Could you elaborate on that and maybe explain to us what this table -- how this table supports that statement.

MR. JUHN:  If I can just read it for -- if you can just give me a minute to read it.

MS. EFFENDI:  Absolutely.

MR. JUHN:  This table is an analysis of feeders that were cleared during 2005, it provides information on the number -- average customer interruptions and average customer hours' interruptions, prior to the time of clearing and post clearing.  And the improvement is 33 percent for customer interruptions and 41 percent, on average, for customer hour interruptions.

MS. EFFENDI:  And those numbers were for 2005?

MR. JUHN:  These, the post clearing would have been to 2006 numbers, year after clearing, as indicated in line 7 of page 36.

MR. GRAHAM:  Ms. Effendi, I'm not sure if -- that is comparing particular areas of rights of way before and after they were cleared.  That is exactly what it does.

MS. EFFENDI:  Okay, thank you.

If we can go back now to table 10 at page 35.  I am going to also ask you, keep table 10, if you could go also to Exhibit D1, tab 3, schedule 2, which is in the "capital" section at page 13.

We have there a table 3, which is the line sustaining capital.  I believe that the panel alluded to that earlier.

I am looking more specifically in these two tables to the figures in the year 2006.  I think that one of the panel members, you indicated that there appeared to be an extensive high level interruption in 2006, and I believe that it was said that it was because of higher number of storms.

Based on the historical record of other years, to what extent does the experience of the 2006 and the figures for that year contribute to the relief that Hydro One is now seeking for the shortened vegetation management cycle and the increased cost of OM&A and capital cost?

MR. JUHN:  The 2006 would have been factored into the reliability statistics.  It would have been used as an indication of what one would expect during an extremely heavy storm year, and -- but, it would have been factored in with all of the other years as well.

MS. EFFENDI:  So because of this "extraordinary" -- if I can use that term -- year, would you have put less weight on the figures for 2006 in your analysis and assessment of what should be requested for 2008 budget?

MR. JUHN:  Could you repeat the question again, please.

MS. EFFENDI:  Given that 2006 was an extraordinary year, in terms of high number of storms, would you say that in assessing the figures for OM&A costs and capital expenditures for 2008, that you would have put less weight on the figures -- historical figures for 2006 in coming to your 2008 budget number?

MR. JUHN:  For trouble call and storm damage, that is correct.

MS. EFFENDI:  What about the other lines?

MR. JUHN:  The 2006 storms would have -- would have been a cost contributor to the trouble call and storm damage.  And also the OM&A trouble call.

If I can point you to H13 -- since we're on the topic of projecting trouble call.  If I could point you to H13-3.

MS. EFFENDI:  Yes.

MR. JUHN:  Item E.  Provides the method -- for the methodology for calculating trouble call.

MS. EFFENDI:  But I see in that page 2 of 2 at E, that you have actually put 40 percent weight, though, on 2006.  despite the fact that it seems that 2006 was an unusual year.

MR. JUHN:  What we would do is in projecting our trouble calls we would reduce the 2006 level to the highest historical value that we'd experienced up to that point.

We wouldn't take the extreme number that we experienced in 2006 to project our trouble call.

MS. EFFENDI:  If you could please turn Exhibit D1, tab 3, schedule 1.  At page 2 of 4, table 1.

MR. JUHN:  Yes.

MS. EFFENDI:  I would just like to obtain some confirmation here, if we look at the various numbers.

Let's first start off looking at the total capital expenditures in 2004.  I understand that the actual capital expenditures for that year were $272 million.

MR. GRAHAM:  That's correct.

MS. EFFENDI:  And that Hydro One is asking for approval for 2008 of total capital expenditures of $566.2 million.

MR. GRAHAM:  Yes, that's correct.  I would note, of course, that smart meters capital is $165 million of that increase.

MS. EFFENDI:  Thank you.  But if we look -- if we do the comparison between 2004 and 2005, 2008 budget -- the 2008 capital expenditure represents an increase of approximately 108 percent, subject to check.

MR. GRAHAM:  Sorry, if you could repeat what years are we talking about.

MS. EFFENDI:  2004 through 2008.

MR. GRAHAM:  Yes.  It would be over 100 percent, yes.

MS. EFFENDI:  If we look at the total capital expenditure for 2006, the actual numbers were $392.6 million.

MR. GRAHAM:  That is correct.

MS. EFFENDI:  In comparison of that year to 2008, the 2008 figure represents an increase of approximately 44 percent, subject to check.

MR. GRAHAM:  Subject to check, yes.

MS. EFFENDI:  If you could just allow me one second, Mr. Chairman and Panel Members. 

MR. VLAHOS:  Mr. Juhn, in the bridge 2007, how much is in smart meters?  Capital adds.

MR. STEVENS:  2007 is 76.7.

MR. VLAHOS:  Thank you.

MR. KAISER:  Is the rest of the $165 million in 2006?

MR. STEVENS:  No.  165 million is the 2008 test year number, 164.8.

MR. KAISER:  All right.  Is any of it in 2006?  Any smart meter spending in 2006?

MR. STEVENS:  Yes.  14.1 million.

MR. SOMMERVILLE:  Mr. Rogers, I wonder if it would be possible to get an undertaking to describe capital spending on the smart meter program throughout, from its inception, the 2006 -- I guess 2006 would be the first year of spending, I would think, from a capital point of view and also from an OM&A point of view.  I think there was some allusion to that.

That may not be entirely within the purview of this panel, but if we could get a single exhibit that indicated the total costs attributable -- both as to capital and OM&A, attributable to the smart meters program, that would be helpful.


MR. ROGERS:  Yes, sir, of course we will do that.


MR. SOMMERVILLE:  Thank you.


MR. ROGERS:  I think Mr. Stevens might be able to provide some information on that, but we will undertake to give you the formal undertaking in writing.


MR. SOMMERVILLE:  Mr. Buonaguro is motioning.


MR. BUONAGURO:  Actually, I think that has already been provided as an undertaking response, Exhibit H, tab 10, schedule 28, page 2 of 2.


MR. SOMMERVILLE:  That's fine.  That's very helpful, Mr. Buonaguro.


MR. ROGERS:  I will have a look at that, sir.  I would be quite happy to take an undertaking number and look at that, and if we can provide any additional information in response to your particular question, we will.


MR. SOMMERVILLE:  Thank you kindly.


MS. EFFENDI:  If I may, Mr. Rogers, just to add to that undertaking, I wonder if it would be possible to provide us the same number, but both the total OM&A cost and the capital expenditure without the smart meter program?


MR. KAISER:  That would be table 1 -- or table 1 is just the capital expenditure.


MS. EFFENDI:  Yes, if the Board would find that helpful.


MR. SOMMERVILLE:  Yes.  I think that would be helpful, actually.


MR. ROGERS:  That will be part of the same undertaking, then, and we will put it all in one document.


MR. MILLAR:  So it's undertaking J2.2, and maybe, Mr. Rogers, just to make sure we have everything straight, maybe you could tell us what you think the undertaking is.

UNDERTAKING NO. J2.2:  PROVIDE DESCRIPTION OF ALL SMART METER SPENDING, BOTH CAPITAL AND OPERATING, FOR 2006 TO 2008, AND INCLUDE OM&A AND CAPITAL OVER THE SAME PERIOD WITHOUT THE SMART METERS SPENDING, AND FORECAST FOR 2008, 2009 AND 2010.


MR. ROGERS:  Well, it started off, my understanding was we were going to provide sort of a road map of all of the smart meter spending, both capital and operating, for 2006 to 2008.  That was then expanded to include OM&A and capital over the same period, without the smart meters spend.


MR. SOMMERVILLE:  And forecast for 2008.


MR. ROGERS:  And the forecast.  Thank you.


Table 1 without the smart meters, as I think Mr. Kaiser said.


MR. MILLAR:  Thank you.


MS. EFFENDI:  Mr. Chairman, those were all of my questions on behalf of CME.  The only thing is, with your indulgence, if that's okay, Mr. DeRose and I were hoping to be able to leave for Ottawa at the lunch break.


MR. KAISER:  Have a good trip.


MS. EFFENDI:  Thank you.


MR. DE ROSE:  Thank you very much.


MR. KAISER:  May I just follow up on that last question?


The $165 million that's in the 2008 test year, you said that is a forecast?


MR. STEVENS:  That's correct.


MR. KAISER:  Would that complete your smart meter program, or is there more yet to come?


MR. STEVENS:  There is more in 2009 and 2010.


MR. KAISER:  All right, thank you.


MR. SOMMERVILLE:  Could we get that, too?


MR. ROGERS:  Yes.


MR. SOMMERVILLE:  We may as well get an encyclopaedic view as to the spending proposed on this.  Thank you.


MR. KAISER:  Thank you, Mr. Buonaguro.  We will just add those two years to the earlier undertaking.


MR. ROGERS:  We will do our best.  we will certainly give you the best information available.


MR. SOMMERVILLE:  Thank you.


MR. STEVENS:  We can do that.

Cross-examination by Mr. Buonaguro:


MR. BUONAGURO:  Thank you.  Actually, I have some questions on smart meters, so I can start there while you are thinking about it, in terms of your last question.  I think if you look at Exhibit H, tab 10, schedule 31, this interrogatory response shows the projected meter installations for 2008 as being 370,000, and then actually mentions there is approximately 700,000 further meters to be installed over 2009 and '10.


MR. STEVENS:  That's correct.


MR. BUONAGURO:  While waiting for the undertaking, as a rough guesstimate, 2009 and 2010 are going to look an awful lot like 2008, it looks like?


MR. STEVENS:  The only exception to that is, as we move into 2009 and 2010, the program will move into our more rural areas, so we do expect some of the unit costs to actually increase for meter installation.


MR. BUONAGURO:  Okay, thank you.


Now, it was talked about that included in your application you've got forecast 2008, and that's because -- for the smart meter expenditures, and that's because your proposed regulatory treatment for smart meters is to do away with the rate adder system and actually forecast them into rates and treat them, I guess, as being -- as I heard it, it was a core business activity; is that right?


MR. STEVENS:  That's correct.


MR. BUONAGURO:  Now, you are aware, I would think, that Toronto Hydro applied for the same relief?


MR. STEVENS:  I understand for 2008 and 2009, I think.


MR. BUONAGURO:  Right.  And their decision just came out in the last, I guess, month or so.  In that decision, were you aware that they were denied that treatment and that the Board found -- I will quote from the decision, which is EB-2007-0680, at page 24, where the Board held that:

"The current regime where these expenditures [smart meter expenditures] are funded through a smart meter adder shall continue, as shall the variance account mechanisms currently in place in true-ups."


Were you aware of that decision?


MR. STEVENS:  I am aware of that.


MR. BUONAGURO:  Now, given that decision, would Hydro One agree that the similar treatment for its own costs would be appropriate?


MR. STEVENS:  For --


MR. ROGERS:  Can I answer that question on behalf of the company?


MR. BUONAGURO:  Sure.


MR. ROGERS:  Mr. Stevens can correct me if I get this wrong.  I think really the company's application is for the treatment which he described.


It is their preference that that is the treatment that be given to them, but it has since become aware of the Toronto Hydro decision and I have no -- I can give you no rationale why my client should be treated differently from Toronto Hydro.


MR. KAISER:  I think Mr. Buonaguro's question is:  Are you still maintaining your application as is filed, or are you amending it?


MR. ROGERS:  No.  We are asking -- the application stands as it is, but we're realistic and understand the Toronto Hydro decision, and I can't give you any good reason why we should be treated differently.  But if somebody can think of one, then we would like to apply for it.


MR. KAISER:  I am the only one here that wasn't on that case, so I will work on it.

[Laughter]


MR. SOMMERVILLE:  There is a review pending on that portion of the --


MR. ROGERS:  I am aware of that.  So we would like to maintain the application as it is, but we understand the Board's finding there.


MR. BUONAGURO:  All right.  Thank you.  That is what I was actually looking for.  Thank you.


Now, in terms of -- I would like to ask you some questions about costs above minimum functionality.  I am actually going to refer you to -- to show you that I'm -- I actually had this exhibit in mind in my cross, Exhibit H, tab 10, schedule 28, page 2 of 2.


So this, if I can describe it, is a breakdown of smart meter costs from 2006 to 2008.  In addition to having that broken out, it is it further broken out into OM&A costs and capital costs, and further broken out into minimum functionality costs versus minimum functionality costs; is that correct?


MR. STEVENS:  That is correct.


MR. BUONAGURO:  And I guess consistent with what you applied for, which was discussed, the 2008 numbers are all forecasted budget numbers obviously.


I am assuming that the 2008 April 30th numbers track the difference between the end of 2007 to April 30, 2008 on a forecast basis?


MR. STEVENS:  I'm sorry, can you repeat that?


MR. BUONAGURO:  I am just confirming that the second last column throughout, which is 2008 April 30th, is a forecast number.


MR. STEVENS:  That is correct.


MR. BUONAGURO:  That's for the period January 1st, 2008 to April 30th, 2008?


MR. STEVENS:  That's correct.


MR. BUONAGURO:  Okay.  Now, in terms specifically with costs above minimum functionality, you have -- for OM&A costs, it says OM&A costs were exceeding minimum functionality, 2006 actual 163,000, and then zero for 2007, zero for the first part of 2008 forecast, and then for 2008 budgeted, 3,917,000.


Can you describe what those costs are for on the OM&A side?


MR. STEVENS:  The 3.9 million in 2008 reflects the cost of sustaining the changes we make to our customer information system for time use capability, as well as the systems required to integrate with the smart meter entities, MD&R or data warehouse.

MR. BUONAGURO:  So those particular activities have been -- in the zero and zero for 2007, and they're as normal, planned for 2008?

MR. STEVENS:  That's correct.  We assume those systems would come into service in 2008 at the time.

MR. BUONAGURO:  So does that mean that the -- in terms of actual categories of functionality we're talking about meter outage detection, collector outage detection, time-of-use capability and then WiMAX, were there any more bells and whistles that have been added to the minimum functionality?

MR. STEVENS:  Well, the two other ones that you mentioned meter outage detection capability and the collector outage detection capability, those are parts of the smart meter solution that we're implementing.

For example, the meter component is a super capacitor that is actually integral to the meter itself.  It is under the glass, and when we install the meter it is in there.  There is no additional maintenance costs associated with that and that's why you don't see anything up above in the OM&A.

MR. BUONAGURO:  Okay.  So are those operational as soon as they're put in.

MR. STEVENS:  The super caps are operational as soon as we put them in.  We have not done the integration for example into our outage management system.

MR. BUONAGURO:  Does that mean that, yes, they're operational in the sense the meter will keep running even though there is an outage but there is nothing there to take the information?

MR. STEVENS:  That's right.  We haven't integrated it with our outage management system, but it does increase the reliability in that minimum functionality category, because the system is capable of sustaining an outage and therefore continuing to report consumption.

MR. BUONAGURO:  Okay.

MR. STEVENS:  For a period of time.

MR. BUONAGURO:  Thank you.  Now, just to confirm.  You talked about them being an internal part of the meter.  They're actually built into the meter it's not something tacked on.

MR. STEVENS:  They're under the glass.  So when the meter is sealed the meter is sealed and it's inside of it.

MR. BUONAGURO:  Okay.  This is a technical question.  The battery life, do they match the meter life?  What is the anticipated meter life?  I think your depreciation study suggests it is 15 years.

MR. STEVENS:  That is correct.

MR. BUONAGURO:  Year life matches that.

MR. STEVENS:  The battery has been specked for that.  Time will tell.  There is not a heck of a lot of experience to gather.  Analyze.

MR. BUONAGURO:  Thank you.  Now, with respect to time-of-use capability, I think it's fair to characterize your evidence as suggesting that we're doing it because to some degree the government wants us to do it.  Do you want to elaborate on that or correct me or describe why it is you're doing time-of-use?

MR. STEVENS:  Sure.  So the original directive from the government contemplated that we would be able to have price transparency.  Meters is -- the smart meters, which you know are capable of capturing hourly consumption, are part of that equation.

We also know that the OEB has since approved time-of- use rates and we also know that the IESO as the smart meter entity is now moving forward or has substantially moved forward with the development of a data warehouse that's capable of taking our hourly reads and the sole purpose is to translate those into billing determinants on the time-of-use basis.

So I think the way of categorizing it is the ship has sailed, so to speak, and therefore not integrating our systems or providing that capability would make a lot of those other expenditures for not.

MR. BUONAGURO:  To your knowledge, how are other utilities -- or how have other utilities reacted to time-of-use functionality?  I know I was in the smart meter proceeding, I think, with you.  You had the 13 utilities that were part of that then the rest of the utilities that are subject to smart meter requirements.  Are they all putting in time-of-use capability at the same time they're doing smart meters?  Are they doing some and some aren't?  Do you have a sense of what the rest of the utilities are doing?

MR. STEVENS:  I know for a fact that three of them have already gone live with time-of-use rates.

I know Toronto is going ahead.  I know Ottawa is going ahead.  I believe Hamilton is going ahead.  I would say the majority of the 13 are definitely proceeding.

MR. BUONAGURO:  All right.  Do you know of any utilities that are putting in smart meters, but not time-of-use capable?

MR. STEVENS:  Not that I am aware of.

MR. BUONAGURO:  Okay, thank you.

Now, I am going to move to some questions on sustaining spending in the OM&A category, and my colleague, Ms. Effendi, actually went through some of this.

I have a bit of a twist on it, which I think you will discover.  You will be looking at Exhibit C1, tab 2, schedule 2.  We'll be progressing through tables, 1, 2, 3 and 8 in that exhibit.

The additional document you should be looking at is Exhibit H, tab 10, schedule 16.

Okay?  So I'm starting with C1, tab 2, schedule 2, table 1.  And again, you went through this already a little bit.  This shows the actual spending for OM&A for 2006 for sustaining being $255.6 million.  Correct?

MR. GRAHAM:  That's correct.  Sorry, that's correct.

MR. BUONAGURO:  Thank you.  But if we go back to Exhibit H, tab 10, schedule 16, where the question was:   What did you apply for and receive in 2006, as per 2006 proceeding?  The applied for number, equivalent number for 2006 was $230.3 million.

MR. GRAHAM:  That's correct.

MR. BUONAGURO:  Which is approximately 10 percent less than what you actually spent in 2006.

MR. GRAHAM:  Approximately, yes.

MR. BUONAGURO:  Now, in terms of the variance in 2006 between the actual, which appears in the main evidence and the Board-approved numbers which I have just pointed out in this particular interrogatory response, H10-16, we understand that -- this is where flipping through the charts is -- we'll have to do to get the numbers -- one of the major areas for the variance was in stations spending  where the Board approved was $21.5 million, and the actual was $26 million.

So if you want the actual, you go to C1, tab 2, schedule 2, table 2, page 4 --

MR. GRAHAM:  Hmm-hmm.

MR. BUONAGURO: -- versus the number that appears in the exhibit, the undertaking response.  So to summarize, the approved was 21.5 and the actual was 26 million.  Is that correct?

MR. GRAHAM:  Those sound about correct to me, yes.

MR. BUONAGURO:  So in that particular item, within the year 2006 there was about a 20 percent variance?

MR. GRAHAM:  That would be correct.

MR. BUONAGURO:  And again, looking at the station sustaining spending, in particular, so going into the subsections you have planned maintenance, demand and corrective maintenance and land assessment remediation.

I am going to try and go through it quickly to show you what the variations were.  So for planned maintenance the approved was 10.9.  The actual was 12.1 for 2006.

Can you explain in 2006 why there was that variation between the approved and the actual?

MR. JUHN:  Yes, I can.  During the -- well, over the last number of years we've increased our efforts on our transformer diagnostics, and as a result of that we found additional work that had to be carried out and that was the reason for the -- that was the reason for the increase in expenditures.

MR. BUONAGURO:  Okay.  So that happened in 2006 after your Board-approved?  You discovered, as through this diagnostics an extra million dollars in spending that was required?

MR. JUHN:  The diagnostics are an ongoing activity.  As we analyze the results, decisions are made on the criticality of the work that has to be carried out, and these -- the transformers are critical elements to our distribution system and we felt it necessary to overspend this particular area.


MR. BUONAGURO:  Okay.  So then if we look at the 2006 approved versus the 2008, I guess, applied for, we've got a difference of 10.9 approved in 2006 versus 12.9 in 2008.


Are you suggesting that the major difference between those two numbers is this continuing $1 million spending, diagnostics?


MR. JUHN:  Yes, I am.


MR. BUONAGURO:  Okay.  Now, on the second category under stations, we have demand and corrective maintenance.


I am going to try to whip through these numbers.  I am showing you where they are.  If I get them wrong, you can let me know.  Maybe you could take these subject to check.


So in -- you've got an increase from the Board approved in 2006 of 5.4 million versus the $7 million actual in 2006.  Can you describe what accounted for that difference?  It's about a 30 percent increase.


MR. JUHN:  There are a number of factors that dictate our demand or that require us to respond to demand work.


One is the -- again, the amount of problems that are found during our inspections in the number of areas.


MR. BUONAGURO:  So it's just -- that sounds like it is just a normal variance from forecast?


MR. JUHN:  The other aspect was -- sorry, your question was?


MR. BUONAGURO:  Did I phrase that correctly?  It sounded to me like you were saying that is a normal variance from forecast.  I don't want to mischaracterize what you said.


MR. JUHN:  The amount, no, it isn't.  It isn't a normal variance.


It's higher than what we would expect, and there's a reason for it.  One of the reasons is the increase -- this is demand work, the increase in our transformer maintenance, and also during that year we experienced copper theft.


MR. BUONAGURO:  Copper theft?


MR. JUHN:  Yes, a fair amount of copper theft at our stations.  This is explained in interrogatory C1, tab 2, schedule 2, line 20.  If I may just add, the demand portion, the demand portion, it's not necessarily transformers.  It's all equipment.


As we're doing diagnostics and inspections, we found that we needed to do additional work, and, also, in addition, during that year, we experienced some copper theft and site security issues.


MR. BUONAGURO:  So on the copper theft and security issues, is that a 2006-specific spike in those costs?


MR. JUHN:  We also saw some of that in 2007.


MR. BUONAGURO:  Okay.  Is it getting better?


MR. JUHN:  Yes.


MR. ROGERS:  The copper's all gone.


MR. BUONAGURO:  Okay.  And then in terms of the difference between the 2006 plan, which, as I said, was 5.4 million, and the 2008 plan, which is 6.1 million, what accounts for that difference?


MR. GRAHAM:  Sorry, could you repeat your numbers?


MR. BUONAGURO:  Sure.  IN 2006 we had a Board-approved 5.4 million, and then in 2008 the request in the application I believe is $6.1 million.


MR. GRAHAM:  That's correct.


MR. BUONAGURO:  I wanted to know what the difference is, what the -- what accounts for the increase over that time?


MR. JUHN:  The 2006 is based on historic demand work prior to 2006.  The 2008 is the most recent estimate of our demand costs, factoring in some of the issues that we've had to deal with over the last couple of years.


MR. BUONAGURO:  Okay, thank you.  The third category, land assessment and remediation, for 2006 Board-approved it was $5.2 million, and then the actual was 6.9 million.  Could you account for that increase between Board-approved and actual?


MR. JUHN:  The one aspect I should point out, our land -- the land assessment remediation program, it involves cleaning up sites of certain chemicals, contaminants, and the cost can vary, until you actually get into the site and determine the extent of the amount of work, the depth of the contaminant, any issues on soil conditions, and such.


So the costs can vary from year to year, and our cost figures actually show this.  2006, the projected was 5.2.  The actual 6.9, 2007, the situation reversed.


MR. BUONAGURO:  Sorry, the 2007, the situation reversed.  That means that you had forecast a certain number and it turned out to be less?


MR. JUHN:  Yes.


MR. BUONAGURO:  Okay.  So the difference between the 2008 number, which is $5.9 million, and the 2006 plan, which is $5.2 million, to round it out, maybe you could account for that difference.


MR. GRAHAM:  I think, Mr. Buonaguro, this is site specific.  So these are based on specific plans, specific sites that need to be dealt with.  So the plans are, to some extent, unique for each year.


As Mr. Juhn said, if you go back to 2004, 2005, you see that the dollars do go up and down, depending on the sites that need to be dealt with in that particular year.


MR. BUONAGURO:  Okay, thank you.


Under the lines subcategory, and that would be table 3 of C1, tab 2, schedule 2, the 2000 actual spending was $126.5 million and the 2006 approved was $106.1 million.  So there was almost a 20 percent increase in that.


Now, we understand that that increase is virtually all attributable to trouble call response, cable locates and disconnects, reconnects.  Is that a fair summary?


MR. GRAHAM:  That's correct.


MR. BUONAGURO:  Can you describe what increased those three categories in a little more detail?


MR. GRAHAM:  Well, I think the increase more specifically is in the trouble calls category specifically; and trouble calls were driven by the storm level that we previously discussed.


MR. BUONAGURO:  Okay.  And just last on the meters, could you confirm that the approved spending for 2006 on meters, which was $8.8 million, did not include any spending for smart meters?  Is that true?


MR. GRAHAM:  That is correct.


MR. BUONAGURO:  Okay.


MR. GRAHAM:  Good to see we agree, anyway.


MR. BUONAGURO:  I have a bad habit of not directing my question to anybody in particular on the panel.  I let you guys decide.  The actual 2006 spending on smart meters of $4.9 million would account for most of the variance in this area.  So I guess the assumption there is that spending shifted out of regular meters into smart meters spending?


MR. STEVENS:  We had actually begun the program towards the end of 2006, that's correct.


MR. BUONAGURO:  That's correct.  I think actually you said something like that to Ms. Effendi.


Thank you.


Now, I have a few questions on generation connection assessments.  I understand these are revenue-generating categories; is that right?


MR. GRAHAM:  The assessments themselves are.  So we do the assessments at a charge of $3,000 for a small generator, which is under a megawatt, $5,000 for a mid-size generator, which is 1 to 10 megawatts, and $6,000 for over 10 megawatts.


MR. BUONAGURO:  Okay.


Now, I am going to try to speed through this, but I think maybe you can take some of the numbers, subject to check.


The costs of Hydro One Networks doing generation connection assessments is reflected in your development OM&A under the subcategory data collection, engineering and technical studies.


MR. GRAHAM:  That's actually not correct.  The connection impact assessments themselves are done in the asset management costs.


MR. BUONAGURO:  Okay.


MR. GRAHAM:  The system investment division.


MR. BUONAGURO:  Have the costs changed from 2007 to 2008?


MR. GRAHAM:  They would have continued to increase to do those assessments, given the volume has continued to be high.


MR. BUONAGURO:  Okay.  That's where I am getting confused.  Maybe we're mixing up categories here.

If you're looking at E3-1-1, page 10.

MR. GRAHAM:  I am almost there.  Yes, I have that.

MR. BUONAGURO:  Table 11.

MR. GRAHAM:  Yes.

MR. BUONAGURO:  It shows the number of generation studies done.  It shows that the number of studies have decreased between 2008 and 2007 by about 25 percent.

MR. GRAHAM:  I would just point out this was a forecast at the time.  This was done in basically in 2007.

MR. BUONAGURO:  Right.

MR. GRAHAM:  At that time the resell program, the renewable generation software program the OPA has put out to procure such generators had just started in the late part of 2006.

At that point we had expected that the volume of applications would turn down going forward because of the best sites having been assessed and people going forward on to those projects.

To this point, we have seen a continue of demand with respect to applications for assessments.  So it may be that we don't see that turn down occurring.


MR. BUONAGURO:  Okay.  As of right now the trend halfway through 2008 is to hit around what you did in 2007, is that what you're suggesting?  Something like that.

MR. GRAHAM:  I would expect it would be in that area.  We don't have an actual forecast that I am aware of.

MR. BUONAGURO:  So when I asked you about the costs, that would be part of the explanation for the costs haven't gone down?  They have actually...

MR. GRAHAM:  That's correct.  We just to make the Board aware we do have a number of temporary staff doing this as well, so we can maintain some flexibility to adapt to changing circumstances but at this point in time we are still seeing a continuation of demand to do assessments.

MR. BUONAGURO:  Looking at E3, tab is 1, schedule 1, page 3, table 2, talking about the revenues from those studies, there's a decrease of 67 percent.  I think it goes from 1.5 million to 0.5 million.

MR. GRAHAM:  Yes.

MR. BUONAGURO:  So based on what you have been telling me though, it should actually be, as of right now, it looks like it is going to be closer to 1.5 million.

MR. GRAHAM:  I think it would be fair to say there is a potential for that revenue figure to be somewhat increased.  Of course there are many ups and downs that change circumstances with respect to the filing we made.  But at this point in time we have not seen a slack in any of the demand that had been forecast.

MR. BUONAGURO:  Okay.  All right.  Thank you.

I have some questions about your meeting investment and distribution stations.

Looking at Exhibit D1, tab 3, schedule 2, at page 23.  This shows your spending on retail meters between 2004 and 2008.

In particular, it shows an increase in capital spending on retail meters from $1.6 million in 2006 to $2.5 million in 2008.  Do you see that?

MR. JUHN:  Yes.

MR. BUONAGURO:  And further on in that exhibit at pages 29 to 30, it talks about why this increase.  It attributes the increase to the installation of new meters at shared distribution stations.

MR. JUHN:  That is correct.

MR. BUONAGURO:  Is this a new program that started in 2008?  Or is it a program that would also have affected the 2007 spending?

MR. JUHN:  Yes, there is an affector in 2007 but it is a significantly lower amount.

MR. BUONAGURO:  Okay.  Can you describe why you needed additional meters at the shared distribution stations.  I mean, what changed in 2007 and 2008 as opposed to the historical situation?

MR. JUHN:  Just give me one second.  We do have an interrogatory on this.

MR. BUONAGURO:  Sure.

MR. JUHN:  H1-36.  These meters are being installed to implement the low-voltage facility charges.  There's a history behind that and you can read through that interrogatory, and it provides you with the background and need for those particular meters.

MR. BUONAGURO:  Okay, thank you.

Now, I have some questions here on the use of Hydro One facilities.  In Exhibit D1, tab 3, schedule 3, on lines 20 to 25.

MR. ROGERS:  What page?

MR. BUONAGURO:  I am missing a page.  Hold on a second.  It would be page 5.  Talking about service upgrades.

Our understanding is that the impact of customers choosing to use Hydro One Networks facilities as opposed to constructing their own is $4.4 million in capital spending for 2008.

MR. JUHN:  Can you direct me to that number?

MR. BUONAGURO:  I think actually if you look at -- let me just pull this up.  I think there is an interrogatory response that provides more detail.  H1-23.

MR. GRAHAM:  That's on generation connections; that's not on service upgrades.

MR. BUONAGURO:  I'm sorry, I must have got mixed up here.  H1-23 helps.

The original, it was page 12 that was the original page reference.  I apologize.

I will read the quote from that page that I was trying to get at:

"Upgrades to Hydro One's distribution lines... may also be required in cases where the customer chooses to make use of Hydro One facilities rather than build their own.  Based on Hydro One's experience with joint use, it is anticipated that in these situations, Hydro One will be accountable for 83 percent of the upgrade costs and the customer will contribute 17 percent.  Provision for the associated costs is included in this filing and results in necessary costs of $4.4 million in 2008."

So our understanding is that your capital spending for 2008 is increased by $4.4 million as a result of customers choosing to use your facilities as opposed to their own and you have to provide or you end up providing about 83 percent of the upgrade costs.

MR. GRAHAM:  Yes.  This would represent the portion that Hydro One retains, because it provides benefit to other customers.  We would still recover costs from customers for those costs that we feel are incremental and totally devoted to them.

MR. BUONAGURO:  Is that the 17 percent?

MR. GRAHAM:  That's the 17 percent.

MR. BUONAGURO:  Okay.  So you mentioned, my next part of the question is why would you do that.  I think you foreshadowed that question by saying the reason you agreed to pay 83 percent is there are benefits to other customers?

MR. GRAHAM:  That's correct.

MR. BUONAGURO:  What would the other benefits be?

MR. GRAHAM:  Typically we're talking here about lines.  So typically we're talking about older lines being replaced by newer lines.  So essentially what the generator is responsible for would be the advancement costs which would be the incremental costs of something we planned to do sometime in the future.  Our experience to date is that these have gone where lines have been typically relatively old.

That's the basis for our projection.  It remains to be seen exactly where generation connects where this occurs.

MR. BUONAGURO:  Okay, thank you.

Now, I have questions that were submitted to me from AMPCO to ask and they're specific to forestry and vegetation.

So I can do them now.  I think it will take about maybe ten minutes or we can break for lunch.

MR. KAISER:  Let's break for lunch we will come back and deal with that after.  1:30.

--- Luncheon recess taken at 12:35 p.m.


--- On resuming at 1:35 p.m.


MR. KAISER:  Please be seated.  You are finished, Mr. Buonaguro, are you, or you had a little bit more?


MR. BUONAGURO:  Yes, I have some questions on vegetation management on behalf of AMPCO.


MR. KAISER:  All right.  Please proceed.


MR. BUONAGURO:  Thank you.


I think almost all of the questions relate to the 2008 vegetation management program review, and, in particular, that's at H1-14, attachment C.


Looking at appendix 2, it lists all of the participants in the benchmarking study that was performed by CN Utility and called:  The 2006 tree line connection vegetation management benchmarking study.  Is that correct?


MR. JUHN:  Can you direct me to the page, please?


MR. BUONAGURO:  Sure.  I think that's page 22.


MR. JUHN:  Yes, that is correct.


MR. BUONAGURO:  Somebody has counted this up for me and said there appears to be 43 participants, excluding Hydro One, listed on this page.


Earlier on in the report, just above figure 4.1 on page 13, it talks about 48 participants providing data to the study.  Am I misreading the appendix?


Is there a company that is listed once but has two entities, or something like that, that would account for the difference between the 43 and 48?


MR. JUHN:  No, I am not aware of the difference.


MR. BUONAGURO:  Okay.  Did you want to take an undertaking to just explain why it talks about 48 participants, but in another it lists 43 or 44, including Hydro One?


MR. JUHN:  Yes, we can get that answer.


MR. BUONAGURO:  Thank you.  Can I get an undertaking number?


MR. MILLAR:  That's undertaking J2.3, and, Mr. Buonaguro, I couldn't quite hear that, so maybe you could repeat it?


MR. BUONAGURO:  Sure.  In Exhibit H1-14, attachment
C --


MR. ROGERS:  I'm sorry to interrupt.  The problem is this is not a Hydro One study.


MR. BUONAGURO:  I understand that, but Hydro One has said, in two different places, two different numbers of participants.  It may be that the actual study has X number of participants.  I just want to clarify how many there were, or if there is some missing.


MR. KAISER:  Mr. Rogers, why don't you see if you know?  If you don't know, that's fine.


MR. ROGERS:  Yes, I will.

UNDERTAKING NO. J2.3:  PROVIDE ACTUAL NUMBER OF PARTICIPANTS IN STUDY AT H1-14, ATTACHMENT C, PAGE 13.


MR. BUONAGURO:  Sorry, the undertaking was with respect to the sites and the vegetation management program review at H1-14, attachment C, to reconcile at page 13 when they talk about 48 participants in the study versus appendix 2 which only lists 43 excluding Hydro One.


Now, on the page 13 that I referred to --


MR. ROGERS:  Sorry to interrupt.  Is it program B or C you're talking about?


MR. BUONAGURO:  Sorry.


MR. ROGERS:  Attachment --


MR. BUONAGURO:  Attachment C.


MR. ANDRE:  Attachment B is the program review.  The vegetation management program review is attachment B, not attachment C.


MR. BUONAGURO:  Okay.  Sorry, I'm looking at -- I'm using your computerized version of your filing, and when I click on attachment C -- H1-14, attachment C, it comes up 2008 vegetation management program --


MR. ROGERS:  We will figure it out.


MR. BUONAGURO:  I am looking at it now, and, you're right, it is attachment B.  Thank you.  Sorry about that.


Actually, you know what?  You might want to clarify this.  When I click on attachment B, it also refers to attachment B:  Industry Best Practice Review for Hydro One.  So they both have been labelled attachment B.  I think that is the problem.


Sorry, that was my easiest question.


MR. KAISER:  What was the question?  How many attachments B should there be?


[Laughter]


MR. BUONAGURO:  Okay.  So looking at figure 4.1 and I am -- you have here 23 -- sorry, 22 comparable utilities, I guess, plus Hydro One.


Sorry, you have 22 utilities here, which is a subset I guess the 48, pending correction; right?


MR. JUHN:  I haven't counted the number of bars, but subject to check, yes.


MR. BUONAGURO:  Okay.  From the preamble, I think I have pieced it together that the reason there is 23 subject to check in this table is that the other participants, however many there are, didn't provide this data; is that right?


MR. JUHN:  That is correct.


MR. BUONAGURO:  Okay.  When it talks about average cycle lengths, it's a little confusing, because each company has its own cycle indicated on the table.  So this isn't an average across companies, for example; right?


MR. JUHN:  That is correct.


MR. BUONAGURO:  It's an average for each company?


MR. JUHN:  It's an average for each company, yes, that they reported.


MR. BUONAGURO:  So when you say an average for each company, does that -- it means to me that some of the companies have more than one cycle?


MR. JUHN:  The average cycle length would be a basis of the -- if you take the total system, how -- at what rate they would work through that system on average.


Some feeders would receive attention prior to that average cycle.  Some feeders would receive attention of greater duration than an average cycle.  So the average cycle is representation of -- for their system, of how often they would get through the system or how long it would take to get through the system on a vegetation management program.


MR. BUONAGURO:  Okay.  Let me try and understand that.


So for some of these companies at least, if you were to look at a particular area in their system, that particular area might have a three-year cycle, where another area might have, say, a six-year cycle, and then the average over the system is what this represented here?


MR. JUHN:  It's normalized by distance, yes.


MR. BUONAGURO:  So something like that?


MR. JUHN:  Yes.


MR. BUONAGURO:  Okay, I understand.  Thank you.


Now, I also understand from the preamble to this table -- pardon me, not the preamble to the table, but the preamble under "Study Background", that you don't actually know which utilities these represent.


Like, you have an appendix 2 of this particular review.  You have a list of all of the participants, but when it comes to actually this data, you don't know which of these companies is which; is that right?  I can read it.  It says -- under "Study Background" on page 13, it says:

"As a participant in the study, Hydro One received the raw data, although individual utility names were masked."


MR. JUHN:  That is correct.


MR. BUONAGURO:  Okay.  So if that means that -- if we looked at the actual 2006 TLC benchmarking study that you received from CN Utility, you can't match the data to the utilities in appendix 2 unless you did some detective work, I guess, to try to match the characteristics that you saw in the data to what you thought it might represent in the appendix; is that right?


MR. JUHN:  That's correct.  On a particular utility basis, yes, we could not pick out that utility, but on a geographic area, yes, we can.


MR. BUONAGURO:  Okay.  Can you do that on the geographic area, pick out the utilities in here on 4.1 and try to match them to geographic areas?


MR. JUHN:  Just give me one second, please.


MR. BUONAGURO:  Sure.


MR. KAISER:  Where does that get us, Mr. Buonaguro?  I mean, are you asking him to compare Hydro One with other Ontario utilities?


MR. BUONAGURO:  Well, I guess --


MR. KAISER:  Or Alberta utilities, or what?


MR. BUONAGURO:  Well, one of the -- looking at appendix 2, and this is also talked about in page 14, it talks about how -- I think it is page 14.  It talks about how Hydro One came to comparators.

So you have the 48 utilities in appendix 2 that actually provided data.  Then you have on cycle length, in particular, you have approximately I think it is 23 utilities that actually provided data on cycle lefts.  And the Hydro One takes it one step further and determines, based on three criteria -- which are at appendix 2, which are geographic area --

MR. KAISER:  I am looking at the table on page 14, which I thought you were referring to, that has these different bar graphs and Hydro One is the second from the right.  Do you want the names of the utilities that form each of those different bars?

MR. BUONAGURO:  Well, I'm starting with the one before that, which is table 4.1, which is the main set.  That's all the utilities in the study that provided cycle lengths' data.  And then Hydro One has gone and picked -- if I am not mistaken, has picked comparables, what they considered to be comparables in table 4.2.

MR. KAISER:  All right.

MR. BUONAGURO:  So table 4.2 is a subset of table 4.1.

MR. KAISER:  Correct.

MR. BUONAGURO:  They have applied this three-pronged test, if I can call it, to establish -- 

MR. KAISER:  Right.

MR. BUONAGURO:  -- stable comparables.

MR. KAISER:  Your point, I presume, is you want to see if these really are comparables, right?  Is that what you're driving at?

MR. BUONAGURO:  I think that's what I'm driving at on behalf of AMPCO.

MR. KAISER:  So then you would want to know who's in the one, the first bar that has five, and who is in the bar that has 47?

MR. BUONAGURO:  Well, I think we're starting with the table before who is five, six --

MR. KAISER:  I understand this is a subset.  I guess could you start with the table at -- page 13 table.

MR. BUONAGURO:  Yes.  Yes.  Because they have said they could do that or they can try to do that based on geographic areas, they give us an idea of what geographic areas are represented in the figure 4.1 and then which geographic areas they used as comparables in figure 4.2.

MR. KAISER:  I wasn't following what the geographical areas will do for you, but in any event, I mean I guess the question, gentlemen, is:  Can you identify who these companies are that you have, even if it's on page 14 or page 13, so that instead of looking at a bar with 47 unnamed companies we know who is in the sample.

Is there some non-disclosure aspects that prevents you from doing that?

MR. JUHN:  No, there isn't in terms of a geographic aspect, but in terms of specific utility, yes, there is.

What I can provide and if we can go to maybe the following page, the 4.2 figure, I can provide the geographic areas that those utilities operate in.

MR. BUONAGURO:  Okay.

MR. JUHN:  Hopefully that will be helpful rather than giving the list of the 23 here.  It will give you the...

MR. KAISER:  Just before we spend a lot of time.  So you are going to tell us, let's take the -- I am looking at page 14.  There is 23 utilities.  In the group that is higher than your company.  You're going to tell us what geographical areas those 23 utilities are in?

MR. BUONAGURO:  I think that is one utility that is numbered 23.

MR. KAISER:  I don't think so.  I thought that was -- that's just utility number 23?

MR. JUHN:  Yes, it is.

MR. KAISER:  Oh.

MR. JUHN:  Each of the utilities have a specific number associated with them.

MR. KAISER:  How does it help us, Mr. Buonaguro, if that is B.C.?

MR. BUONAGURO:  Well, because it gives -- the reason they picked it is based on geographic area that's why it was made a comparable, for example if it was B.C. in part because of the geographic qualities of B.C. which leads to a certain assumptions about the vegetation growth in that particular area.  So I mean, that is one of the drivers for picking comparables is what their areas look like.

MR. SOMMERVILLE:  Wouldn't it be more direct and to the point to simply ask:  How did you -- you have indicated that you chose these on the basis these three criteria.  Could you tell us how they fit?  How do they work?  Rather than starting just with the geographic territory.

B.C. includes Vancouver and northern British Columbia as Ontario includes Toronto and rural Ontario.

So we need to get to what the basis of inclusion was. Why did they pick these guys to be included in the second chart.  Isn't that what you're shooting for?

MR. BUONAGURO:  Well, I guess we could put it all together as sort of one undertaking, if you can go through the comparators that you would go -- go through this exercise and explain how each of these were determined to be comparables, what are the numbers that led you to pick these as comparators on the three criteria that you identified in appendix 2.

MR. KAISER:  Can I ask a different question.  Page 14 of the eight or nine utilities, which one -- without giving me the name, which one is the most comparable?  Would you say?

MR. JUHN:  There is Wisconsin, Michigan, British Columbia, there is Quebec, Vermont, Alberta, a number of all of those –- these are the geographic areas that these utilities operate in.  I don't have the specific utility but these are the geographic areas that they operate in which -- is similar to Ontario.

MR. BUONAGURO:  Then on top of that they would have satisfied, to some degree, the other two criteria that you have used to narrow the comparator list; right?

MR. JUHN:  These are the -- this is a short list that I listed.

MR. BUONAGURO:  Right.  But they weren't picked purely on geographic criteria?  They were picked on geographic criteria and two other criteria, which are listed in appendix 2.

They are including their mix between rural and percentages of rural customers and you also excluded municipal utilities.  Those are the three criteria; right?

MR. KAISER:  I guess the bottom line is of the 46 total utilities that were analyzed or whatever the number is, there is eight that you considered to be come comparable, that's page 14, and you prepared to tell us what geographical area those eight are in.  That's about as far as we can advance this.  Is that right?

MR. JUHN:  That is the information I have at hand.

MR. BUONAGURO:  Well, I think on top of that for each utility you can say, how do they fit into your three criteria.  The first one is obvious, geographic.

The second one was percentages of rural and remote customers, how do they fit into that compared to Hydro One.  The third which is the easiest one you excluded municipal utilities.

So all of these would have to be non-municipal utilities.

MR. VLAHOS:  Mr. Buonaguro, isn't the conclusion -- sorry, isn't the message here, looking at both graphs, that both graphs, Hydro One is on the right-hand side of the graph.  So whether you take 23 or 7 or 8 or 15, it would always be on the right-hand side of the graph; that is what this information tells me.

MR. BUONAGURO:  True.  But I mean, not having seen the data one of the things that you might discover -- in theory -- is that Hydro One might be considered more comparable to the one above it on the graph versus the ones below it, for example.

MR. VLAHOS:  So the issue then is, with respect to the companies numbered 23 and 46.  23 is included in the selective sample on figure 4.2, but 46 is not.  Is that the issue?

MR. BUONAGURO:  I think the issue is to try and get at what facts drove them to include these as comparators.

MR. KAISER:  They told you the facts they told what you what criteria they looked at.  You want to test that, you want to ask as Mr. Vlahos says, why don't you consider 46 comparable so that -- I presume that is the question ultimately.  Because they don't consider 46 comparable.  23 is comparable.  And it's worse than them.  That's the only one -- comparable one that is worse than them.

MR. VLAHOS:  The rest don't matter.  I guess that is my point because they're on the left-hand side of that Hydro One bar graph.

MR. BUONAGURO:  Well, except that I think that their argument is that they are -- they should be pushed towards the left side of the graph, because they're comparable and the question is:   How comparable are they?  I'm happy to take the geographical information.

MR. KAISER:  But they're on the right-hand side of the graph even if they're not comparable; I mean, they're right out there.  They can only move in one direction to improve their status.  Nobody disputes that.

MR. BUONAGURO:  But in terms of what the company should do in terms of moving or not moving its cycle, it depends on whether there is good reason to do so and whether there is good reason to do so depends on in part on what other people are doing and why they're doing it.  Part of the reason is, for example, their geographic zone and other factors.  Depends on what they're doing and why they're doing it.

MR. KAISER:  We know what they're doing and we know why they're doing it.  They're reducing the cycle because in the long-term that decreases the cost.  That's what the graphs shows, the complete sample of them all.  The question is, you want to test the comparability analysis that they have done at page 14 whether they have actually picked comparables, I assume.  And all you're going to get is the province that each of those eight relates to and I don't know what that's going to tell you.  But I am sure Mr. Rogers can give it to you if it helps you.

MR. BUONAGURO:  I will take it.  Thank you.

MR. ROGERS:  I will give it.

MR. KAISER:  I would be interested in knowing, on follow up on Mr. Vlahos' question, there are two that are worse in the sample, utilities 23 and 46.  23 you regard as comparable; 46 not.  Why was 46 not comparable?

MR. JUHN:  I may have that information.  I may not.  Just give me one second, please.  Forty-six operates in Arizona.


MR. KAISER:  All right, thank you.


MR. MILLAR:  Mr. Chair, I think there was a new undertaking.


MR. SOMMERVILLE:  Not much vegetation could grow there.


[Laughter]


MR. KAISER:  You'd think they could get that cycle up.


MR. SOMMERVILLE:  That's an annual cycle, afternoon.


MR. MILLAR:  There was an undertaking from Mr. Buonaguro, J2.4, and I confess I lost track of exactly what it was.  So maybe someone could --


MR. ROGERS:  The undertaking was to provide geographical area in which these samples are found in the second graph.


MR. MILLAR:  Thank you.

UNDERTAKING NO. J2.4:  PROVIDE GEOGRAPHICAL AREA and RURAL/URBAN SPLIT IN WHICH THESE SAMPLES ARE FOUND IN THE FIRST AND SECOND GRAPH.


MR. KAISER:  Or even in the first graph, I guess.


MR. SOMMERVILLE:  The other element that Mr. Buonaguro mentioned was the rural/urban split, which was the other criteria.  Is it a great complication to include that in the undertaking?


MR. JUHN:  We will see.


MR. SOMMERVILLE:  Thank you.


MR. ROGERS:  We will try to do that.


MR. SOMMERVILLE:  Thank you.


MR. VLAHOS:  I am just trying to anticipate, I guess, ahead as to what -- will there be more questioning, Mr. Buonaguro, on that information that will be provided, or this is it and someone would argue as to what has been received?


MR. BUONAGURO:  I can't say one way or the other on behalf of AMPCO.


MR. VLAHOS:  I would just sort of question the value of this, once we get it, then.  Then what?  It's not being tested.


MR. KAISER:  Mr. Rogers, just on that point, can you inquire, if it's not possible to give us the actual names of these utilities, so we don't have to be guessing in the dark, if B.C. is half rural or half -- just find out what the conditions are?


MR. ROGERS:  Yes, I will.


MR. BUONAGURO:  Thank you.


MR. KAISER:  Because this is being put forward in some sense as a regulatory proceeding and it is of limited value when we don't know who these companies are.


MR. ROGERS:  I will check.  I assume some prohibition was put on it when the information was given, but --


MR. KAISER:  Make sure that is the case.


MR. ROGERS:  I will check and make sure that is so.


MR. BUONAGURO:  Thank you.


Now, you have spoken already about the fact, and it's in the evidence, that your proposal is for an eight-year cycle; correct?


MR. JUHN:  Correct.


MR. BUONAGURO:  And if we understand it properly, one of the key drivers in establishing a cycle, in general, is the rate of growth of vegetation in your area -- in the areas that you are managing; is that correct?


MR. JUHN:  Correct.


MR. BUONAGURO:  Is it also correct that trees grow at different rates depending on species, and particularly the length of the growing season?


MR. JUHN:  That is correct.


MR. BUONAGURO:  So if all other things, such as the width of the right of way and the clearing distance, are held constant, wouldn't it follow that the optimum cycle would be different in different climatic or growing zones?


MR. JUHN:  It is.  I just want to clarify that the eight-year cycle is an average.  There would be a different cycle for the -- a different rate of vegetation management in northern -- in some parts of northern Ontario, different in southern Ontario.  So when you are looking at our service territory in total, it is eight years.


MR. BUONAGURO:  I see, which my next question was to confirm.


So when we say eight years, we're not saying eight years no matter where you are.  We're saying average eight years; but if you were to specify different zones, you would have different cycles for each zone depending on your assessment, in part, on the vegetation growth rate in those areas?


MR. JUHN:  That is correct.


MR. KAISER:  Does that mean when you decide that you are going to knock it down from ten to eight, in some area you might be knocking from six to four?  In other words, you have the different cycles you have told us about.  That makes sense, because the growth isn't the same.


Are you then basically reducing the cycle by, whatever it is, 20 percent in all of the different regions?  How many different cycle regions do you guys have?


MR. JUHN:  It's not necessarily based on specific regions.  It is based on -- the work -- the frequency of the work is determined through our asset condition assessment process, which determines the condition of -- the condition of the right of way.  It's determined on -- other factors that are included are the reliability of those particular -- of the feeders, customer issues in those areas.

When one combines all of that, a decision is made on the annual program and what we're -- what we would like to accomplish is, on an annual program of 12,500, move that from current level of 10,000 kilometres on an annual basis.


That takes us from a ten-year to an eight-year cycle.


MR. SOMMERVILLE:  It's an intensification equal to 20 percent of the effort across the board.  So wherever that assessment is going on, wherever you are doing this work, there's -- what you're building into your program is a 20 percent boost in activity.  Is that roughly what we're talking about?


MR. JUHN:  Actually, the number is 25 percent.


MR. SOMMERVILLE:  I beg your pardon.


MR. JUHN:  Yes.


MR. SOMMERVILLE:  Twenty-five percent?


MR. JUHN:  Yes.


MR. BUONAGURO:  So that relates back to my earlier questions about, I think, to the use of the words "average cycle lengths across utilities".  This is generally how it seems to appear in other utilities, that they have -- when you talk about a cycle year, you're talking about an average.  When you're talking about an average, this applies to you, as well.  Depending on what area you're in, it might actually be less or more than eight years on the new proposal?


MR. JUHN:  That is the way it is recorded.


MR. BUONAGURO:  Okay, thank you.


Now, looking at tables 4.3 and 4.4 of this exhibit, these tables illustrate data from the TLC report about the relationship between vegetation management cost and cycle length; correct?


MR. JUHN:  That is correct.


MR. BUONAGURO:  Now, did the TLC report also provide data relating vegetation management cost to other possible drivers, for example, labour productivity, labour cost, use of contractors, work practices, et cetera?


MR. JUHN:  I am not aware of those details.


MR. BUONAGURO:  Now, the TLC study or report that we have been referring to, which was referred to in this particular management review, hasn't actually been produced separately in the proceeding, has it?


MR. JUHN:  No, it has not.


MR. BUONAGURO:  Can you undertake to provide it?


MR. ROGERS:  I am not certain of the confidentiality.  I don't know what the terms are of my client acquiring it.  Do you know?


MR. JUHN:  We have permission to provide it on a confidential basis.


MR. KAISER:  Is that satisfactory, Mr. Buonaguro?


MR. BUONAGURO:  I am happy to get that undertaking, and then if AMPCO really wants to make it public, they can apply.


MR. KAISER:  All right.  Can we do that on that basis, Mr. Rogers?


MR. ROGERS:  Yes.


MR. MILLAR:  J2.5, Mr. Chair, and, as I understand it, this will be provided to people who are willing to sign the Board's standard undertaking with regard to confidentiality.


MR. KAISER:  Thank you.

UNDERTAKING NO. J2.5:  TO PROVIDE TREE LINE CONNECTION VEGETATION MANAGEMENT BENCHMARKING STUDY ON A CONFIDENTIAL BASIS.


MR. MILLAR:  Thank you.


MR. BUONAGURO:  Just for identification purposes for the undertaking, that's the 2006 tree line connection vegetation management benchmarking study; right?


MR. JUHN:  That is correct.


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


MR. KAISER:  Thank you.  Mr. Lokan.

Cross-examination by Mr. Lokan:


MR. LOKAN:  Thank you.  My questions will also be on vegetation management.


Can I first ask you to look -- actually, I am Andrew Lokan, counsel for the Power Workers' Union.  Sorry, I didn't introduce myself.


Could I first ask you to look at C1, tab 2, schedule 2, page 35 of 37?


MR. GRAHAM:  We've got it.


MR. LOKAN:  Do you have that?  We were looking earlier at table 10, and Mr. Kaiser asked some questions about the numbers bouncing around in terms of the contribution that trees make to reliability indicators to interruptions.

I just want you to confirm - and I am going to give references so it can be by undertaking or on the spot however you like to do it - the number of force majeure events in those particular years.

I am going to suggest to you that in 2003 there were four.  And you will find that in a PWU interrogatory, so that's H6, schedule 1, page 3.

In the next three years, they're all in Exhibit A.  The numbers are, for 2004, one force majeure.  For 2005, four force majeures.  And for 2006, eight force majeures.

You will find all of those at Exhibit A, tab 15, schedule 1, pages 8 and 9 which give a description of the events.

MR. ROGERS:  We will accept that subject to check.  If it's different we will let you know.

MR. LOKAN:  Sure.  Accepting for the time being that those are the right numbers, is it fair to say that there's a fairly direct relationship between force majeures and the numbers that Mr. Kaiser was questioning, the 59 percent, 29 percent, 54, 64, that is when you have a low number it goes down.  When you have a high number it goes up?

MR. JUHN:  That is generally correct.

MR. LOKAN:  Okay.  And I take it that how it happens is that where you have tree growth that's more than where it should be, and there's a storm, that just creates issues.  You can have branches, trees falling whatever, and that creates issues with the lines.  Is that a fair description?

MR. JUHN:  In terms of more than what it should be, I guess is the phrase that I just -- I just want clarification or I just want to elaborate on.  More than what it should be is, it's our practice to manage our trees in a responsible manner.

MR. LOKAN:  Sure.

MR. JUHN:  All things considered, yes, one would see  -- one would see increase in reliability issues if, during storm conditions.

MR. LOKAN:  Right.  And you're never going to eliminate problems no matter how much tree clearing you do.  But if you do more tree clearing you get an improvement in reliability indicators, as you have detailed in table 11 on page 36.  Correct?

MR. JUHN:  That is correct.

MR. LOKAN:  Okay.  Now, as I read your evidence, you have really put forward three different benefits of investing in vegetation management.

You have talked firstly about reliability improvements.  You talked, secondly, about lower unit costs, so financial gains then there is a third category of "other unquantified" such as safety, consumer satisfaction, that's detailed in the reports.  Is that a fair assessment?

MR. JUHN:  Yes.

MR. LOKAN:  Okay.  I'm just going to ask some questions about each of those three areas.

Can I ask you to turn up the Vegetation Management Program Review.  So this is H1-14, attachment, either C or B, depending on which version you look at.

MR. JUHN:  Yes.

MR. LOKAN:  In this review, just looking at page 3, the authors note:  Majority of utilities on record are operating between four- and six-year cycles.  Is that the case?

MR. JUHN:  In the context it is used for, yes, based on the tree line connection, vegetation management benchmarking study, yes.

MR. LOKAN:  Okay.  If you turn to pages 7 and 8, there seems to be some information on the reliability indicators.

I just want to make sure I understand it.  I am looking at figures 2.5 and 2.6.  If I understand it, starting with 2.5, the SAIFI, moving from a ten-year cycle to an eight-year cycle, there's a projected 12 percent change, beneficial change in that indicator.

MR. JUHN:  12 percent, in terms of the tree outages, that is correct.

MR. LOKAN:  Okay.  And if you were to go further to six years, it becomes a 23 percent improvement?

MR. JUHN:  Yes.  That's what our analysis would indicate.

MR. LOKAN:  Again, that is specific to the tree outages.

MR. JUHN:  That is correct.

MR. LOKAN:  Okay.  So would you agree that that's at least, over those years, a relatively linear progression.  It doesn't level off after the eight-year mark.  It actually keeps going pretty much the same direction.

MR. JUHN:  Based on the numbers that we had of this, yes.

MR. LOKAN:  Okay.  Likewise, if you look at 2.6, SAIDI, moving from 10 years to 8 years, there's a 13 percent improvement?

MR. JUHN:  That is correct.

MR. LOKAN:  And moving from 10 years to 6 years, is a 24 percent improvement?

MR. JUHN:  Yes, that's what our numbers would indicate.

MR. LOKAN:  Again, relatively linear.

Would you agree, based on these numbers, that moving to an eight-year cycle really only gets you a little more than half of the available reliability increase that you could get, if you moved to six years?

MR. JUHN:  Yes.  Based on our analysis, that would be correct.  But I do want to point out that there are other factors.  The other factors are the cost associated with it, the cost benefit of reducing to a six-year interval.

The actual, practicality of being able to carry out this work is the other aspect.

MR. LOKAN:  Sure.  Ultimately, it's going to be a cost benefit analysis and that's addressed later in the report.  But at least at this step, you are agreeing that eight years gets you some benefits.  Six years gets you more of those benefits.

MR. JUHN:  Correct.

MR. LOKAN:  Now, as we move on to the financial side, we were looking earlier at page 11 where you have figure 3.1.

MR. JUHN:  Yes.

MR. LOKAN:  And as I understand these numbers, these are what you might call steady state numbers.  This is what you achieve after having gone through implementation at the end; is that correct?

MR. JUHN:  That is correct.

MR. LOKAN:  And the most relevant number is the total or the top line, because that combines the inputs and that gives you the overall figure for where unit costs are going to end up.

MR. JUHN:  The overall figure, that is the total cost, yes.

MR. LOKAN:  Total cost.  Not the unit costs.

Again, as I understand this graph, at 10 years, the total costs are $135 million.  Is that right?

MR. JUHN:  That is correct.

MR. LOKAN:  At eight years, the total annual cost would be $121 million.

MR. JUHN:  That is correct.

MR. LOKAN:  So, so far you have gained 14 million per year.  And then if you went further to six years, it would be, you would gain another 7 million to $114 million.

MR. JUHN:  Yes.  As I indicated, this is our initial analysis.  Once you are getting into the lower region or the less -- the more frequent maintenance, there's some, I guess there is -- there is some uncertainty in terms of the numbers as you then move further away from your existing condition, but this is what our analysis would indicate.


MR. LOKAN:  Right.  And here there's a bit of levelling off, in that as you go from ten to eight, you get a $14 million saving, and then eight to six is another seven.


So you capture the first two-thirds in the first two-year change, and then the next two-year change, that only captures you another third, as I understand the numbers.


MR. JUHN:  Yes.  The incremental benefit decreases.


MR. LOKAN:  Right.  You show the steady state optimum, though, at being at about six years.


I think you described it earlier as six to seven years.


MR. JUHN:  That is correct.


MR. LOKAN:  And that seems to coincide with that number at the beginning of the report, that most utilities in the TCL study are in the four- to six-year range.  Would you agree?


MR. JUHN:  That is correct.


MR. LOKAN:  I want to ask a little bit about some of what I call the unquantified.


If I look at your report here at page 16 and 17, you have what are listed as "other considerations".

MR. JUHN:  Yes.


MR. LOKAN:  Although you have not put dollars and cents on it, you have pointed out that corporate reputation and customer satisfaction can be expected to increase as people have fewer interruptions or shorter interruptions; correct?


MR. JUHN:  Yes, that would be expected.


MR. LOKAN:  There's also a heading here for safety, and it's noted that there may be safety hazards as tree or brush growth gets out of control.


I just wonder if you could clarify.  Are we talking here public safety or worker safety, or both?


MR. JUHN:  Both.


MR. LOKAN:  Okay.  And certainly when it comes to worker safety, aside from the human impact, that is something which would have financial implications, as well, because it affects the productivity of your work force.  Do you agree?  It's just they're not quantified here.


MR. JUHN:  Yes.


MR. COULIS:  Yes, absolutely.


MR. LOKAN:  Likewise, if you have public safety threatened, you never know when you might face a lawsuit or a liability.  So, again, it can translate into dollars.  It is just not quantified in this report.  Would you agree with that?


MR. JUHN:  It can, yes.


MR. LOKAN:  There's a couple of paragraphs here about the emerald ash borer, which the authors have taken pains to point out.  I take it that this is a pest that kills trees and is a bit of a wild card, but has some implications for vegetation management?


MR. JUHN:  Sir, could you repeat the last part of your question?


MR. LOKAN:  Nobody really knows quite what impact it will have, but it does have some implications for vegetation management; is that fair?


MR. JUHN:  Yes.


MR. LOKAN:  I wonder if you could just describe a little bit how.  Is it the case that if you have diseased or dead trees, that they are more fragile and more vulnerable to causing outages?


MR. COULIS:  Absolutely.  This pest very quickly kills a tree, and what you end up with is great stands of trees standing dead.


They are very much weaker, much more susceptible to failure into the lines.  And so there's an impact on the security of the line, reliability of the line.  There's also an impact in how we have to remove those trees, in the fact there is a lot of quarantine effort required to keep the infestation from continuing on.  So we have to clean our vehicles, et cetera, when we're working with these diseased trees.


MR. LOKAN:  So that actually adds to the cost of the program, but the existence of this threat is all the more reason to ramp up the vegetation management practices, if I can put it that way?


MR. COULIS:  It is one of the cost drivers that would impact our overall costs.


I believe that will not be the key for the increased number of cycles that we do.  So it will be an impact on our ability to get the cycles done, but not a main driver.


MR. LOKAN:  But it also makes it all the more important that you stay on top of vegetation management?


MR. COULIS:  Yes, that is correct.


MR. LOKAN:  Now, at page 19 of the report is where you go into implementation considerations.


You point out that moving to an eight-year cycle, it is estimated, will cost $60 million over five years in incremental costs, whereas moving to a six-year cycle would cost an additional $125 million in the first five years?


MR. JUHN:  That is correct.


MR. LOKAN:  That's one of the reasons that this report gives for only taking the first step for now, and not committing to going to the six-year cycle right away.


I just wonder.  Wouldn't it be possible to say, Yes, we're going to six years consistent with the data and consistent with other utility practice, but we just understand we are going to take a little longer to get there.


Isn't that an alternative approach you could take?


MR. JUHN:  It is something that we did consider, but based on the inputs on resources, the inputs on gauging our progress, it is not the -- it is not the solution that we're proposing as part of this filing.


MR. LOKAN:  And another alternative possibility that strikes me is it's not uncommon to have to incur some short-term costs for long-term gain.  Isn't that the nature of capital spending, generally, and couldn't you capitalize some of the expense?


MR. JUHN:  Not this particular program.  This particular program is specifically maintenance OM&A.


MR. LOKAN:  I know that is the way you classified it, but if it were a question of there was real value to spending some money upfront to gain the longer-term benefits, you could have partially capitalized as an approach?


MR. ROGERS:  I don't believe we have any accountants on this panel.  That sounded like an accounting question to me, Mr. Chairman.  I mean, I guess theoretically -- I think we get the point, but I don't know whether accounting treatment would allow that, or not.


MR. LOKAN:  I am content to leave that question at that.


MR. ROGERS:  All right.


MR. LOKAN:  More generally, is it fair to say this is one of those pay now or pay later issues, that if you don't invest in vegetation management, it's not like you can avoid the expense? It just comes back to haunt you at a different time?


MR. JUHN:  That would be one way of characterizing it.


I think in a little more broader sense, it's a management of risk.  Vegetation management, there are a number of risk factors and how you manage those risk factors.

As I indicated, where we are currently, we're not comfortable with the risk factors.  And the second aspect is the improvements.  If we want to make improvements, move advance -- advance our work, improve reliability and longer-term costs for ratepayers, it would lead us to go in that direction.


So those are the drivers.


MR. LOKAN:  So it's a bit like maintaining your car.  You maintain your car and it's more reliable, and a mechanic will tell you that you're avoiding probably bigger expenses down the line; is that fair?


MR. GRAHAM:  I think it would be simply fair to say that the study results we put forward say that we anticipate to get lower long-term costs and improved reliability if we invest this money.  So if that's what you're driving at, those results are there in the study.


MR. LOKAN:  I like the word "driving", because I understood that, yes.


If I could ask you to look at the other study, which is H1-49-A, this is the earlier study by, I think, a Mr. Griffiths.


MR. JUHN:  Yes.

MR. LOKAN:  And this actually relates to brush clearing rather than tree trimming so it is one particular subset.

Can you look at the chart on page 8.

MR. JUHN:  I have it, yes.

MR. LOKAN:  I am going to ask questions about this one because this is one of the few tables I understand because it has pictures.

As I understand this particular analysis, it suggests that you really want to catch, for brush clearing, trees before they reach three metres in height.

What this graph depicts is the successive levels of expense that you encounter if you don't hit that three meter or if you miss -- or if you pass certain other milestones.

MR. JUHN:  That is correct.

MR. LOKAN:  If I can get you to confirm the explanation.  Point A says it is 50 cents to treat brush up to three metres tall and the explanation says, that's with herbicides, with spraying.  That's by far the cheapest.

MR. JUHN:  At this time, I can't confirm the cost but from a relative point of view --

MR. LOKAN:  This is a 2003 study and so some things might have changed since then.  But in terms of the comparables, it's presented as 50 cents per tree, as of 2003.

MR. JUHN:  Correct.

MR. LOKAN:  Now, I understand that there is some pressure as time goes on to minimize the use of spraying, but it's still something that is used.  Is that true?

MR. JUHN:  Yes, it is.

MR. LOKAN:  Okay.  Once a tree passes three metres, you can't spray effectively and you've got to get into mechanical removal.  And what point B suggests is that as long as you're outside the limit of approach to an energized conductor, you've gone from 50 cents to $5 per tree.  Correct?

MR. JUHN:  As I indicated, those -- these are the numbers that our study brought forward back in 2003.

MR. LOKAN:  Just to follow through.  As you get within the limit of safe approach, you've got to take certain safety precautions, and then you're up to $10 a tree and then finally as a mature tree, over ten centimetres in diameter, I guess at breast height, it is $100.

I am just asking, do these numbers confirm that when it comes to brush clearing, you wait too long it just becomes significantly more expensive.

MR. JUHN:  Generally, yes.

MR. LOKAN:  Okay.  Now, this particular study recommended that for line clearing, the ideal cycle would be seven years.  That's at page 6 at the bottom.

MR. JUHN:  That was the recommendation of Mr. Griffiths who prepared the report.

MR. LOKAN:  Okay.  So you have taken that into account in making your current proposal to the Board?

MR. JUHN:  Yes, we have.

MR. LOKAN:  And just to complete the picture.  If you look at Appendix C, at page 19, brush clearing, it is a slightly shorter window that is recommended of 5.8 year cycles?

MR. JUHN:  Could you repeat the page?

MR. LOKAN:  Page 19.  And it is within appendix C to this particular report.

MR. JUHN:  Again, that would be Mr. Griffiths' assessment.

MR. LOKAN:  Okay.  If you just look above at page 18, there's a chart that I found to be very helpful in that it gives a breakdown of the different vegetation zones in Ontario, the Boreal in the north, the Great Lakes, and the Carolinian and gives a number of years for brush to attain its three metres.

And somewhat counter-intuitively for me, I find that there are poplars all over the Boreal forest in the north and that they actually reach that height in seven years.  Around the Great Lakes there's a number of six-year trees, and in the Carolinian forest, they all seem to be six.  Do you see that?

MR. JUHN:  Yes.

MR. LOKAN:  And just relating that back to the three metre rule, and that's repeated in your evidence before the Board in this case, isn't there an argument for at least a brush clearing going to a shorter than six-year cycle?

MR. JUHN:  Again, as I indicated before, we considered this.

This was prepared by Mr. Griffiths a number of years ago.  We considered his report.  It gave us directionally where we should be going, and that is what we were proposing for this particular -- in this particular filing.

MR. LOKAN:  And to be fair, as you have said earlier in your evidence, this is an item where, it's at least possible you might be coming back to the Board in a future year saying we moved from ten to eight.  It's worked out well.  Now we think it is time for the second shoe to drop and to move to a shorter cycle than that.  You are just reserving judgment on that from now on, at this point.

MR. JUHN:  As we get additional information, we will be reviewing the information, yes.  And if there is a case that could be made with the cost benefit, yes, that would be the direction that we would be going with.

MR. LOKAN:  Okay.  Thank you.  Those are my questions.

MR. KAISER:  Thank you.  Mr. Millar.
Cross-examination by Mr. Millar:


MR. MILLAR:  Thank you, Mr. Chair, Members of the Panel.  I will just be a couple of minutes, I think, and Ms. Cochrane has a little bit more than me, I think but I don't think we will be too much longer today.

Good afternoon, panel, my name is Michael Millar.  I am counsel for Board Staff.  I just have a couple of questions relating to issue 3.1.

Could I ask you to turn up Board Staff IR 64; that's Exhibit H, tab 1, schedule 64.

MR. JUHN:  Yes, I have it.

MR. MILLAR:  You will see staff asked three questions under that IR, and A relates to a question as to why the budget for data collection engineering and technical studies grew by more than 85 percent I guess from 2006 through 2008, and you provide in your response, lower down in that page there is a couple of bullet points. The second bullet point references the training of new staff.  Just to close the loop on that question, are you able to tell me how many new staff were hired under that heading?

MR. JUHN:  Yes.  In total, in total there was three incremental staff.

MR. MILLAR:  Three?

MR. JUHN:  Three, yes.

MR. MILLAR:  Thank you.  If you look at 64(b), it asks if any of the expenditures related to development, OM&A are one-time costs.  Then your response is that some expenditures related to development OM&A, are one-time costs.  These are associated with long-term load transfers but other LTLT costs will continue through 2009.

So just to be clear.  Are there any costs that aren't LTLT costs that are one time?

MR. JUHN:  Those are the only ones that we envision that are going to -- that are going to decrease to pretty much to zero in 2011.

MR. MILLAR:  Can you give my an idea of what the quantum of the costs of these one-time costs are for 2008?  I guess the total budget is 9.1 million, if I am not mistaken, for development OM&A.

Can you give me an idea of how many millions of that is one time?

MR. JUHN:  It's one million.

MR. MILLAR:  One million?

MR. JUHN:  Yes.

MR. MILLAR:  Thank you.  Can I ask you to turn to Board Staff 68.  Exhibit H, tab 1, schedule 68.

You will see here it's a chart Staff asked you to populate relating to regulatory costs.  On the second page of that exhibit, you have done so.  If you look down at the totals at the bottom, you see that the 2006 actuals were 15.8 million and the 2008 forecast is 19.7 million


Can you give me a sense as to what portion of those costs are dedicated to the regulatory costs for this proceeding?


MR. GRAHAM:  Mr. Millar, this exhibit was prepared by other witnesses.  There are a few dollars of these that do relate to the sustaining development and operations program, but primarily these would be in shared services and other regulatory costs, and I think were discussed to some extent yesterday.  So I can't really comment on your question.


MR. MILLAR:  I have the wrong panel, is what you're saying?


MR. ROGERS:  Yes, but there are witnesses coming back who will be able to answer your question.  Mr. Innis is coming back on another panel; so is Mr. Van Dusen.  I'm certain one of them can answer your questions.


MR. MILLAR:  That's fine.  I will skip to the very end, then.

I had some questions about one-time costs, generally.  I take it some of the costs for this hearing could be categorized as one time, but, again, you're perhaps not the witness for that.  We do have the LTLT costs you described.

I guess my question is:  I understand you're going to incentive regulation for 2009 and 2010; is that correct?


MR. GRAHAM:  Again, I'm not the expert.  That's my understanding.


MR. MILLAR:  Okay.  I know you're not the expert on that.


Do you have a sense as to what will happen with these one-time costs under incentive regulation, given that they're not recurring?


Is there any plan or proposal from Hydro One as to how these might be dealt with?


[Witness panel confers]


MR. GRAHAM:  I think the -- my understanding of IRM, and I'm not an expert, is that it generally sets a level, looks at productivity, looks at inflation based on a cost basis that will be established through this hearing.

Now, certainly there are going to be elements that will go down or disappear going forward, but there will also be a lot of elements that increase going forward.  So there is ups and downs within that envelope.


My understanding of IRM is it is supposed to set a limit that we would expect the revenue requirement to follow overall, including accommodating those ups and downs, so that any particular one-time cost that is in the base shouldn't be taken out because there may be another one-time cost that occurs in, say, 2009 or 2010 that would replace it.  That's my understanding.


MR. MILLAR:  Well, thank you for that.  In fairness to you, I know they're still working on exactly how third generation IRM will work, so I don't want to be unfair to you.  I just wanted to see if the company had any thoughts on that at this stage.


Maybe I will leave that.


MR. ROGERS:  They have thoughts on it, but I don't think this witness would be the one to tell you about them.


MR. MILLAR:  Fair enough.


MR. ROGERS:  There is a process.


MR. MILLAR:  I know the third generation IRM
process --


MR. ROGERS:  I didn't want you to think they didn't have any ideas about it.


MR. MILLAR:  Thank you.  I am going to leave it at that and turn it over to Ms. Cochrane.

Cross-examination by Ms. Cochrane:


MS. COCHRANE:  Thank you, panel.  My name is Elizabeth Cochrane.  I'm also Board counsel, and for something completely different, I am not going to ask any questions about vegetation management.  I had lots, but my friends have scooped them all up.


So I am going to move on to issue 4.2, sustaining capital, in particular, the retail meter replacement program.


Your prefiled evidence has indicated that the -- I am looking at Exhibit D2, tab 2, schedule 3, reference S18, the investment justification with respect to metering for shared use distribution charges.


MR. GRAHAM:  Can I ask you for which -- you mentioned a reference?


MS. COCHRANE:  I'm sorry?


MR. GRAHAM:  Which reference?


MS. COCHRANE:  D2.


MR. GRAHAM:  Thank you.  That's enough.


MS. COCHRANE:  Okay.  The document indicates that the proposed expenditure for 2008 is 2 million, which is about 1.7 million over what you spent last year, if I read your evidence correctly.


And the investment, reading at the top of the document under the heading "Need":

"This investment required for metering, which is used to determine local distribution companies' shared use of Hydro One-owned distribution stations."


Now, I understand that this can improve the allocation of costs --


MR. GRAHAM:  Sorry.  D2, you said?


MS. COCHRANE:  D2, tab 2, schedule 3, S18.


MR. GRAHAM:  S18.  Okay, that's what I missed.


MS. COCHRANE:  There are a number of documents there.  Okay.  Do you need a minute to read the document?


MR. JUHN:  Yes.


MS. COCHRANE:  Okay.  So as I was saying, this can improve the allocation of costs as among LDCs.  That's its primary purpose, but how does this benefit Hydro One's customers?


MR. GRAHAM:  As a general statement, I think the accurate allocation of costs and charges between utilities is of benefit to all customers in the province.  So that's what we're looking to achieve through this.


MS. COCHRANE:  Well, this $2 million, that's going to be recovered from Hydro One's customers, not the other LDCs' customers; right?


MR. GRAHAM:  I don't know how it gets treated in the rates, specifically.


MS. COCHRANE:  Well, my reading of the material, it's included in your capital expenditures.  You're proposing to recover it from your ratepayers and it's a --


MR. GRAHAM:  My question would be:  Which ratepayers?  I am not clear as to which rate class would end up with these costs, that's all.


MS. COCHRANE:  Could I get an undertaking that you will make some enquiries and advise which ratepayers this cost is to be recovered from?


MR. ROGERS:  Yes.


MS. COCHRANE:  Thank you.


MR. MUKHERJI:  J2.6.

UNDERTAKING NO. J2.6:  TO PROVIDE COST OF RESOP

MR. ROGERS:  Panel 4 can address it.  I will give you an undertaking if you like, but I am sure panel 4 can deal with it.


MS. COCHRANE:  Okay.  Can you confirm that the -- well, maybe this was also for panel 4, that however the costs are allocated is consistent with the Board's cost allocation policies?


MR. ROGERS:  Yes.


MS. COCHRANE:  You will confirm that it is?


MR. ROGERS:  I am confirming panel 4 should know that.


MS. COCHRANE:  Okay.


MR. ROGERS:  I am pretty sure it is, but I think they will confirm it for you.


MS. COCHRANE:  What information -- again, still on the retail metering costs.


What information does the company get from this system that helps it in its business?


MR. GRAHAM:  If I understand your general question - and, again, I may miss the point, so help me if I do - of course, accurate metering leading to accurate billing is the benefit we're looking for here.  We're looking to charge customers appropriately, whether they're -- whichever class of customers they are.  So that's why we have metering expenditures generally.


MS. COCHRANE:  With respect to this particular metering, this is -- perhaps I should have clarified this at the beginning.


This $2 million charge is specifically to upgrade metering of Hydro One's shared distribution facilities at approximately 20 locations, okay, so it's just those locations where you're sharing the facility with other LDCs, okay?


MR. GRAHAM:  That's correct.


MS. COCHRANE:  So my understanding of this project and this investment, that it's only -- only your main purpose is to allocate costs among the LDCs.  Is there anything else that Hydro One is getting out of it that it then uses in its business?


MR. GRAHAM:  Well, I guess, again, one thing I would note is that these embedded LDCs are Hydro One customers; that in fact this is customers we're dealing with.  We're trying to make sure that classes of customers get billed accurately.


MS. COCHRANE:  All right.  So this is embedded LDCs which is a customer class of Hydro One?


MR. GRAHAM:  That's my understanding, yes.


MS. COCHRANE:  Okay, I've got it.  I would now move on to issue 4.3, which is still on sustaining capital expenditures, and look at asset replacement costs, in particular, line projects.


The evidence indicates that the -- there's a proposed expenditure of 21.4 million for 2008, which is 26 percent greater than 2006 actual.

MR. GRAHAM:  Could I have a reference?

MS. COCHRANE:  Certainly.  This would be Exhibit D1, tab 3.  Schedule 2.

MR. GRAHAM:  Okay.

MS. COCHRANE:  Hold on a second.  I'm sorry.  I didn't give you the right reference.

MR. JUHN:  Yes, we have it.

MS. COCHRANE:  Exhibit D1, tab 3, schedule 2, page 22, paragraph 1, 2, 3, and second sentence, first and second sentence.  The second sentence indicates that 26 percent increase over 2006.  Okay.

So if you go back a couple of pages to page 19, so we're looking at table 4, it indicates that the line projects expenditures had increased substantially in the last few years.

Now, you have submitted at page 22, line 16, paragraph 4, that reduced funding, quoting:
"Reduced funding of this program would limit Hydro One Distribution's ability to economically replace integrated groupings of assets identified through ACA.”


Could you explain what you mean by this statement?

MR. JUHN:  Yes, I can.  The projects -- the sustainment projects are predominantly end-of-life facilities that have to be replaced.  And we are increasing or proposing to increase the end-of-life replacements, based on asset condition information that we collect during our line patrols and pole assessments.

The explanation goes back to how you integrate work based on all of the information that you have at hand from those assessments.

There are a number of defects that get replaced.  There are a number of poles that are identified at end of life.

Those poles can either be replaced in a group manner as a project, or they can be replaced on an individual basis, one, you know, scattered around on a feeder.

So the projects themselves we're finding is that we can group a good portion of the work, and that's the reason for the increase in the project work.



MS. COCHRANE:  All right.  If the finding for this was reduced, is it Hydro One's position that you wouldn't be able to do this economically at all, or you would just replace less line?  You know, if the Board decided that, you know, only 10 million was necessary, it would just mean you would replace X and a number of kilometres square rather than Y.  Or X times two.

MR. JUHN:  It wouldn't be -- no, it wouldn't be.  It wouldn't be that sort of straightforward.  What we would have to do is assess all of the poles that we find that are substandard during our patrols.  We would have to manage that risk and, if for some -- if for some reason that, you know, we had to manage it in a different manner, we would look at the alternatives.  And one-for-one replacement is one alternative.  You know, being a little more selective in terms of our replacements, having to do them in a cost that's a little bit greater than on this project basis.

So there are a number of alternatives that we would have to look at to develop -- to rework the integrated plan.

MS. COCHRANE:  You have indicated that the alternative would be to replace on a reactive basis and there is a premium associated with that.

I wonder if you can provide a split as to how much of Hydro One's maintenance is reactive as opposed to planned maintenance.

MR. JUHN:  I believe there was an interrogatory on that.  Just let me find it.

Okay.  It goes outside the bounds of the area that we're talking about, which is the capital replacement.  
H1-60 has the planned and unplanned work for -- sustaining work, it's OM&A sustaining work, excuse me.  So it doesn't address the capital.

The capital, the reactive work is -- for the sustainment projects, is identified with a D in the table.  So if we go to Exhibit D1, tab 3, schedule 2

MS. COCHRANE:  Sorry, is that D1?

MR. JUHN:  D1, tab 1, schedule 2.  Not including station work.  If we go to -- one second.  Go to table 3.  The joint use, which is on page 13, the trouble call and storm damage is reactive.  That is designated with a D, which indicates demand work.

Joint use and line relocation is also demand work.  Then the asset replacement, that is the proactive replacement of line assets.

MS. COCHRANE:  So are you able to tell us, or direct us to somewhere in your materials that might indicate what this premium is, how much in dollar terms, for the amount of reactive maintenance, the trouble call and storm damage component.

MR. JUHN:  If you can give me a second.

MR. ROGERS:  Do you have a question, Mr. Juhn?  Do you understand the question -- Mr. Juhn, do you understand the question?  Try to answer it if you do.  I'm not sure I do, that's all.  But if you do and can help, please do.

MR. JUHN:  I think the question was initially if it's in the evidence, in terms of the increase in the demand portion of the work.

MS. COCHRANE:  Right.

MR. JUHN:  Correct?

MR. ROGERS:  Okay, so very well.

MR. JUHN:  I was just looking under the trouble call and storm damage, IJDS 7, and there may have been a reference to it in that IJD.  That's where I was going.  But I don't see it.

Generally -- I mean it can vary significantly, but -- so in the neighbourhood, it can be double the cost of what it would be unplanned.  But being depending on a particular situation it can vary significantly, I can say that much.

MS. COCHRANE:  If the Board approved the expenditure for line projects that Hydro One is seeking are you able to quantify how much in savings would be generated, and over what period?

Again I'm trying to figure out there is this premium for doing, for not planning work, but for doing it on a demand basis.  So I assume you're trying to do more planned work.

So are we able to see, you know, what that premium is that we'd be avoiding or what the savings are going to be?

MR. JUHN:  It isn't just a matter of a premium.  It's end-of-life, substandard assets that are in our facility that we have identified that we have to address.

To sit back and say we're going to treat these on a run-to-failure basis, that is not in alignment with the utility practice.

There are some assets that we do run to failure.  Pole top transformers are one of those assets.  But the assets that we're talking about here, which are predominantly wood poles, in some cases conductor, the alternative doesn't exist, once you know that those assets are substandard, that you can just let them sit there and run to failure.


So I think it comes a point of our due diligence to address substandard situations, which really drives program and a number of other capital replacement programs.


MR. GRAHAM:  If I might add to what Mr. Juhn was saying, I think the point of the issues with the cost question you ask is it depends when.  If you run something to failure, when does it break?  How much breaks?  What is necessary?

It is very difficult to capture the premium if you start saying, well, I am going to do that, until you have the experience.  Like, what is it going to cost me?  What are the situations going to?  So you can't draw a direct relationship with respect to the dollars.

MS. COCHRANE:  I appreciate that, you know, good utility practice requires a higher standard than just running your equipment until end of life, but I'm just focussing on the savings aspect of it now.

By going to more planned work, I assume there is going to be some savings, and I am just asking to see if you can quantify what that is or show us in your evidence how much that would be.


MR. JUHN:  I don't have an answer for you currently.  It goes back to -- it goes back to our due diligence, responsibility to have our assets -- they're out in the public domain -- have our assets in a safe condition with a certain level of reliability, and our pole assessment identifies those assets that are substandard.


From our perspective, to meet our licence requirements, the OEB Distribution System Code requirements, we have to respond to those situations, those particular ones that are part of this program.


Part of this program is a substandard submarine cable and poles themselves.  So to say we're going to, I guess, leave assets that are in precarious situations out there -- certain assets that are higher risk, leave them in precarious situations out amongst the public domain is something that we can't really justify.


We've got our end-of-life criteria.  We've got the criteria where it meets the OEB Distribution System Code, and we have to respond to those particular assets.


What you're asking, I think, is for us to adjust our view of risk and see how that would affect the cost.


MS. COCHRANE:  Well, with all due respect, I am just asking for some clarification on what is in your evidence.


Now, you have indicated that by doing maintenance on a reactive basis, there is a premium cost, so, conversely, I assume there is going to be some savings.  I am not arguing that you need to be prudent and follow good practice.  I'm just trying to clarify or quantify:  What are the premiums that you're going to be saving?  Where are the savings?  How much?


MR. COULIS:  Can I try to answer that?


It's not so much the savings as a deferral of future cost.  If these pieces of equipment fail, there's going to be a premium cost to replacing at that time, along with the interruption to customers, et cetera.

So it's not so much a savings as a deferral of future expenses that would be a premium.


MR. SOMMERVILLE:  You can understand Ms. Cochrane's difficulty, though?


MR. GRAHAM:  Yes.


MR. SOMMERVILLE:  I mean, the decision to replace a specific piece of equipment prior to its failure is a concept that also needs defence.


You can spend your way out of all risk.  You can spend any amount of money.  You can replace equipment that is rated for ten years after five years and eliminate the risk.


You can replace a ten-year rated piece of equipment at ten years when it may not need to be replaced.


So it is that tension between when does -- upon what basis do you really make a determination that equipment or a category of equipment really is in that criticality that you have referred to, Mr. Coulis, where there is a failure and it's about to happen, and we know that our assessments are acute and that they lead to that conclusion, and that the prudent thing to do is to replace that category of equipment.

That's really what you are talking about.  So the difficulty is finding the right line there and not just saying, Well, you know, there's -- we have responsibilities, and so on.  There has to be some acuity in that calculation, or people can lose confidence in it.


Does that help in terms of formulating some response to Ms. Cochrane's point of view?


MR. GRAHAM:  I think so, Mr. Sommerville.  I guess there is a couple of aspects maybe I will try to elaborate on.


The first thing, these are not planning based on some sort of generic assumptions.  We have gone out and tested these facilities.  We know that they're in that condition, so they need to be dealt with.  So there is that aspects of it.


The second thing is just a mechanical question.  Like, to come up with a dollar figure such as you're asking for, we need some frame of reference and we probably need to do something like a mini planning process.

We don't have like a ratio, so we have to -- say, for example, if I was looking at table 4, if line projects were maintained at 17 million instead of going up at the planned level, what would the implication for future costs be?  That would be a re-planning exercise.  This is not an easy thing to do.


So I know you're looking for something relatively simple, and I appreciate what Mr. Sommerville has said, because it's true, but it is not just a rule of thumb.


MS. COCHRANE:  Have you done any analysis or assessment of what impacts or improvements, specifically on your SAIDI and SAIFI performance, Hydro One would experience if this particular project was carried out?


Like, can we say, if we spend this 20 million, this is how much of an improvement we can expect to see, based on, you know --


MR. JUHN:  Generally, our -- generally, our replacement is based on an end-of-life criteria that has been designed to maintain reliability, for the most part.


If you look at, let's say, a distribution line, it has an inherent reliability that it was designed to.  It's expected to perform at a certain level.  If you take trees away, it will perform a lot better, but it is expected to perform at a certain level based on those designs.


Once the wood poles fall below a certain strength threshold - and I believe the CSA is 70 percent or 67 percent, somewhere in that neighbourhood - then the direction is to replace those poles in order to maintain the level of reliability of those facilities.


So these programs, the sustaining portion of it, to a large part, they're carried out to maintain the inherent level of reliability in the system.


MS. COCHRANE:  Again, I don't mean to be argumentative, but I am going to see if we can somehow quantify.  That's what SAIDI and SAIFI figures are about.  It is about quantifying and hours and frequency, you know, the condition of a particular asset and how that translates into outages and duration and frequency.


So if you -- are you able to say?  Have you at some point looked at some project you did and you said, you know, We have improved, you know, these two lines and we have seen a 50 percent decrease in SAIDI and SAIFI, and can you use that sort of tool or analysis and say, with respect to this 20 million expenditure we want to make, this is what we expect to see in terms of outage and duration and frequency reductions?


MR. JUHN:  If I can direct you to page 23.


MS. COCHRANE:  Of which exhibit?


MR. JUHN:  Of Exhibit D1, tab 3, schedule 2, page 23 of 31.  These particular line projects, we did present evidence that pointed out that overall number of interruptions per year, once we rebuilt those facilities, reduced from in the neighbourhood of 52 percent.


But in terms of when you're looking at the overall system -- so we did provide some evidence in terms of once you take something that is 70 percent sort of -- 70 percent of new and you rebuild it, you're going to get some incremental benefit out of it, in terms of reliability.  You take it back to the level of initial design, approximately.


That's what this basically shows.  So on our sustainment projects, it is project by project.  When you are looking at these projects, it's a small portion of the system.  So I want to just point out that when you are looking at the system overall, the benefits are not going to be visible, but on an individual project for that particular area, you will see improvements.  You will take it closer to the new level or to the new low -- or actually to the new level.  Does that help?

MS. COCHRANE:  For starters, yes.

Now, with respect to this lines work that you spend the 20 million on, is that broken down into identifiable projects that you can say, we're going to replace such as this example, table five, you know, if we replace these eight feeders, we can expect, you know, 52 percent improvement.

Have you done that sort of analysis for this whole project?

MR. JUHN:  What we have provided is -- we haven't done specifically for the aggregate.

What we have provided in Exhibit D2, tab 2, schedule 3, we have provided what's called an IJD, investment document justification, for each of the sustainment projects, the large projects over $1 million.

In those particular ones, you will note if you go to S-11, which is Havelock TS, 57 and one feeder refurbishment.  It outlines the specifics of the project and the costs of that particular project.

MS. COCHRANE:  Thank you for that.

Still on the issue of sustaining capital expenditures.  I would like to look at the impact -- let me back up a second.

Hydro One's changing density.  Over the last few years Hydro One has been acquiring a number of LDCs, some of which have higher population densities than you know the typically rural customers it had in the past.

Has it been Hydro One's experience that since those other LDCs have been acquired, that the customer density has actually gone up somewhat?  So you have a higher density customer base than you did, say, five years ago?

MR. GRAHAM:  I don't have direct figures on that.  I would expect since those were municipal utilities that were acquired and we typically are in the rural area, they would have an upward effect on density, but I don't have the figures with me.

MS. COCHRANE:  Would you provide an undertaking to at least make an effort to find, if there have been any statistics that Hydro One has compiled to indicate, you know, the change in customer density.

MR. GRAHAM:  Well, I think one thing we can easily do -- I'm not sure what it would show you -- would be to take then the new customer numbers sort of annually and look at the kilometres of line annually and do a division and give you a ratio and see if that changes.  I'm not sure they will have an appreciable impact but we could probably do that kind of calculation.

MR. VLAHOS:  Ms. Cochrane, can I ask what would be the value to the Board for this information in terms of setting the 2008 rates.

MS. COCHRANE:  As the customer increases, maintenance costs should be decreasing.  I would like to see if there has been, you know, some decreasing of costs, as density has increased.  But the panel does not think that's ...

MR. GRAHAM:  The one thing is I think most of those acquisitions took place at one time so which would be back towards 2001.  You wouldn't see a trend line, you would see a step function back in 2001 and then we would be moving forward with those as part of our system.

MS. COCHRANE:  All right.

MR. ROGERS:  There is information coming in the cost allocation study dealing with densities but I don't know if it answers this particular question, but there is some information available.  Mr. Rodger will have that information and he can discuss it with you.  It doesn't directly respond to this enquiry, I don't think, but it is the kind of information, I think that my friend is seeking, Mr. Chairman.

MS. COCHRANE:  Just one last general question on that topic.

Has there been some improved efficiencies and improved performance as a result of the acquisition of all of these LDCs and which should have brought with it a higher customer density?

MR. STEVENS:  Definitely there has.  I know we have moved from one example, you know, a few operating centres as a result of that.  We had duplication of facilities in some municipalities.

MS. COCHRANE:  I have just a few questions on development capital.  This is issue 4.4, in particular the cumulative impact of increased utilization of equipment.

In your evidence, it has been indicated this is a driver for developmental capital requirements.

Could you – well, first of all, explain or help me understand what you mean by cumulative impact of increased utilization.  I mean, how is this different from, you know, a growth and that there is just more load on the system?

MR. JUHN:  Yes, I can explain that.  When we install facilities, they have a certain rating, and over time, additional customers connect on to those facilities.  There's a feeder out in a rural area.  It has a certain rating.  It has a certain capacity.  As growth develops, customers connect on to that feeder.

The accumulative is that, there comes a point where you have a load on that feed error number of customers drawing energy from that feeder that exceeds the capability of that feeder.  And in those particular instances, we -- modifications have to be made, adjustments have to be made to the power flow so that that feeder or that distribution station isn't overloaded.  Does that help?

MS. COCHRANE:  It does.  Again, I'm going to be nitpicky and try to get some quantification.

Are you able to make any correlation between how much of an increase in utilization there is, I mean how much more demand or load is there on the system?  And then how that corresponds with how much more infrastructure investment you think you need to make.

MR. JUHN:  We do carry out an extensive planning process that involves area studies.  They're logically selected, based on the system characteristics and the growth that we would expect in those particular areas.

Those area planning studies provide us -- and information that's captured during our surveys on the annual surveys on the ratings for our facilities, that information is used to determine where we have sort of hot spots that have to be addressed.  And those hot spots we actually provided IJDs which is any projects over a million dollars.  We provided a justification which points out, to the reason, the rationale for our investments, the future load growth in that particular area.

So the planning process takes a number of things into consideration, develops a long-term plan, and there is various projects that are carried out over a number of years in order to meet the customer demands.

If I can point you to, again, the IJDs in Exhibit --

MR. GRAHAM:  Just in addition to what Mr. Juhn is going to refer you to, D2-2-2 provides a list of the projects if you want something in terms of trying to identify which ones are upgrade for this purpose, system development projects, which ones are refurbishments, and so on.

MR. JUHN:  Yes.  That's a good reference, a good place to start.  If you go to D2, tab 2, schedule 2, for system capable reinforcement, it starts with D1 which is the new connections upgrades and service cancellations.  Then the various projects follow -- follow under section 2.2, system capability reinforcement projects.

MR. SOMMERVILLE:  Would any capital contributions be associated with any of these particular projects?  Or are these projects, do they fall outside of the capital contribution regime because they are planned?

MR. JUHN:  The capital contributions are predominantly in the new connections upgrades, and cancellations.

MR. SOMMERVILLE:  Right.  That would be Horizon study and so on?

MR. JUHN:  Yes.

MR. SOMMERVILLE:  A future revenue stream study that would attempt to identify the shortfall.  So there would be some revenue coming back.  Are these schedules net of that?

MR. JUHN:  Yes, they are.

MS. COCHRANE:  Would it be reasonable to expect that a higher utilization would also -- could, should also lead to a more efficient use of the system?  Like, as opposed to a system being under-utilized, you would have one you have more people coming on to it and there is a greater load on it.  It is being used more effectively.  You know, shouldn't that result in some reductions or savings of costs and not -- you know, you're showing an 18 percent increase for next year.


I am wondering if there is anything that should be -- that could or should be offsetting that, such as, you know, the higher utilization of the system.


MR. GRAHAM:  I think, again, I will try.  With respect to incremental investments, they do have -- they are lumpy to a degree.  So they provide for some growth, as well as for the immediate need.  So to the extent that you're continuing to use up the capacity that that investment previously provided you, you're not having to spend additional money, but you're generating additional revenue.

Now, that should be taken account of in terms of our load forecast with respect to the various customer classes for the rate calculation.  So you may see a rate impact of that.  These projects are specifically identified for situation where, in fact, we have overload situations that need to be dealt with.  That's the reality.  It's not like, again, it's some generic exercise.


We have gone and done the area studies that Mr. Juhn referred to.  They need relief or they're going to have a problem.

MS. COCHRANE:  So if I understand you correctly, you have gone out and you have taken out all of this into consideration and offset the additional revenues, and still you arrive at, you know, a net -- a need for a net increase in investment to the tune of 18 percent?


MR. GRAHAM:  The investment I guess I would say is what we are responsible for, so we would do the studies.  We would say the system needs this to provide service.  The rates people who you have coming up would be expected to talk about how -- you know, where we see load increasing and how that is affecting the rates.  We're not equipped to talk about that.


MS. COCHRANE:  I'm sure you do talk to your colleagues in the rates department, but hasn't there been some -- you know, some offsetting?


Now I hear you're saying that you just go out and you look at the system and you say, You know what, we need this, you know, whatever millions of dollars, but you're not taking into account the increased revenue that there will be from more customers utilizing the system?


MR. GRAHAM:  Well, the company would for certain, and with respect to the business plan that we developed, we talked about the various factors that get considered.  So in terms of affordability, we would look at, when we deal with things, if there are things that are dealt with that are in front of us that absolutely need to be dealt with from a service points of view, they would rise to the top of the prioritization heap.


However the rates are set, certainly they should be taken account of where we see increased utilization and the revenue that we would expect to see from that.


MS. COCHRANE:  Coming back to my question, I will ask it for the last time.  This 18 percent increase over historical levels, the company would have factored this in.  You know, is this number, the 18 percent - and you are here on behalf of the company - is that the net figure after everything has increased revenues --


MR. GRAHAM:  Sorry, excuse me.  You weren't finished your question.


MS. COCHRANE:  No, that's...


MR. GRAHAM:  That's the capital investment that is required to modify the facilities to allow us to accommodate the increasing cumulative growth that Mr. Juhn talked about.  The costs need to be factored into rate base revenue requirement, and we look at what the overall usage is going to be with respect to determining rates from that.


But, again, we would be looking at what our investment costs should be to just modify the service such that customers continue to be served.


MS. COCHRANE:  Another one of the factors that Hydro One has provided to explain increased development capital was the, quote/unquote, "changing mix of customers".


I am wondering if you can explain what you mean, what types of changes and what effects -- what changes you are seeing in the customer mix and how this is affecting your need for capital.


MR. JUHN:  Yes.  The changing customer mix, that's predominantly with connections, upgrades and cancellations.


What we have seen is a shift to a greater number of subdivision installations versus one of, and those have increased our costs when we're looking at the historical trend.


MS. COCHRANE:  There would also be increased revenues from those subdivisions, I take it.


One final question in this area.  It's about your generation connection assessments.


You have indicated -- well, yesterday's panel, I think.  You indicated that there's some dissatisfaction on the part of some of your generator suppliers about the impediments to getting connected to the distribution system.


So -- as you should be aware, the Distribution System Code was amended in October of 2006 to include additional responsibilities for generators.


Can you confirm -- well, first of all, can you confirm that this is your understanding and that there are greater responsibilities on --


MR. GRAHAM:  Well, certainly if I was to give you -- I will just give you a few statistics to give you a sense of this.  We would have seen a handful, literally just a handful, five or six connections a year, historically.


We have, since the start of the RESOP program -- actually going back to the start of 2006, because people anticipated the program's announcement - we have seen 1,300 requests for connection impacts assessments in the two-and-a-half years, let's call it.  Of those, over 700 have met the criteria for us to assess them.  Compare that again to five or six years.  We're talking about 700 versus 15, 20, 30, depending on the year.

So we have had a challenge in terms of getting those assessments done.  We have hired a number of staff.  I believe some numbers were discussed in yesterday's panel, but literally, as I mentioned earlier, we have gone from two or three people doing those to over 30 now.  We still run behind with respect to the backlog.  So all of that is true.


MS. COCHRANE:  I have a couple of questions now about your storm-related capital expenditures.


You have indicated at -- let me just get my document reference correct -- D1, tab 3, schedule 2, page 13.  Now, your evidence is that the 2008 spending is based on a four-year average, but when I -- well, not I.  When some much smarter Staff person does the math and gets the average spending on trouble call and storm expenditures between 2004 and 2007, but not including 2006, which was am anomalous year, they arrived at an average of 47.2.


And if you include the 2006 figure, you get 58.1.  So we're a little confused as to how you have arrived at 53.4 for the 2008 figure and wonder if you could explain that.


MR. JUHN:  Yes, I can.


It's a four-year weighted average for trouble call and storm separately, and the weighting is in H13-5, I believe.  Just let me double check that.


No.  H13-3, section E provides the weighting.  The most recent historic year is 40 percent, and then the next years are 10 percent less for each year.  It's a four-year weighted average.  What we would have for storm damage, we would have included the 2003 number, which is -- which our number is 24.8; 14 million, I believe, for 2004; 26.73 for 2005.  And we would have used the -- just let me rephrase that.


Oh, the weighted average came out to 26.5 for storms, and that includes some allowance for escalation.  And for trouble call, it would have been based on the unit numbers of poles and equipment.  And those numbers -- those numbers would also -- would have been derived used that weighted average amount.  And the total that we come up with would be the, what is in the evidence, which is ...

MS. COCHRANE:  Okay.  In order to manage storm response and to improve Hydro One's performance, is there any new technology that has been adopted?

MR. COULIS:  Could you just clarify your question, please.

MS. COCHRANE:  Well, you know, we've heard about the reduced vegetation cycle, which is expected to improve the impact of storms on lines.

And a lot of questions have been asked about that, so I am trying to ask something different as to what, you know, there's some technology such as automatic line switches, for example, that can improve response to storms and outages.  I'm wondering if Hydro One has made use of that or any other technology.

MR. COULIS:  For the most part, our success in storm restoration has been around our storm response practices.

We have a very robust response to storms.  The service centres where the storms are hit are manned very quickly and so we're finding very, very high success rate in responding quickly with the process.

Specific technical advances?  Nothing that I could bring to the forefront right now.  I am sure there is incremental things that we're utilizing, the significance would be really relying on the process that we have developed.

MS. COCHRANE:  We heard from yesterday's panel that the company's going to be spending over $43 million on a new IT system, Cornerstone.

Is any of that expected to spill over to help Hydro One manage its response to storms?

MR. COULIS:  I'm sorry, to my personal -- it's outside my realm of knowledge on that specific aspect of it.

MS. COCHRANE:  You know from your experience and from the studies and reports that have been commissioned by Hydro One, that there's certain parts of the province that are more prone to storm systems than others.

Is there anything, either in business practices or technology that is going to be used to do things differently in those sort of storm hotspots that may not be used in the rest of the province?

MR. JUHN:  I guess what we have -- if I can add something.  What we have installed is -- are is what's called a sectionalizer.  What that -- the benefits that provides is that, it will sectionalize a feeder, such that if there is a fault in one location, the fault doesn't migrate all the way back to the distribution station.  Therefore, it doesn't affect as many customers.

So in terms of, if an area is affected by a storm, only -- if the storm is in sort of the tail end, so to speak, of the feeder, affects the tail end, the front end of that feeder would remain energized and customers would have power.

So we have done that.  And those are -- that is highlighted in H1-52 where we have actually indicated the expenditures during the various years.

MR. GRAHAM:  One thing I might add to that and Mr. Stevens may want to comment further.  Certainly the investment in smart meters, the outage response aspects of that we talked about would help us in dealing with storms as with other outages, we would be able to pinpoint them better, direct crews better we respect to the information that will come from those.

MS. COCHRANE:  Which specific corridor of your distribution system is the most prone to storms?

MR. COULIS:  That would be the area moving east from Georgian Bay, Muskokas, primarily there seems to be a band through there that is prone more than the rest of the province to have storms come through.

MS. COCHRANE:  Is this related to -- I don't pretend to be a weathergirl either.  But Colorado lows or the Rocky Mountain lows, is that --

MR. COULIS:  I'm sorry.

MS. COCHRANE: -- or does that mean nothing to you?

MR. COULIS:  I'm not sure.  I just know it comes off the lake and it does tremendous damage.

MR. ROGERS:  I am familiar with Rocky Mountain High but I'm not familiar with Rocky Mountain low.

MS. COCHRANE:  My final few questions are about smart meters.  Just to confirm, Hydro One has included smart meter capital expenditures in its revenue requirement.

Can you clarify whether that is for the full, just the full year or is it from June 1 to December 31 of 2007?  Because I know there was a proceeding last year that dealt, in part, with those costs.  I mean, what -- what is the time period of smart meter costs that are included in your requirement?

MR. STEVENS:  Mr. Innis, tomorrow, will be able to -- sorry.  Mr. Innis, tomorrow, will be able to better speak to regulatory assets, but I know out of the combined proceeding in 2007, I believe we recognized all of the costs to May 2007.

So this application would seek the remaining balance in 2008 test year.

MS. COCHRANE:  Then I just have a couple of questions about your -- the minimum functionality costs, and you have indicated in table 6, at -- it's Exhibit F1 -- actually, just wait to make sure I get it right.

Yes.  It is Exhibit F1, tab 1, schedule 1, page 8, and table 6 at the bottom.

It is a table that sets out the smart meter costs exceeding minimum functionality that you are under-recovering.  And I wonder if you can provide any breakout of those costs in dollar terms.

You've indicated to other counsel, their cross-examinations, that there is basically four categories of -- beyond minimum functionality:  Meter outage detection capability, collectors outage detection capability, time-of-use capability, and integration and meter-base repair and replacement costs.

And I am wondering if, of that you know 5.7 million as at April 30, 2008, you are able to say that, you know, this amount is in relation to meter outage detection, for example.

MR. STEVENS:  Okay.  So I can draw your attention to Exhibit H10-28.  What I can speak to is the actual expenditures in the year.  But in terms of the regulatory accounting, I will probably have to push that one off to Mr. Innis tomorrow.  But H10-28 gives the full breakdown between what is minimum functionality capital and OM&A, and what exceeds minimum functionality capital and OM&A by year.

MS. COCHRANE:  Sorry.  What is the reference again?

MR. STEVENS:  H10-28.  The table is on page 2 of 2.  I can give you further reference if you want to turn to that exhibit.

MS. COCHRANE:  H10-28.  Yes.  I'm being told that that's not entirely responsive to the question, which is beyond minimum functionality costs, okay.  As at December 31, it is 3.4 million.  As at April 30 of this year it is 5.7.


MR. STEVENS:  Again, if it is a revenue requirement item, I am going to have to defer that to Mr. Innis, who can actually make that reference.  Sorry.


MS. COCHRANE:  All right.  As you're undoubtedly aware, in the 2008 distribution rate applications to date  -- never mind.  If I could just have one minute, because, if we're lucky, I might have just one question yet.


MR. JUHN:  If I'm lucky.


MS. COCHRANE:  Actually, I don't have any more questions, since most of them are for tomorrow's panel.


Thank you very much, gentlemen.


MR. KAISER:  Thank you.

Questions from the Board:


MR. SOMMERVILLE:  Just on the RESOP program, I guess there were some good news and some bad news.  The good news was you had an explosion in business on your assessments and that's a revenue offset of some description.


MR. GRAHAM:  To an extent, that's correct.


MR. SOMMERVILLE:  Have you calculated the overall costs to the company associated with the RESOP program?


MR. GRAHAM:  I haven't.  There's two major areas that are highlighted in the evidence -- actually, three.  There's the distribution OM&A, so there are studies and technical work we're doing with respect to the impact of generation on the system.


There's the capital costs, which have to do with the actual execution of the connections, and then there is the assessments which are done and also the planning work that's being done in asset management with respect to getting ready for what is a varying degree.


I haven't added those together, and it is also quite uncertain with respect to what's actually going to go forward.


MR. SOMMERVILLE:  That was my next question.  I wonder if you could provide me with some synthesis of those costs associated with the RESOP program.


MR. GRAHAM:  I don't see why not.  I think we could do that, yes.


MR. ROGERS:  We certainly will.


MR. SOMMERVILLE:  Thank you.  My question was:  How do you see that program carrying on from here?


MR. GRAHAM:  Well, as you are aware, the Board has a proceeding upcoming to look at distribution cost allocation and also transmission cost allocation.  Those reviews, one of the drivers is with respect to, Is the appropriate cost allocation in place with respect to incenting the appropriate amount of generation to meet the government's supply mix targets?


There are certainly technical challenges with respect to connecting large amounts of generation to the distribution system.


We are dealing with those kind of -- we have been dealing with those kind of one off, one by one, but I think we're getting to the point where if we're going to see a lot of generation emerge on the distribution system, we're going to have to have some sort of systemic approach.


MR. SOMMERVILLE:  Do you see those issues -- I guess what we're thinking about is -- or what I am thinking about is rates for 2008 need to be sort of generic in their nature.  They need to capture costs.


Mr. Millar alluded to this somewhat in his questioning.  The idea of one-off kinds of costs may have a different regulatory future than continuing costs.


MR. GRAHAM:  Hmm-hmm.


MR. SOMMERVILLE:  In that respect, how do you see the RESOP program?  How do you put that into that mixture?


MR. GRAHAM:  It's kind of a policy call.


I mean, essentially, to some extent, it could be a peak, and then not much, if we're kind of saying we're going to maintain the current philosophy, which I think is, Let's use the existing system, because we are going to run into all sort of technical barriers and we're going to say, thus far and no further.


If the government's policy and OPA's policy is that we are going to add a lot more generation to the distribution system, we are going to have to then make some significant investments in that system to accommodate that, and that's a different kettle of fish.  So it depends on the philosophy underlying it going forward.


MR. SOMMERVILLE:  So you're suggesting we're all in the dark together at the moment?


MR. GRAHAM:  Well, I'm suggesting that some policy calls need to be made, that's right.


MR. SOMMERVILLE:  With respect to the vegetation program, does NERC have specific protocols respecting vegetation control?


MR. JUHN:  Yes, they do, but they're specifically geared for transmission.


MR. SOMMERVILLE:  So do you associate -- do you put yourself somewhere within the NERC protocol?


MR. JUHN:  Yes.  On our transmission facilities, yes.  On our distribution facilities, NERC doesn't have any influence over our maintenance practices.


MR. SOMMERVILLE:  It really is an apples and oranges kind of association?


MR. JUHN:  It is.


MR. SOMMERVILLE:  Okay.  Just very tangentially, really, the PCB regulation that you alluded to in the proposal made by the federal government, did I understand this correctly that this would require you to test all of your PCB equipment to see if it falls above or below the 50 parts per million standard?


MR. JUHN:  Yes.  Thank you for bringing that up.  I didn't get to the point where --


MR. SOMMERVILLE:  Let me outline what my understanding of it is, and I would like to ask you what you think the implications are for your company.


As I understand it, it's going to require you to test the PCB equipment to see if it's above or below the 50 parts per million.  If it falls above the 50 parts per million standard, it will oblige you to remove that from service?


MR. JUHN:  That is correct.


MR. SOMMERVILLE:  Then to store it?


MR. JUHN:  To remove it, to dispose of it in an approved manner.


MR. SOMMERVILLE:  Which is, what, Swan Hills or -- or storage?


MR. JUHN:  I'm not familiar with the sites, but, yes, we do deal with PCB-contaminated oil, and we do have a mechanism for disposing of it, but I did want to highlight what I didn't get to before, which was -- I did find it -- just highlight that these regulations, they are going to be very cost impactive when they do come into place.


It's going to increase our testing costs, because it's going to affect all of the overhead pole-mounted transformers.  We anticipates by about $8 million a year, and our capital replacement cost by $4 million.


MR. SOMMERVILLE:  The idea would be that you drain those, but that's not necessarily a cure, is it?


MR. JUHN:  No.  No.  No, you have to remove those transformers.


MR. SOMMERVILLE:  Right.  Thank you.


MR. MUKHERJI:  Mr. Rogers, I guess the last undertaking would be J2.6, the cost of RESOP.

UNDERTAKING NO. J2.7:  Analysis to provide a scenario examining the move to a SIX-year vegetation management cycle from an EIGHT-year cycle.

MR. VLAHOS:  Panel, some questions that require hopefully just a "no" answer, okay?  Mr. Stevens, are there any conventional meters being replaced by conventional meters for 2008?


MR. STEVENS:  Yes.  It's possible specifically in the larger customer groups, the greater than 50 kilowatt.


MR. VLAHOS:  What about the smaller customers that are going to time-of-use rates?


MR. STEVENS:  Any of the customers that are covered under the regulations are being replaced with the smart meter.


MR. VLAHOS:  Right.  So there is an end year replacement by conventional meters for a stub period.  They're all being replaced by smart meters?


MR. STEVENS:  Correct.


MR. VLAHOS:  That was not happening in the past, though, was it?  I mean, you would have, as -- the seal date, whatever you call it, would expire before you obtained authorization.  What were you doing with them?  You were replacing them with conventional meters; right?


MR. STEVENS:  So up until approximately the end of 2006, I think we began in earnest in September of 2006, and we initially started with a community.  So everything else would have been done with a conventional meter, and then we began our mass deployment in 2007.  It's at that point that we really did transition to the vast majority of replacements being done with smart meters.


MR. VLAHOS:  How have they been retired, sir, the stranded meters?


MR. STEVENS:  How are they being retired?


MR. VLAHOS:  Yes.  Is that your area of --


MR. STEVENS:  We have a contract with a company called Barrie Metals that does an environmentally friendly disposal for us.


MR. VLAHOS:  I was looking for the -- you may not be able to speak to this, but do you know how they have been retired in the books?  For 2008, for example, what is reflected in 2008?


MR. STEVENS:  Again, it's probably a question better for Mr. Innis, but my recollection is this was addressed in an earlier rate case and we are depreciating those assets over the five years, I believe.  I believe it has already been accounted for.


MR. VLAHOS:  Since you're talking about the physical retirement, there is no market for those things, is there?


MR. STEVENS:  There is no real secondary market for people to use them.  So really it is the -- just scrap metal and glass.


MR. VLAHOS:  Okay.  Mr. Stevens, again, or Mr. Juhn.

Have any costs associated with the IESO's meter entity in 2008 rates?



MR. STEVENS:  Yes.  The integration costs to the IESO smart meter entity?

MR. VLAHOS:  Yes.

MR. STEVENS:  Yes we have capital expenditures projected in 2008 for that.

MR. VLAHOS:  Capital expenditures, are they also O&M?

MR. STEVENS:  Yes, there is some O&M, as well.  These are both in the exceeds minimum functionality category for O&M and capital.  Primarily the integration; again, I can take you to H10-28 that has all of the details.

MR. KAISER:  But aside from the integration costs would the IESO be charging you for the service, a fee when they get this thing up and running and is any of that in 2008 rates?

MR. STEVENS:  There is no assumption around that in 2008 rates.

We are basically assuming it's going to be a pass-through when it is determined exactly what that fee is and how it will be settled.

MR. VLAHOS:  Right.  I thank the Chairman for the clarification.  I did mean the eventual fee for the --

MR. STEVENS:  There is nothing.

MR. VLAHOS:  There is nothing there.

MR. STEVENS:  That's correct.

MR. VLAHOS:  That's fine.  Does the company have any CDM programs that may have commenced their life prior to the OPA's own programs?  And therefore continue to be defined by distribution rates as opposed to the OPA?


MR. GRAHAM:  I think that is really a subject for panel 4, Mr. Vlahos.  CDM programs are really not in the sustaining investment and operations programs and I think panel 4 will be equipped to talk to those programs.

MR. VLAHOS:  I thought I would ask the question so it is noted in the transcript so perhaps they can advise us when they come back.

Mr. Juhn, I don't know whether you can answer this question or not.  Any major changes in the company's capitalization policies since the Board has set 2006 rates?

MR. GRAHAM:  Again, Mr. Vlahos --

MR. VLAHOS:  Sorry.

MR. GRAHAM:  -- I would defer that to Mr. Innis.  As far as I am aware, none, but that's not to say there haven't been.

MR. VLAHOS:  As far as you know there haven't been.

MR. GRAHAM:  That's right.

MR. VLAHOS:  But if there had been they will advise us.

MR. GRAHAM:  That's right.

MR. ROGERS:  I am not aware of any, Mr. Vlahos, but we will certainly -- Mr. Innis will know for sure.

MR. VLAHOS:  All right.  Thank you very much.

MR. KAISER:  Gentlemen, I just had -- I am sure you have been over it at length with a number of counsel.  That's this business of whether you should move to six or eight.

I am looking at the chart that you have famous figure 3.1 which is on page 11 of A1, H1-14, attachment B.

That's the one that Mr. Lokan went through you with this, annual costs of you were comparing costs of $135 million a year with $121 million a year on an eight-year cycle.  And $114 million a year with a six-year cycle.  So there was a saving, as he pointed out, of $14 million per year if you went to eight years and $21 million if you went to six years.

I take it you believe these numbers?

MR. JUHN:  Yes, we do.

MR. KAISER:  And then over at page 19, you dealt with the costs of doing that.  I am going to come to that.

Now, in your explanation for not going to six, you raised two issues.  One was risk and the other was customer impact.  I want to deal briefly with both of those.

On the risk side, aside from whether you can find enough people to do it, we have looked at 4.1 that showed that everyone else in this sample was below six.  Three of you were above it.  One of it was in Arizona.

So it would appear -- and Mr. Lokan has taken you through various evidence, your own experts said at the outside, at a minimum you Chicago go to seven.  That was at page 6, I guess, of the Griffins report and over on the next page was that famous picture Mr. Lokan took you through, that can go from 5 cents to $5, and $10 and $100 in a real hurry if you don't catch these trees very early.

It seems to me, am I right, there seems to be, leaving aside the difficulties, there seems to be no doubt that the optimum is at least at six and that's why most of these people are between four and six.  Would you agree with that?

MR. JUHN:  From their utilities' point of view, yes, I would.

MR. KAISER:  But you believe it.  You commissioned this study or participated in the study.  I presume you did the study to say, what's the optimum?  You have said as, I understand it, six is your goal.  Did I get that right?

MR. JUHN:  Personally, I would feel better with the lower.  But it's a matter of the practicalities of the --

MR. KAISER:  Let's deal with the practicalities.

This is -- you have set out the costs and this is at page 19.  That it's going to cost you $60 million over the first five years to get to the eight.  Then it would be $125 over those five years if they went to six.  So it costs an extra $65 million.

Then you go on to say, to fund this investment Ontario Hydro is requesting current ratepayers to fund initiative with limited benefit to them.  That's because, of course the benefits are way off in the future and they have to pay now.

You must have done this analysis.  What if you went out and borrowed $125 million and you started on the plan to get to the six-year level and you paid back that note equally over the 15-year period.  You paid interest on it.  And you levelled out the costs in that fashion.  Wouldn't you be better off?  Is it any more complicated?   You seem to approach it by the notion that Hydro One doesn't know where the banks are in this country.

If you did this analysis simply borrowing that amount of money and you -- in that ten-year period, you're going to reap an extra $7 million a year, there is $70 million, I mean I realize it takes you five years to get there.  But in the last 10 years of this 15 period there is $70 million in savings by being at six years compared to eight years.  Could you do that analysis for me and -- I have just done it mentally, but did you do that analysis at all?  This is the rate impact issue, which it seems to me is what is really troubling you.  You don't want to throw this whole $125 million at the ratepayers over the first five years, but long term, there's no question of the benefits.

MR. GRAHAM:  I think, Mr. Kaiser, if I understand what you're asking, in planning the program we went with the current accounting rules so we did not run the study the way you are talking about it, which effectively I think is - although I'm not sure about the equity side - sort of treating it like capital as opposed to OM&A the incremental.

I don't see why we wouldn't have the forecast numbers to run the analysis, if that would be of interest to the Board.

MR. KAISER:  Well, can you just do it?  I am just interested in the arithmetic, the economics, and we can figure out whether the accounting rules force you to do something that's not economic.

MR. ROGERS:  Yes.  We will undertake to do that analysis.  I think I understand the drift of it, Mr. Kaiser, and we will see what we can do and presents it to the Board.

MR. KAISER:  Thank you.  

MR. MUKHERJI:   J-2.7, Mr. Rogers.
UNDERTAKING NO J2.7:  TO PROVIDE COST OF RESOP


MR. KAISER:  Sorry, Mr. Buonaguro, you have something.

MR. BUONAGURO:  Just on the issue of the regulatory treatment of stranded meters.  A discussion came up, it tweaked something in my head so I went back and looked at the settlement agreement.  Actually that turns out to be one of the issues we were able to settle.  In Hydro One's case, they did a comprehensive depreciation study in 2006 and parts of that was to reduce the depreciation rate for smart meters to match implementation programs, so that in rate base all of the -- all of the conventional meters will be depreciated up to 2010.  And then remove that out of rate base in that way. It was --

MR. KAISER:  I thought that issue -- I could be wrong, let me just -- you can research it better than I.  I thought when we did the August 8th, 2007 decision on this, the combined proceeding, we left open that to some other form of combined proceeding.

MR. BUONAGURO:  Yes.  I think a number of companies came forward with proposals for how they would treat the stranded costs and in the actual decision it was left open.

But at the time, if I recall correctly, Hydro One's proposal was to -- we've already in our 2006 rates accounted for stranded meters by reducing the depreciation rate for conventional meters, so that when 2010 rolls around and we have no conventional meters left in rate base, and everything is smart meters in rate base, it will actually match, because they will have been fully depreciated over the five years up to 2010.  

So in their particular case, it happened to have worked out.  That is in the -- that is sort of detailed in the settlement agreement at 8-4, which seems like a long time ago.


MR. KAISER:  I understand what you're saying.  I just have in the back of my mind -- it could easily be wrong, but I have in the back of my mind that I thought the Board would deal with it on a generic basis, but maybe you jumped the gun.


MR. ROGERS:  I think what happened was that this was dealt with as part of the 2006 rate application.  There was a depreciation study that recommended a five-year amortization period, which was implicitly accepted by the Board in accepting the depreciation study.  


So Hydro One would be different from the other utilities because of that.  That's what was done.


MR. BUONAGURO:  From an intervenor's perspective, in Hydro One's particular case, because the depreciation rate for what turned out to be stranded meter costs had already been offset against other changes in the depreciation rates so that there was no appreciable effect, as I understood it, on rates when it was done, it was acceptable as a particular solution for Hydro One. 


Then it was suggested, I think in that proceeding, that other companies might look at that.


MR. KAISER:  Right.  You're absolutely right.  Mr. Rogers, do you have anything?

Re-examination by Mr. Rogers:


MR. ROGERS:  I hesitate.  First, just a couple of things I would like to do.  It has been a long day.


Mr. Juhn, just one thing I would like to clarify.  Ms. Cochrane was examining you about the sustaining capital, and you recall the discussion about your averaging and how you averaged the various years to come up with the projection for 2008?


MR. JUHN:  Yes, the demand, the storm damage and the trouble call, yes.


MR. ROGERS:  Yes.  Yes.  I think you did mention this earlier in the afternoon, but I would just like to be clear on how you treated the abnormally high volume of storms in 2006.  I know you took a weighted average, but for 2006, did you discount that year in addition to that?


MR. JUHN:  We discounted it to the highest previous -- highest previous amount that we had experienced.


MR. ROGERS:  All right, Thank you.  I thought that's what you had said earlier.  


One last question, and I may regret asking this, but Ms. Cochrane was asking you about -- seeking if you could give her some quantification for the trade-off between doing work now and leaving it to react to a need.


Mr. Sommerville also asked you about that.  Now, I know there is a lot of evidence given today and it may be when I read the transcript, I will be able to piece it altogether, but what I would like to know is:  In simple lay terms, how do you know what when is the optimum time to replace assets?


MR. JUHN:  It depends on the particular asset.  For wood poles, there are -- CSA has a requirement that assets be replaced, wood poles be replaced, as I mentioned, 65, 70 percent of the original design strength.  That criteria, that threshold, forms the basis for end-of-life.


MR. ROGERS:  Someone must have done an analysis to come up with that standard to say that it is economically advantageous to make the adjustment at that point in the life of the pole.


MR. JUHN:  It's not -- for me, it's not just an economic decision.  It is also a decision around risk around safety, risk around reliability.


The industry has taken this value as an acceptable threshold, and most utilities and I believe -- if not all, have an end-of-life pole replacement program.  That is one asset.  Then there are other assets, also, that have -- as I mentioned, there are some assets that are run to failure.  


Our pole top transformers, it is very expensive to test those transformers, take samples, take the readings, and as such.  So on those particular assets -- and sometimes they get hit by lightening, and such, so those basically run to failure.  


So it is -- various assets have different means of establishing the replacement.


MR. ROGERS:  All right.  Thank you very much.  


Thank you, sirs.  Those are my questions.


MR. KAISER:  Thank you.  We will be back here, Mr. Millar, on Thursday?


MR. MILLAR:  Sorry, yes.  Thank you, Mr. Chair.


I do understand there was the issue with Mr. MacIntosh.  I will speak with him, ask him to review the transcripts and see if he still has any questions for panel 2.  If he does, I will speak with Mr. Rogers and we will sort it out.


MR. ROGERS:  I am assuming -- I am hoping and assuming that he will not, and then I will have panel 3 here ready to go on Thursday morning.


MR. KAISER:  All right, thank you.


--- Whereupon the hearing adjourned at 4:00 p.m.
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