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Thursday, December 16, 2021
--- On commencing at 9:02 a.m.

MR. SIDLOFSKY:  Good morning, everyone, and welcome to day four of the Hydro One transmission and distribution technical conference.  I have one more appearance for this morning.  Mr. Dumka, if you want to identify yourself.
Appearances:


MR. DUMKA:  Good morning, everybody.  This is Bohdan Dumka.  I'm a consultant for SUP, and I'll be asking panel 4 some questions along with my colleague, Colin Fraser.

MR. SIDLOFSKY:  Thank you, Mr. Dumka.  Any preliminary matters from Hydro One this morning?  Mr. Sternberg?

MR. STERNBERG:  Sorry.

MR. SIDLOFSKY:  That's all right.

MR. STERNBERG:  Can you just repeat that?

MR. SIDLOFSKY:  Were there any preliminary matters?

MR. STERNBERG:  No, we're ready to proceed, thanks.
HYDRO ONE NETWORKS INC. - PANEL 3, RATES & CUSTOM IR (RATES), resumed

Steven Vetsis

Bijan Alagheband

Clement Li

Steve Fenrick


MR. SIDLOFSKY:  Okay.  That's great.  Thank you.  I take it no one else has any preliminary matters, so we are going to go ahead with OSEA for panel 3.  Mr. Lusney.
Examination by Mr. Lusney:

MR. LUSNEY:  Thank you.  So it's Travis Lusney representing OSEA.  If we could go to OSEA IR 004.  So this question, if you scroll down, asks, behind-the-meter resources, are they included in Hydro One's load forecast, and based on the response, my understanding is behind-the-meter resources are not included; is that correct?

MR. STERNBERG:  I think you're on mute, Mr. Alagheband.

MR. ALAGHEBAND:  If you go to OEB Staff, I think it was 109.  Actually, this question was ask and responded, and so we can basically...

MR. VETSIS:  I think maybe 190.

MR. ALAGHEBAND:  190, sorry.  190, yes, 190.  Yeah, so our approach to this process is that we take into account what -- our forecast is based on actual, and on the actual basis our actual load numbers are actually affected by storage units.  So using storage units, actually our load was reduced.  And that would be reflected in the actual.

And when we make the forecast on that basis, then the trending the actual number would be translated into
trend -- into the forecast period, due to the forecasting models that we are using.  So we are simply -- are projecting or trending using the trend, historical trend, to project forward and that how much implicitly the storage units would affect the future load.

So we are actually taking that into account, and this is not something that we are ignoring.

MR. LUSNEY:  So two questions follow-up from that.  Is it only storage, or is it all the behind-the-meter resources, which could include co-generation non-hydro renewables?

MR. ALAGHEBAND:  Okay.  So the idea is that the behind-the-meter generation may -- part of it may not be reflected in the measurements that are done by the IESO, and -- but that is, you know, again reflected already in the actual.

So whether it is measured -- it measurable by IESO or not doesn't really matter.  It is reflected in the actual.

MR. LUSNEY:  But is the distribution system plan forecast not done by Hydro One?  It is not IESO's forecast.

MR. ALAGHEBAND:  Distribution -- okay.  So we are talking about distribution.  So for distribution load forecast we are looking at the energy usage again.  We have gone by customers, and that -- if the customers are having behind-the-meter generation that are not registered with Hydro One, that are not really reflected in the -- you know, suppose they put the solar in their kitchen.  We cannot go and check all the houses in Ontario, you know, to see if they have the solar panel or not, you know, so -- but it would be reflected in the load.

MR. LUSNEY:  Would a connection of a solar facility, even in a micro, not require an offer to connect from Hydro One?

MR. ALAGHEBAND:  Okay.  So that's the thing that we need to look at.  So if they are on microFIT, they have been, you know, registered, and still their load would be reduced because of that, and this is what would be reflected in the actual.  If they -- in the future they switch to net metering, it would be the same impact, so their load would be lower compared to -- so some, you know, microFIT customers may actually switch to, you know, net metering, but then result is not different.  The result is reduction in the load.  That would be reflected in the future actual, and so it is part of the -- and forecast has already taken that into account.

MR. LUSNEY:  So behind -- all behind-the-meter resources, including storage, behind-the-meter solar that would have been installed post FIT program, and potentially cogeneration at commercial and industrial facilities on the distribution system, the forecast is only done by trend of the previous historic?  Is that -- is my understanding correct?

MR. ALAGHEBAND:  That is correct, but there is also something, you know, that when we are talking in general about switching between different sources, you need to account for the fact that some economic factors already take into account over the forecast period.  That's how that switching is done.  So based on income, based on relative energy prices, those things are already reflected in the -- in our explanatory variables for the future load.

So for example, energy prices already reflect the carbon tax, and so in the future there would be more carbon tax in the future, so that trend that would accelerate fuel switching, would accelerate say perhaps EV using, you know, the storage using.  All those things can be affected by that relative price, and so part of that rate is already included in that.

The other part that perhaps is not included would be related to if there is additional programs to promote, you know, the behind-the-meter generation, and which we are expecting that to happen.  And -- but that is the risk of the forecast on the load side, not on the high side.  So on the -- there is a low side risk to the forecast in the sense that the future load may actually come in, you know, lower than, you know, what they forecast.  But, you know, this would be the benefit of customers, because otherwise, you know, the price would have been higher.

MR. LUSNEY:  Okay.  So Hydro One has a future energy price to perform that economic analysis; is that correct?

MR. ALAGHEBAND:  That is correct.  We are -- actually, it's not our prices.  We are getting it from Canada, the CER, so we have the energy forecast use from that.  This was based on previous recommendation that we should use a unified, you know, forecast for sources of energy prices.

MR. LUSNEY:  I may have missed that.  Has that been filed anywhere, that forecast of prices?

MR. ALAGHEBAND:  It is actually in our -- if you look at the attachment to Exhibit D-3-1, there is an attachment which includes all the variables used in the forecast, including energy prices.  There is a tab for the energy prices.  So I think it's called D-3-101.  This is an attachment to that.  This is an Excel file.  This has everything there.

MR. LUSNEY:  Okay.  So then coming back to OSEA 004, since behind-the-meter resources are being forecasted on a trend, should the question not give the trend availability, in terms of how much uptake you're going to have for distribution system plans for 2020 to 2027?

MR. ALAGHEBAND:  The trend is implicit in our forecast.  Unfortunately, we cannot separate that portion from our forecast, but that is not material to this hearing, because the forecast basically based on net forecast that we have, and that net forecast already includes the trend.

MR. LUSNEY:  Okay.  Could I have, to help with the trend, could we have an undertaking to provide behind-the-meter resource connections by resource type and by transmission station from 2015 to 2022?

MR. ALAGHEBAND:  There has been actually -- you asked this question.  I think it was an interrogatory for that one.  This is OSEA 04, number 4.

MR. LUSNEY:  Yes.

MR. ALAGHEBAND:  And then we had -- we already provided the answer there, you know, so that --


MR. LUSNEY:  But that's just --


MR. ALAGHEBAND:  -- is information that you have.  For example, we don't have it for BI -- by technology, for example, you can have it in OSEA 005. That I don't have it here, but it is submitted already.  And then by geographical location, we don't have.  And then for part 3, by year, the behind-meter capacity in 2020 is provided, actually, again in OSEA 005.

MR. LUSNEY:  Yes, I would like to have each year so I can understand the trend.  Not just 2020, but what was installed in 2015 and 2016 and 2017, 2018, 2019, and 2020, please.

My assumption is that Hydro One would have issued offers to connect or adjustments, because it is equipment that's being connected behind.  So for DSC, you're going to have paperwork on registering that facility on top of behind the meter.

MR. ALAGHEBAND:  Yes.  Unfortunately, there is no separate meter attached to this equipment, so actually, and some of them are not -- we are not even aware of it where they are.  As I said if you put a solar in your kitchen, you know, we are not aware of it.  We don't have a meter measurement of that.  But there are some that are available for 2020 we already provided.


And because of that lack of separate metering, we can not actually provide the trend for the forecast period, because it is implicit in the forecast.  We can not force it out.  We can not take it out of the forecast.  It is there, but we don't know how much it is.

And in terms of risk factor, as I mentioned, the risk would be on the low side in the benefit of customers, not on the high side.

MR. LUSNEY:  I struggle to -- Hydro One doesn't have just residential; you have commercial/industrial.  I struggle that you don't have an understanding of generation behind the meter for certain things just from a safety and reliability aspect.  Would they not have to, especially with load displacement, you would have to have some sort of agreement, a connection agreement adjustment with that customer.

MR. ALAGHEBAND:  I think this is not related to this panel for reliability and, you know, off the system.  This should have been asked from panel 2.  I don't have --

MR. LUSNEY:  And I was directed to panel --


MR. ALAGHEBAND:  I believe there was some questions and they were answered with that panel.  I'm not sure --


MR. LUSNEY:  Well, I'd still like the undertaking from Hydro One to provide it on an annual basis, whatever records you have, and these would be changes in connections [multiple speakers]


MR. ALAGHEBAND:  I assure I don't have --


MR. MYERS:  If I could --


MR. ALAGHEBAND:  -- anything for the forecast period.  I assure you about that.

MR. LUSNEY:  Historic.  Historic is what I'm asking.

MR. ALAGHEBAND:  Historical, we already provided 2020; this is what we have.

MR. MYERS:  If I can interject?  I think Mr. Alagheband has explained why the information is not available.  If there is something more that you're asking for, then clarify what that is.

MR. LUSNEY:  It's hard to get a trend with only one data point.  It's basically impossible.  I was hoping to get a trend, and I'm surprised Hydro One can't access that, given they do have -- there's connection agreement changes.

MR. MYERS:  I think Mr. Alagheband has explained that it comes down to the metering.  If you'd like, you can restate your undertaking and we can take that away and further explain why the information is not available.

MR. LUSNEY:  Okay.  I think for the undertaking, it is please provide a list of connection agreement -- by technology, by installed capacity, of connection agreement changes for load displacement or behind-the-meter generation from 2015 to 2020 on an annual basis.  And if you can't provide it, please put it on the record why you can't provide it.

MR. MYERS:  Mr. Alagheband, do you need to consult on that?

MR. ALAGHEBAND:  I don't have that information because I'm not an engineer.  I'm not connected to -- I'm not in the business of connecting customers.  But we'll try to figure out, you know, and if possible, will provide.  I'm not sure if the information exist.


MR. MYERS:  We can undertake to consider whether that information is available, and if it's not as you requested, we'll explain why that's not available.

MR. LUSNEY:  That's all I can ask.  The last one is just coming back to how you have a 2020 list, but you have no geographical information for it.

MR. ALAGHEBAND:  As I said, this information is not something that we gather at our department.  This is what we asked from the planners, and this is what they had.  So actually there is not a -- our database doesn't include that information.

MR. LUSNEY:  Okay.  The question is asked to Hydro One in general.  I understand I've been directed to this panel, after -- I would very much as an undertaking to try to find geographical or transmission information.  These are connected assets that are producing through your facility on behind-the-meter basis.  [multiple speakers]


MR. ALAGHEBAND:  The answer was provided before.  We don't have that information.  But if you want to persist, we take another undertaking, and most likely, the answer will not change.  I don't know.

MR. LUSNEY:  All right.

MR. MYERS:  Mr. Sidlofsky, should we mark those undertakings?


MR. SIDLOFSKY:  Yes, I realize that.  That's JT4.1.
UNDERTAKING NO. JT4.1:  TO PROVIDE A LIST BY TECHNOLOGY, BY INSTALLED CAPACITY, OF CONNECTION AGREEMENT CHANGES FOR LOAD DISPLACEMENT OR BEHIND-THE-METER GENERATION FROM 2015 TO 2020 ON AN ANNUAL BASIS; TO CONSIDER WHETHER THAT INFORMATION IS AVAILABLE, AND IF IT'S NOT AS REQUESTED, TO EXPLAIN WHY IT IS NOT AVAILABLE

MR. LUSNEY:  Thanks.  That's it for my questions.  Thank you very much, panel, for your time.

MR. ALAGHEBAND:  Thanks.

MR. SIDLOFSKY:  Thank you.  We're moving on to OEB Staff questions, and we're going to begin with David Hovde of the Pacific Economics Group, and these questions will be directed to Mr. Fenrick.

I should also note we have tried to ensure that we've stayed away from raising any confidential materials, so we don't believe that we will need to go in camera for any of these questions.  But if the panel does feel that anything needs to be dealt with in camera, please mention that and we'll make arrangements.  Thanks.  Mr. Hovde?
Examination by Mr. Hovde:


MR. HOVDE:  My name is David Hovde, I am vice president of Pacific Economics Group Research.  I'm also joined by Rebecca Kavan, who is also with PEG.

Our questions are going to be directed to Mr. Fenrick.  Our questions are related to the responses to IR A-CLS-Staff-338 through 356; the Clearspring report, which is EB-2021-0110, attachment 1, Exhibit A-4-1; and the working papers provided by Mr. Fenrick.

As mentioned earlier, we are not going to be making any specific quotations from the confidential working papers that require an in camera session.  We are going to proceed in numerical order through responses and I would like Rebecca to start with the first question.

Rebecca, are you there?  I talked with Rebecca and she may be having technical difficulties, so I'll just proceed by asking the questions.

The first question is regarding IR A-CLS-Staff-338.  In the Clearspring direct report, table 2, which is labelled "Total Cost Model Estimates for Transmission" and table 6, "Total Cost Model Estimates for Distribution", could you please clarify whether HON's forecasted data of 2021 through 2027 was also included in the estimation of those parameters?

MR. FENRICK:  Hello, Mr. Hovde.  Yes, in the parameters that Clearspring reported, Hydro One data was included.  Obviously when we do the benchmarks, there we exclude them from the model, But the reported estimates, reported parameter estimates are inclusive of Hydro One.

MR. HOVDE:  Thank you.  Next question, same information response.  We would like some additional clarification on the reason for some sample exclusions.  We're going to be asking about distribution and transmission.  Some are clear from our review of the working papers, and normally I would use company names, but because we're dealing with confidential materials, I'm going to give ID numbers instead, if that's okay.

The first example is 4008369 as an example of a company which is likely due to mergers.  We have a bunch of companies that are part of the ERCOT region that were excluded, that we believe would have been excluded because of known data deficiencies, and some that were not always major investor-owned utilities.  But there may be a couple of others that aren't as clear to us as to why they're excluded.  And then for -- other than the reasons that I just mentioned, we're wondering if you could undertake to provide which companies were excluded and why.  And this is for the distribution work.

MR. FENRICK:  Would you have a list of the specific numbers, at least, that you'd like us to explain?

MR. HOVDE:  Yes, this just has to with sample inclusion, and what I did was I just went through your distribution working papers.  I focused in on the variable that you used to identify which companies were not included in the sample, and then I kind of just did a -- I took a look at the companies that were excluded, and then I was kind of mentally saying, oh, well, that's because -- I know why that's excluded, I know why that's excluded, and there's a couple in there that I couldn't readily identify.  One of them would be kind of a very northern New England company, if I could put it that way, and I think there was -- there was a couple others.

I don't expect that you would probably have to provide more than like, you know, one to five explanations, maybe.  That's kind of in the order of what I'm expecting.  Most of it should be pretty clear, I think, but there's a couple which I had a question.  I just thought you might be able to say, oh, yeah, we did this.

MR. STERNBERG:  Perhaps if it might assist in getting Mr. Hovde the information he's looking for, just following up on what Mr. Fenrick said, would it be possible for you to provide -- and it can be done, you know, separately, confidentially, if need be, or if there is a way of you doing it on the record in a non-confidential way -- is there a way of you advising of which particular entities you were unsure of, and Mr. Fenrick can then provide a specific response in respect of them?

MR. HOVDE:  I'll tell you what, I will -- I can provide such a list, and then I will -- I'm not sure how to go about it.  Maybe I'll just work with counsel here at the OEB or something in order to relay that.  I don't know how that would work.

MR. STERNBERG:  Just a suggestion.  We can talk about it or you can talk about it, Mr. Sidlofsky, at the break with Mr. Hovde, but perhaps if you could -- if you have that list that you could prepare today, then perhaps that could be provided in writing and we could mark that as part of the undertakings so we're all clear on which entities are being asked about.

MR. HOVDE:  That's fine.  I could do that, and as long as -- I don't think it should raise any confidentiality concerns, but I could obviously do that.  I can prepare that list.

MR. STERNBERG:  Thank you.

MR. SIDLOFSKY:  We'll call -- sorry, Mr. Hovde, we'll call that undertaking JT4.2 and we'll try to supplement that.
UNDERTAKING NO. JT4.2:  WITH REFERENCE TO IR A-CLS-STAFF-338 AND BASED ON A LIST OF ENTITIES MR. HOVDE INQUIRES AFTER, TO EXPLAIN WHICH OF THESE ENTITIES WERE EXCLUDED FROM THE SAMPLE FOR DISTRIBUTION WORK, AND WHY

MR. HOVDE:  Okay.  And also, could I just -- I would like to add to that particular undertaking in the name of just efficiency, I guess.  There is also a similar question for transmission.  This is going to be a little more straightforward because the companies are known.  For the transmission there were eight companies that were excluded from the TFP work but not the benchmarking work that were indicated in a footnote on page 46 of the Clearspring report, and the reason given was that there was some data missing for some years.  I just wonder if you can add to that undertaking to provide an explanation for which data were missing for those particular eight companies that were noted in the report, and just add that to that undertaking.

MR. SIDLOFSKY:  What I'm going to do is make that a separate undertaking just to distinguish --


MR. HOVDE:  That's fine.

MR. SIDLOFSKY:  -- distribution from transmission.  So we'll make that Undertaking JT4.3.
UNDERTAKING NO. JT4.3:  WITH REFERENCE TO IR A-CLS-STAFF-338, THE CLEARSTREAM REPORT, PAGE 46, TO PROVIDE AN EXPLANATION FOR THE EXCLUSION OF EIGHT COMPANIES

MR. STERNBERG:  Just, I assume there's no -- I assume that's fine from your perspective, Mr. Fenrick?

MR. FENRICK:  Yes, yeah, that's no problem to undertake to explain those exclusions.

MR. HOVDE:  My third question is that regarding IR A-CLS-Staff-343.  This has to do with the -- some mergers.  Clearspring indicated that they used the Platts UDI directory to discover mergers of U.S. utilities.  We're just looking for some clarification if only a single issue was required that had kind of a comprehensive listing of which mergers were done over time, or if multiple issues were required, and if only a single issue was required, could you just tell us which issue it was and if multiple issues required can you just give an idea about the range of issues, like, you know, issues, I don't know, you know, 89 through 110, or whatever it might be.

MR. FENRICK:  Yeah, on that we used, I believe it's the 2015 UDI directory, and then we supplemented that with, you know -- because that goes back, I believe, to 1990-something, as far as mergers, and then we supplement that with a number of web searches to ascertain all those mergers.

MR. HOVDE:  Okay.  So it looks like it was a primary source and then you did some extra work, it sounds like.

MR. FENRICK:  Yes, right.  Correct.

MR. HOVDE:  Next question regarding IR A-CLS-Staff-346, and then also we were going to make reference to IR A-SEC-15.  This just has to do with this convergence to the mean statement you made.  In the second bullet of the response to A-SEC-15, Clearspring indicated that superior cost performance should be expected to converge towards the mean of the sample --


MR. STERNBERG:  Sorry, can you just -- sorry --


MR. HOVDE:  Yes.

MR. STERNBERG:  -- to interrupt.  Can you just give us a minute to catch up on --


MR. HOVDE:  Sure, no problem.

MR. STERNBERG:  -- the screen.  We don't have that one up.  So we can all see what you're referring to.  Thanks.

Sorry, Mr. Hovde, I'm not sure if you're able to see the same -- you're logged in, you're able to see the same screen we are.  We have it up --


MR. HOVDE:  Oh.

MR. STERNBERG:  -- now, thanks.  It just takes the person a moment to pull it up, but --


MR. HOVDE:  Sure, no problem.

MR. STERNBERG:  -- thank you.

MR. HOVDE:  So what we're looking for is that there was just a statement made that one might expect that if somebody was a superior cost-performer or perhaps they were an inferior cost-performer, that their performance over time could be expected to converge to the mean for the sample.  And all I really want to know is, you know, what was the basis for that statement, whether or not it's based on something that was published, something tangible we can take a look at, or if it was just kind of, you know, general economic principles or something.

MR. FENRICK:  That statement's based on two -- two facts -- or evidence as far as just how utilities operate as far as, you know, capital does tend to go up and down, you know, and when they're in a down, you know, and spending less capital, you would expect their cost performance to be better; and as they need to ramp up that capital spending, you would expect that to converge then towards the mean, or vice versa.  You can go the other way as well.

Also, a number of years ago we looked at this issue.  We didn't do if for this proceeding.  We did find that as utilities have stronger cost performance results and benchmark scores, in, you know, subsequent years those -- they do tend to converge to the mean one way or the other, whether they're inferior and then they tend to get better or, if they're superior they tend to converge to that mean.  And so that statement was based on those two elements.

MR. HOVDE:  Thank you.  Next question has do with IR A-CLS-Staff-349, part B.  This is going to have to do with when we're asking about a HON-specific productivity study.  The response to part B indicated that the reason that the company productivity was not done or reported was because of the desirability of an external benchmark.

And just two questions.  First, can you confirm that it that was possible to calculate the MFP trend for Hydro One using the available data, if that's something that, you know, was desirable to do?

MR. FENRICK:  Beginning after 2000 -- the data is not available from Hydro One beginning in 2000.  It is available after 2000, I believe 2004, maybe, 2005, I forget the exact year where the data is available, but it would be possible to calculate the MFP or the TFP for the company specific -- starting in that beginning -- different start year.

MR. HOVDE:  Thank you.  And then second question was, was such calculation within your scope of work?

MR. FENRICK:  No, it was not.

MR. HOVDE:  Okay, thank you.  Is Rebecca available now?  She can take the next questions if she's resolved the technical difficulties.

MS. KAVAN:  Can you hear me?

MR. HOVDE:  Great.  Rebecca will be asking the next series of questions.

MR. SIDLOFSKY:  Sorry, would you mind giving your full name for the reporter?

MS. KAVAN:  Yes, Rebecca Kavan.

MR. SIDLOFSKY:  You're also with PEG, correct?

MS. KAVAN:  I am.

MR. SIDLOFSKY:  Thanks, go ahead.
Examination by Ms. Kavan:


MS. KAVAN:  This is regarding IR A-CLS-Staff-351.  Clearspring's previous work from January 2019 -- so that's EB-2019-0082, Exhibit A-4-1, attachment 1, page 10 of 59, which is Table 2 -- estimated Hydro One to be 20 percent under predicted cost for transmission for the 2004 to 2016 period.  And now comparing that same 2004 to 2016 period in this report, Clearspring finds Hydro One to be 62.8 percent under predicted cost.  So that is in the report EB-2021-0110, attachment 1, Exhibit A-4-1, page 29 of 84.

So could you please comment on the reasons why Clearspring's recent models show improved cost performance over the identical historical period?

MR. FENRICK:  Is it possible to pull up the prior report results so I can confirm?

MR. STERNBERG:  Can I also ask, Ms. Kavan -- maybe I'm not seeing it on the screen -- which part of the interrogatory response are you seeking to clarify with this question?

MS. KAVAN:  So it has to do with parts A and B, because it's the cost performance overall.  So this is just another time period of the cost performance.

MR. FENRICK:  To clarify, you're asking about the prior transmission report?

MS. KAVAN:  Correct.

MR. STERNBERG:  I'm not sure I'm seeing this question as actually seeking to clarify either the response to A or B.  I'm not sure if this is something that Mr. Fenrick will be in a position to answer on the spot.  I see you're referring to details from evidence from an earlier proceeding.

It might be appropriate, subject to what -- if Mr. Fenrick has all those details top of mind and he can deal with the question right now, that's fine.

But it seems to me it might be more appropriate for us to take that back by way of undertaking to consider further with -- have Mr. Fenrick consider further and either provide a response, or if for some reason we're of the view that it's not an appropriate question, we could advise.

MR. SHEPHERD:  Can I step in?  My name is Jay Shepherd, and this was going to be one of my questions, too.  Mr. Sternberg, I'm not sure I understand why you think it's irrelevant to ask an expert about inconsistent prior conclusions.

MR. STERNBERG:  Well, I didn't say it's irrelevant.  What I've said is -- I'm pausing because the Procedural Order No. 1, and this was repeated by Mr. Sidlofsky at the outset of the technical conference, indicated this TC is for purposes of clarifying responses to IRs.

So that's why I stepped in to ask what IR response is sought to be clarified, and so that's part of the pause because I'm not thinking this question actually is seeking to clarify a response, necessarily.  And of course, as you're well aware, it's also -- TC is also not the time for cross-examination, if you're thinking part of the drill of the TC will be to cross-examine on any issues.  So those are the pauses, but I'm not jumping in to say this is irrelevant to the issues.

But if Ms. Kavan is seeking to have this question answered, which seems like a new question and relates to details of evidence from an earlier proceeding, I think it's appropriate we be allowed to consider that.  And that's why I have indicated we will take this back and consider it by way of undertaking.

MR. SHEPHERD:  Mr. Sternberg, I believe your choice is to refuse to answer or not to refuse to answer.  If your witness cannot answer, then he can give an undertaking.  But you can either refuse or not.  You can't say I don't know.

MR. STERNBERG:  I think I've given you my position and I am prepared to undertake to take the question back.

If Ms. Kavan does not wish us to do that, that's fine.  She can move on to another question.

MR. SHEPHERD:  You're refusing to answer?

MR. STERNBERG:  I've given you my position and I'm not going to repeat it for a third time.

MR. SHEPHERD:  I'm asking a straightforward question. Are you going to answer or not, yes or no?

MR. STERNBERG:  Do you have another question, Ms. Kavan, or should we --


MR. SIDLOFSKY:  Ms. Kavan has asked the question.  If you're prepared to give an undertaking and the response to your undertaking is going to be a refusal, then it will be a refusal.  But I don't get the sense that you've said no yet.  I get the sense that you said that you're prepared to give an undertaking regarding the question.

MR. STERNBERG:  I'm prepared to give the undertaking I've indicated on the record, which is to take it back and have a chance for Mr. Fenrick to consider it and respond after he's had a chance do so.

MR. SHEPHERD:  I'm sorry, Jamie, I'm -- I know I'm jumping in out of turn, but since this was going to be my question as well, and I felt --


MR. SIDLOFSKY:  Sure.


MR. SHEPHERD:  -- I'd better deal with it now.  It seems to me that if Mr. Sternberg is saying we refuse to answer because it's not an appropriate question for a technical conference, then now is his chance.  If he doesn't, if he takes the undertaking, if he allows the witness to undertake to provide the answer, then he must provide the answer.  You have a choice.

MR. STERNBERG:  Mr. Shepherd, respectfully, first of all this isn't your question, so I don't know why we're hearing from you.  Maybe you can wait until you have a question and you and I can deal with it if we have an issue.  Second of all -- can I finish, Please?

MR. SHEPHERD:  No, you can't.  It is my question as well, and I've done a lot of technical conferences, Mr. Sternberg.  Don't lecture me on how technical conferences work.

MR. STERNBERG:  Mr. Shepherd, this is -- and I don't want to have a further debate on this.  It's not productive.  Giving an undertaking to take something back and consider it and if we are in a position to provide the answer and we agree it's an appropriate technical conference question, you'll get an answer.

If we take the position it isn't, we will so advise by way of undertaking.  This is no different than many other undertakings that have been marked at this TC you have been present for.

MR. SHEPHERD:  I've registered my position.

MR. SIDLOFSKY:  I'm going to take the undertaking because I am not hearing a refusal yet.  We'll deal with the refusal, I guess, when or if we get a refusal.

MR. STERNBERG:  I'm content with that and it's appropriate for my perspective.  [multiple speakers]


MR. SIDLOFSKY:  JT4.3.  Mr. Shepherd, you can feel free to ask your question in your turn as well.
UNDERTAKING NO. JT4.4:  REFERENCING IR A-CLS-STAFF-351; EB-2019-0082, EXHIBIT A-4-1, ATTACHMENT 1, PAGE 10 OF 59, TABLE 2; EB-2021-0110, ATTACHMENT 1 OF EXHIBIT A-4-1, PAGE 29 OF 84, TO COMMENT ON THE REASONS WHY CLEARSPRING'S RECENT MODELS SHOW IMPROVED COST PERFORMANCE OVER THE IDENTICAL HISTORICAL PERIOD

MR. SHEPHERD:  Well, no.  Jamie, if a question I was going to ask is asked now, and I object to the response, now is my time.

MR. SIDLOFSKY:  Sorry, to be clear, I'm not trying to shut you down now.  What I'm trying do is maintain your opportunity to ask your questions in your time as well.

MR. SHEPHERD:  Understood.  Thank you.

MR. SIDLOFSKY:  Miss Kavan, if you would like to go ahead.

MS. KAVAN:  Yes.  The next question that I have is the same interrogatory response.  So Hydro One's total cost performance is projected to deteriorate for the 2023 to 2027 period for both distribution and transmission.  Distribution performance is projected to increase for 2021 and 2022 before declining, whereas transmission projects a persistent decline.

Clearspring indicated in their report that capital age helps explain this.  Could you please clarify whether Clearspring means the deteriorating cost performance will be driven by new capital spending or increased O&M spending to maintain the older capital?

MR. FENRICK:  In this research we conducted the capital age research to help explain and provide supporting evidence for the total cost benchmarking results.

What I meant by the capital age helps explain the total cap cost benchmark results is the company's transmission capital age is sizeably older than the industry's, and we also have that corroborate the total cost benchmarking results for the company on the transmission side.  You know, it being a very, you know, superior cost performer minus 34.5 percent during CIR period, that aligns with the capital age research; and so as well as on the distribution side we found a plus 7 results for the company during the CIR period, which is in that -- that middle cohort for stretch factors.  And we -- the capital age research also supported that finding, as we found the capital age on the distribution side for the company was right near the industry benchmarks.  And so that's what we meant by that statement.

MS. KAVAN:  Okay.  So that would be like the maintaining of the older capital?

MR. FENRICK:  Right.  Yeah, and both on the transmission side and the distribution side it appears that the company's maintaining its age throughout the CIR period.

MS. KAVAN:  Okay.  Thank you.

MR. SIDLOFSKY:  Ms. Kavan, I'm just going to interrupt you for one correction.  The last undertaking in response to Mr. Kavan's question that we just had the discussion about was JT4.4.  Thank you.  Sorry, Ms. Kavan.

MS. KAVAN:  Thanks.  So the next question that I have, it regards working papers.  So there is nothing confidential that I'll be saying, but there's not something we can pull up on screen.

So in both econometric models it appears that Clearspring did mean-scale the output variables but did not mean-scale the business condition variables for both models, and a quick definition, mean-scaling is also known as centering, so I'm referring to the common econometric practice of subtracting the sample mean value of each variable from the individual observations.

Could you please confirm this and comment on what effect not mean-scaling half the variables in each model might have on the model coefficient and on the results for Hydro One?

MR. FENRICK:  Yes I can confirm that we mean-scale the output variables, which is a common practice.  Does that impact the benchmark results at all as you divide by a common denominator across the sample?  That will not have an impact on the results.  It will have an impact on the parameter values, the coefficient values, that come out of the model.  The reason why econometricians tend to mean-scale is that provides those cost elasticities of those outputs at the mean of the data, versus when you don't mean-scale then, you know, those aren't necessarily at the mean.

We did not mean-scale the business commission variables.  That's not generally -- you know, generally we don't do that.  Whether we did or we did not will have no impact on the results.  That's basically for presentation purposes, and it's much more useful to see the cost elasticities of the outputs at their means, especially as we put together the TFP trend for the transmission to get those cost elasticity weights at the mean.

We didn't have to do that for the business conditions.  As that's just our general practice of doing it, and as I mentioned, it will have no impact on the results.

MS. KAVAN:  Okay.  So no impact on the results.  Would it change the coefficients, though?

MR. FENRICK:  Yes, it would.  As you change the underlying data of the observations and the variable values that go into that, the parameters themselves would change, but it corresponds.  You're dividing them all by the same exact denominator.  There is no change in the information you're providing in the model.  Yes, the coefficient values will change, but the results would not.

MS. KAVAN:  Thank you.  Mr. Hovde will take the next question.
Continued Examination by Mr. Hovde:


MR. HOVDE:  Two more questions remaining in our questioning.  The first one regards IR A-CLS-Staff-355, part B.  This just has to do with the use of capital age and the average capital age in explaining cost.

What I want to do is just make a -- I'll make a comment, see if we're on the same page, if we have a common understanding, and then ask a couple questions.

This particular topic might be arcane enough where you may want to take an undertaking.  That would be acceptable to us.

So PEG notes that there is a general relationship between O&M and the age of capital assets, which can result in cost pressures for greater O&M and a greater potential for equipment failure and therefore replacement cost as capitals age.  However, when geometric decay is used as a capital cost method, this same older plant would be more heavily depreciated, which leads to lower cost.  In other words, there is going to be this tension between, you know, between higher O&M expenses to maintain existing capital and then kind of the lower carrying cost of that capital that shows up in capital cost.

And what we're trying to understand is when you use something like an average age variable, we're trying to understand if that properly captures the cost challenges of a particular company.  And this is in -- another way to consider trying to measure this would be, rather than using the average age of capital to use something that is more like the measures, the really old capital.

So I guess my question is, is can you comment on whether and how average age captures the proportion of assets that are really, really old, meaning that they're really close to being to their expected service lives or they're even perhaps even beyond that.

MR. FENRICK:  Yes, so a utility that has a higher proportion of, you know, as you put it, very old assets, that will raise that average -- the average capital age that we've calculated.  I prefer the average capital age as we measure these types of things, you know, because utility assets -- you know, there is a big basket.  There is a spectrum of assets at the utility.  You know, it's not just poles.  It's, you know, metering, which have far shorter service lives; you know, it's IT.  It's those types of things that do tend to have, you know, far shorter lives.  So there is a spectrum there.  And so, you know, the average does capture those very old assets that are, you know, 50, 55 years old, if you will, as well as, you know, captures some of those assets that have far shorter useful lives.

And -- but, you know, to your point, if the utility does have and is able to operate with far older assets, you know, that average capital age will be older because of that.

MR. HOVDE:  Yes, and I agree with that, and then just in order just to make my point a little more clear, is you can have two companies with the same average age of assets.  In one case you might have a company that has -- all their assets are of exactly the average age, so in other words they're all kind of in the middle of their lives, let's say.  And then you can have another case in which you can have that very same average in which some of the assets are extremely new and some of the assets are really extremely old.

And I guess what I was wondering is, you know, when you look at the relationship between cost and the age of an asset -- the question is whether or not that relationship is linear in some case or whether or not that average is always going to capture the cost pressures equally or, you know -- or have you considered that ways of looking at age -- alternatives to average age that try to capture the percentage of really old assets as a way of perhaps trying to do a better job of capturing that.  I just don't know if you -- if you can try that and you've rejected it or if you just say, hey, we just think age is important, we're going to try that, and that's where we start.

MR. FENRICK:  I would say a couple comments, Mr. Hovde.  You know, it's my understanding that, you know, survival -- survival curves and failure rates do increase as assets age, and so, you know, it's not like it's 0 percent until it reaches its useful life and then, you know, then at that point it goes to, you know, 50 percent or 100 percent.  You know, there is a chance, you know, at 20 years that a pole fails or 30 years, that, you know, failure rate does increase as that age increases.

To kind of get to your second point, you know, we did -- you know, I did try to -- did try to kind of rack our brain as far as coming up -- you know, what is the best measure of age, and we came to the average capital age, because, you know, that was the best way to also incorporate the retirement data into the calculation, because, you know, that's the second half of asset age.  You know, you have the additions over time, but then also, you know, how much is the utility retiring, and being able to, you know, get both halves of that full picture is how we put together that average capital age.  And, you know, we felt that was the best way to capture that full picture.

MR. HOVDE:  Thank you.  Last question has do with regarding IR A-CLS-Staff-356 and then also relatedly, 353, part E.  It has to do with the substation data.

Earlier on, we made some observations as to the question.  You gave a response in 353A and we weren't able to get any specific examples of that.

But in order to -- we're trying to follow up on that now that we've had a chance to look at your working papers.  The spirit was just to try to narrow the scope of differences between what you have and what we'll eventually come up with in terms of a critique of your report, and we're seeking some additional clarification regarding substation data before we try to do more work in this area, it would be preferable if you -- if you're able to address this, maybe we can do a little less or at least start from a point of common understanding.

We've done a couple of spot checks of the Clearspring substation data that you used, and what we're observing is it seems that your data tends to indicate a higher number of substations than we're finding on form 1.

And just to give you something that you can refer to, I was going to give a couple SNL ID numbers that you can use as a reference.  They are 4004320 and 3005475, as two examples.  And all we really did was pulled down the raw copies of the form 1s.

These two particular companies have the advantage that they kind of summarize things at the bottom in terms of number of transformers and MVA, stuff like that, so it makes it easier to correlate with what you have.

The upshot of all this, it just seemed to us that the data processing you did may have resulted in not counting stations, but counting transformers instead.  And what we're really looking for is if you can undertake to kind of review this potential data issue and then provide a more, quote, informed response as suggested in 353 part E and give us -- if you could, just give us an idea if is -- is this material, is it systematic.  We just don't know.

We're giving you a couple of examples and we'd like to get a comment.  And then if you're able to demonstrate that, hey, Mr. Hovde, this doesn't matter that much and here's why, that will help us out.  We don't have to spend as much time on it.


So that's the undertaking, to take a look at these couple of examples, take a look at what you did again, and the be able to do whatever you need to do to either respond or upgrade the study, or whatever you need to do.

MR. FENRICK:  Yes, we can undertake to look at that data and look at it again.  I would also comment if we are over-projecting, that will be to the harm of Hydro One.  But yes, we can do that.

MR. HOVDE:  Yeah, We haven't thought about really the direction of this yet, because we don't know whether or not the numerator ratios affect the same as the dominator, or whatever it might be.  So we're not trying to prejudge it, we're just trying to get an idea, get the data straight and then proceed from there.

MR. FENRICK:  Totally understood.  That data can get messy quickly.

MR. HOVDE:  Yes, I know, and that is the reason why our ears perked up when we're starting to look at substation data because we have processed some years of that and it was so messy that it's really hard to do that.  So that's, we were kind of looking into it, and just trying to make sure we're on the same page before we go forward on that.

MR. FENRICK:  Okay.


That concludes the PEG questions --


MR. FENRICK:  I'm sorry --


MR. SIDLOFSKY:  On that, we're going to give that undertaking number JT4.5.
UNDERTAKING NO. JT4.5:  REFERRING TO IR A-CLS-STAFF-356 AND 353 PART (E), TO CONFIRM THE SUBSTATION DATA USED


MR. HOVDE:  Did you have an additional comment before I wrap up?

MR. FENRICK:  No. I was going to make sure we had an number for the undertaking.

MR. HOVDE:  Great.  Like I said, this concludes PEG's questions.  I'd like to thank the panel and Mr. Fenrick for your responses.

I thought that -- if we had any additional time remaining, I thought there might be other OEB Staff that might want to make use of the time.  So I'll make that available if there is OEB Staff has questions.

MR. SIDLOFSKY:  There are other OEB Staff asking questions.  Thanks Mr. Hovde, and thanks Ms. Kavan.

I'm not sure if Mr. Ritchie had any follow-up questions or not.  Otherwise we would move to Mr. Frank.

Mr. Ritchie, if you have any questions, can you let me know?
Examination by Mr. Ritchie:


MR. RITCHIE:  Yes, thank you, Mr. Sidlofsky.  It is Keith Ritchie at OEB Staff.  I only have one question, and it's for Mr. Fenrick.  And it's a follow-up on a response to interrogatory A-Staff-12, and specifically dealing with response to part C(iii).


This is really about -- I guess the response is regarding some of the business conditions of some specified U.S. utilities in your sample.  And I guess the one thing that I found a bit surprising in the response is really the last bit, where you talk about Monongahela Power has rural electric cooperatives serving in some of the rural areas of the service territory of the utility.

I found this surprising because I have sometimes looked at the photographic maps that you provided back in the Toronto -- in your evidence in the Toronto Hydro case and even compared them against service area maps that some U.S. utilities -- not all -- have on own their websites.

And it's really sort of to say, yeah, does the Platts CIS data really correspond with the service territory.  I'd say that generally that was the case.

But in this one, you seem to be indicating that there are actually areas within that portion of the northern part of West Virginia that the utility serves where there are rural cooperatives, is that correct?

MR. FENRICK:  Hi, Mr. Ritchie.  Yes, it's my understanding that there is a rural cooperative within that -- within their service territory that takes some of that rural areas.

I haven't looked back at the Toronto Hydro report, so I could go back and look at that and undertake to explain that further if that's -- if that would be helpful.

MR. RITCHIE:  I guess what I'm wondering is -- generally when I look at and compared the maps that you had and that supposedly correspond to the Platts CIS data and what I've seen of other utilities, I would sort of say yes, the map area seemed to correspond, so we actually have good identification of the service areas.

But in this case, you know, you're actually saying that there is a licensed service area, but they are actually customers that are served by other utilities, and of course the utility itself will not have costs for serving those customers.

And in your model, you use areas, square kilometres as an explanatory variable, along with quadratic and cross product terms, correct?

MR. FENRICK:  Yes, that's correct.

MR. RITCHIE:  So again, it's -- while in the past I've sort of been worried about Hydro One's service territory, it seems in this case there may be this utility and I'm wondering if there are other utilities in your U.S. sample where in fact, you know, we have this, again, possible disjoint between the service area and actually where the utility services customers and incurs costs for serving of those customers.

MR. FENRICK:  Right.  On some level we are at the mercy of the third-party vendor, Platts in this case, to provide that correct information.  You know, we're not able to verify the GIS information there.  I can assure we use the Platts data and, you know, did not modify it whatsoever, so it's difficult for me to speak if there's errors there as a third-party vendor that we're depending on when constructing that variable.

MR. RITCHIE:  Okay.  And, like, yeah, I'm not necessarily requiring an undertaking, but, yeah, I was just sort of looking at this and say I was comparing it say first it's the situation we have in Ontario for LDCs, I would say, other than Hydro One, where I think, like, through the RRR and through rate applications we have actually probably got a pretty good understanding of the service areas of the LDCs, and again, we don't have rural cooperatives that would be embedded within their territories.

MR. FENRICK:  Right.  I mean, that's more of the role Hydro One plays, is my understanding, right, is kind of that rural cooperative role.

MR. RITCHIE:  Okay.  No.  Thank you.  I just wanted to get that clarification.  Thank you, Mr. Fenrick.  Thank you, panel.  Thank you.  Those are my questions.

MR. SIDLOFSKY:  I'm just going to jump in there for a moment, because I thought I heard Mr. Fenrick giving an undertaking a couple minutes ago, but Mr. Ritchie, you don't require any undertaking from Mr. Fenrick?

MR. RITCHIE:  I don't -- I don't think that -- you know, like, I think he has given an explanation that -- you know, like, it probably would be a bit of work, and again, he may not be able to really identify, you know, say, what are all of the utilities or the extent of the sort of data anomaly.

MR. SIDLOFSKY:  Okay.  That's fine.  So we don't have an undertaking on that, just to make sure the record is clear.  That's fine.  Thank you.

MR. RITCHIE:  Thank you.

MR. SIDLOFSKY:  I'm now going to move on to Andrew Frank from Board Staff.
Examination by Mr. Frank:


MR. FRANK:  Thank you, Mr. Sidlofsky.  This is Andrew Frank of OEB Staff.  So I'm going to start out with the response to the OEB Staff's Interrogatory No. 186.

In this interrogatory we asked about the multiple models used in the preparation of the load forecast and how they hold together.  What I'm interested in is that in Exhibit D, tab 4, you indicated that you used the seemingly unrelated equations estimation retained for the industrial rate class and the three stage ordinary least squares approach for the residential class.  Can you explain the basis for using the two different methodologies?

MR. ALAGHEBAND:  It's Bijan Alagheband from Hydro One.  Yes, the basis of using different systems is based on requirements of the system that we are going to estimate.  For the case of industrial demand, we had equations that on the right-hand side there were no so-called endogenous variable.  Endogenous variables means that variables which are determined inside the model.

So we didn't have that endogenous variable on the right-hand side.  And in situations like that, the best, you know, most efficient way of estimating the equation is using similar unrelated regression.

And for the case of residential customers, residential model, we had endogenous variables on the right-hand side, so we have, like, ELSAT, you know, the saturation for electricity, comes as an explanatory variable on the right-hand side, whereas we already have an equation, the ELSAT is on the left-hand side.

So in situations like that, this calls for using a different system and -- to avoid having something called simultaneity problem, which means that if a variable on the right-hand side is determined inside the model, it would be correlated with the error tem, and that correlation would lead to bias estimation.

To avoid that, there is a method called three stage least squares which is used, and three-stage least squares actually avoids that problem, the bias, for that reason.  Both system -- both the three-stage least squares and seemingly unrelated regression, they both also utilize correlation across equations, error tem across equations.  So that correlation is also taken into account.  So it is more efficient than say ordinary least squares, which do not utilize that external information.

And also by the way, I should say that three stage least squares can be employed in both cases, and when we don't have variable on the right-hand side that is endogenous, automatically three stage least squares become seemingly unrelated regression.  So there isn't actually a conflict between the two systems.

MR. FRANK:  Thank you.  In the following question, Staff 187, we are asking about the manual adjustments for CDM.  Can you just provide the time period for CDM that's used, so -- and when the CDM series starts to be added back to the net load?

MR. ALAGHEBAND:  Yes, that is from 2006.

MR. FRANK:  So that's both.  Both the CDM volumes --sorry, the CDM activity from 2006 onwards, as well as, that's when it's added back in?

MR. ALAGHEBAND:  That's right.

MR. FRANK:  Okay.  Thank you.  We're at Board Staff 189, where we're asking about the impact of COVID-19 on Hydro One's load.

Hydro One has helpfully provided year-over-year changes in load by rate class.  Has Hydro One undertaken a trend analysis to determine the extent of the COVID impact by analyzing load growth rates during the pre-COVID period relative to the growth in 2020 and 2021?

MR. ALAGHEBAND:  So if I understand your question correctly, you want to see how -- how the growth is before COVID is translate -- is used in the forecast period?


MR. FRANK:  How the growth before COVID compares to the growth during COVID.

MR. ALAGHEBAND:  Oh.  The growth rates that we had was -- actually it's not shown in this interrogatory, but the growth rates are -- for example, there are different tables that we can refer to.  You can -- for transmission and distribution, where the load growth is given by, you know, rate class.  And we cannot -- what we can say is that the growth rates were at normal level, let's put it that way.  It was the 2020 was actually a very special year in terms of changing the load growth -- changing load.

For example, we had -- even during the financial crisis economy was not shaken that much.  GDP declined by only 1.2 percent in Ontario, and whereas GDP in 2020 was declined by -- latest figures is about 5.6 percent decline in that year alone.  I mean, that is -- that was a significant change in GDP.  And that is basically due to closures that happened in that year.  So we can say that 2020 was actually exceptional.

Normally what we have if you look at the trend for transmission and distribution, generally speaking we had for the actual net of the CDM and the meta generation, for the actual we had a decline, a gradual decline in growth, and that was -- decline was not comparable with the decline that we are seeing here for 2020.  They were not in the order of, say, 5 percent or so.  They were very -- a slow change in the load on the downward side, and that was because of the structural changes in the economy.  For example, commercial sector was growing faster than industrial.  We had actually some decline at some years in the industrial sector.  There has been impact of globalization, which means that some heavy industries actually move to other countries.  I mean they are produced in other places, and for example we lost pulp and paper totally, almost totally, and then they were replaced by smaller size or medium size industries, which are not that electric-intensive.

So there has been gradual decline in load for both transmission and distribution, due to a structural change in the economy and globalization, and also new technologies like online shopping.  So that was happening in the past, but they were not in this order for -- they were not comparable to 2020.

MR. FRANK:  Thank you.  Has Hydro One estimated an alternative model in which data after 2020 -- or sorry, data after March 2020 was excluded from the historical period used for estimations?

MR. ALAGHEBAND:  Okay.  So for some of the models actually, the actual data ends in 2019 for most of annual models we are using for both annuals and econometrics.

These annual models, the data comes from Statistics Canada and they didn't have the load data by sector behind 2019.  So our data is -- our estimation period was not actually impacted by the 2020 numbers.

But over the forecast period, of course, the variables that we have in the model took care of this decline in GDP, for example.  That affects the decline in industrial sector, explained by that decline in industrial GDP.

And then w go back to normal again, gradually, over the forecast period, because of econometric predictors we have also go back to normal.  Actually in most cases, our estimated equations were not included in 2020 to start.

In monthly models, we had more data available for 2020 and for the case of transmission, we even had the 2021 January available at the time of forecast, so we used that.  And again the GDP was there in those equations, and actually perfectly took the impact of that COVID in 2020, to the extent that when I tried to add, for example, some dummy variables to take out 2020, there is not very much affected at all.  Actually, it wasn't needed, and the GDP alone was able to pick up the COVID impact on load for both distribution and transmission.

MR. FRANK:  Thank you.  Moving on to Staff 190, here in response to part A, Hydro One states it expects EV usage to grow to approximately 1.4 terawatt-hours by 2027.  Do we have figures for 2023 and any of the intermediate years?

MR. ALAGHEBAND:  Yes, we can provide that.  These are estimates, of course.  These are not the one which is included in the forecast.  The forecast as mentioned in part -- in the same question, part (b), because we don't have a meter on the load.  We have -- we don't have meter on EV separately, we don't have the measurement of that, so it is included in the forecast implicitly because for example when you charge your EV at home, that would increase residential load.  So residential load already includes part of the EV demand.

So that is how we did the forecast for EV which is implicit.  It is an integral part of our forecast.

But if you wanted -- in part A, the question was what is our best estimate, that best estimate was provided to be 1.4 terawatt and we can provide for other years as well, that how much will be there.

MR. FRANK:  Yes, please.

MR. SIDLOFSKY:  JT4.6.
UNDERTAKING NO. JT4.6:  TO PROVIDE A BEST ESTIMATE OF EV USAGE FOR 2023 AND ANY INTERMEDIATE YEARS TO 2027; TO INCLUDE ALL THE CALCULATIONS TO DERIVE TO EACH YEAR'S NUMBERS

MR. FRANK:  And then following on that, what is the basis for Hydro One's EV forecast and does Hydro One perform its own official forecast for EVs?

MR. ALAGHEBAND:  This is basically our -- you may call it reference scenario.  So we look at some -- this forecast -- any organization at the present time who is doing a forecast for EV is doing it based on some assumptions, because we don't have a separate meter on EV.  We don't have an actual measure on EV load.

So these are based on some, you know, average assumptions that we have for the EV usage, how efficiently they are charged, and how many -- on average, how many customers are actually having these EV.  These are based on basically certain assumptions.

So that's why.  We may call it a base scenario we have, and IESO also has different scenarios, as I compared.  They had a scenario in which in 2027 you would have 1.1 terawatt-hours.  Another scenario that had similarity, 1.r terawatt-hour for 2027.

So we are within the same range, then, as IESO in terms of those assumptions.

MR. FRANK:  Okay.  You mentioned earlier that the load from EV is implicitly in the metered load that is used for the historic period.  However, is there any concern that the growth in EV load would not be on the same trend as historic over all growth in a historic period relative to the forecast period, and whether the explanatory variables used could get at this difference in trend?

MR. ALAGHEBAND:  Yes, of course.  The question I answered in two parts.  One, the ones that we believe it is in there in the trend which are model variables.  Those variables include, for example, population.  As the population is increasing, EV usage will go up.

The other one for income.  Income affects the demand for any variable -- demand for any commodity, including EVs.

And the other is one is energy prices.  Energy prices include carbon tax for the non-electric use of.  So demand, we are expecting that there would be some substitution effect going from gasoline-used vehicles to electric vehicles, because they -- based on government policies.  There would be an increase -- there is, there is going to be increasing carbon tax on gasoline.

So these things are picked up by the trend and variables that we have.  The other part that we can not predict and is not picked up by the econometric models is of course things which are not related to economics, or demographics.  These are like common policies.


For example, in Ontario tomorrow they may announce that would be something like, I don't know, a 20,000-dollar credit for buying an EV, and that would increase the demand sharply.

So there is parts that there is a high side risk to that forecast, and the way we handled that was that, okay, to avoid having this high side risk to -- you know, to lead to a problem into setting the rates, we added something to the forecast to compensate for that risk, based on confidence intervals that we had for EV usage.

MR. FRANK:  Okay.  I'm going to switch a little bit off of the energy forecast and ask about the demand.  What charging assumptions were used in developing any assumptions of demand for EVs, or the impact on system demand?

MR. ALAGHEBAND:  You mean the estimate that we had for the 1.4 terawatt-hours?

MR. FRANK:  Right.  So how does that translate into your demand forecast?  Be it -- it would be primarily a transmission-based question, but I mean it -- I guess you could impart some of that onto the demand builds, distribution rate classes.

MR. ALAGHEBAND:  Actually, I'm not actually catching your question.  Sorry about that, but are you referring to that 1.4 terawatt-hour estimate that we had for 2027, or the forecast that we had embedded in our forecast?

MR. FRANK:  Actually, let me skip on to my next question.  Hydro One has stated that the peak impact of EV is expected to be less compared to energy use because there is a tendency that owners charge their cars during off-peak or overnight hours.

MR. ALAGHEBAND:  Yes.  We had -- yes, that is correct.

MR. FRANK:  So I guess I'm looking for the basis or any supporting evidence for that assertion.

MR. ALAGHEBAND:  So for that basis we have the -- we had a customer survey that we do for residential customers, so this is based on that one, so on residential customers we find out, you know, that the impact during the winter peak of EV charging would be 43 percent of the charge itself.

So it is done at the time that only 43 percent would show up in the system coincident peak or Ontario peak.  For summer is much less.  It's only 11 percent, because the EV charging normally happens during the evening and night hours, and rarely during the afternoon hours where the summer system peak happens,.  So that's all we have, yeah.  This is based on customer survey that we had.

MR. FRANK:  I see.  Thank you.  So if we move on to the -- you were talking in a subsequent part about the ICI impacts.  I was wondering how the storage impact is reflected in the ICI impact.


MR. ALAGHEBAND:  Yeah.  Both the ICI impact in general and the storage impact are reflected in the actual load.  So we are starting with the lower base for these -- for when we start our actual, is already impacted by those ICI and, you know, other usage of the storage, you know, and existing storage.

We know that some ICI -- some class A customers are actually using storage to avoid peak, at the time of highest peak, and -- but we don't know how many of them actually are doing that.  We don't have a separate meter, again, for storage -- usage of the storage units for Ontario as a whole.  We have some estimates for our distribution system, but not for the system as a whole which affects our transmission load.

So what we do is, to avoid making any assumption which, you know, which would be subject to criticism there, what we do, we said okay, we'll start with the actual.  We start with the actual base here.  It already includes -- the ICI already includes other sources of reduction in load that -- based on using the storage units, and then we go forward based on economic forecast, and again, you know, for example, if there are more customers -- the same argument that we made for EV:  there would be more usage, you know, of the storage units.


If there are income -- if the energy prices are favouring more in the future for electricity, there could be more -- you know, we may end up having some more usage of these things.

So -- and so the economic factors, again picks up them, reduction in the load in the future based on general trends.  There could be more reduction, so -- this is the exact opposite arguments that we made for EV.  EV adds to the load, but these storage units actually reduce it.  So actually, there is -- if there is government intervention that we are expecting to be more intervention in the future, the trend that we have increased in the forecast for ICI and storage units, there could be actually on
the -- produce a downside risk to the forecast.

However, in this case we are not subtracting anything from the load, we are actually to the benefit of customers.  You know, so -- because if you want to subtract anything, first of all, we have to make some assumptions which -- which could be subject, you know, to, you know, criticism, you know, and then at the end the price of electricity would go higher, you know, because their load would be lower.

So -- so on the low side we are not doing anything.  We are not subtracting anything, but on the high side risk, which relates to electric vehicles, we are actually adding to the forecast based on the confidence intervals.

MR. FRANK:  And just one more thing on the ICI.  Does that include any forms of distributed generation, such as, you know, wind, solar, or other forms of embedded generation?

MR. ALAGHEBAND:  Actually, we haven't gone to customer, our Class A customer to see what they are using, but we have some information through -- a colleague of ours, you know, had a friend who was working, you know, with some energy companies woo provide service to Class A customers to reduce their load at the time of peak, and we know that on that basis we know -- you know, that they are using some kind of, you know, storage units to -- so, for example, at the time of peak they disconnect their load from the street and attach it to the batteries.

So we know there are some users, but we don't have any estimate of how much it is on the total.

MR. FRANK:  All right.  Thank you.  I'll move on to question 192.  So in this question we asked why there was no new embedded generation included in the load forecast, and part of the response was that the impacts of any such facilities over the test period are expected to be implicitly captured through the trends in historical load.  Do you agree with me there?

MR. ALAGHEBAND:  Okay.  So what that is -- actually, the answer that we provided is that part of this embedded generation is actually part is which is known, and what we do is to have a forecast which is unbiased, you know, and is not affected by regulations and non-economic factors, we add embedded generation backwards to the transmission system, and we deducted over -- we forecast forward.  Then after doing the forecast we deducted back over the forecast period.

Now, for doing those things we need to have an estimate of this embedded generation, so to the extent that we can measure it, we get these numbers in association with IESO, and we -- and then the IESO forecast shows that there won't be any new embedded generation after September -- I believe it was -- believe after 2023.  And the idea was that, you know, this is in accordance with government policy, that they want to add a moratorium on renewable resources contracts, and renegotiating the contracts.

MR. FRANK:  I see.  Okay.  Question 195.  Your response indicates that you use a Kalman filter approach relative to the best performing model, and the question is, have you gone through a back-casting in which you have evaluated the performance of the Kalman filter approach relative to simply using the best performing model?

MR. ALAGHEBAND:  Okay.  For that one I don't have the capability using the software that we had -- software that we have right now, it's called Forecast Master Plus -- to do such a thing, but in an area work that I did at McGill University during my Ph.D. studies, actually, at that time these softwares were available, and actually, I ended up writing a software for that.  I know how this one is work, you know, perfectly.  We tested that there, and it was -- and one of the students who wrote his thesis on that one was using this software, yeah, was using that I write.

This was -- you know, dates back, and so I know this software, but I cannot use that using the existing Forecast Master Plus software, because I don't know what are the underlying, those best models that they are using, so they are using alternative models to come up with the forecast based on their performance, but it doesn't say which model they are using.  So I cannot do that.  But I know how it works.  That's my point.

MR. FRANK:  Okay.  Thank you.  I'll move on to question 198.  So in response to this interrogatory you provided short- and long-run elasticities of energy consumption with respect to energy prices and GDP.

Did you do a literature review of the elasticities that you produced in order to confirm that your values are consistent with those in the literature?

MR. ALAGHEBAND:  Again, you know, we are using -- these are Hydro One-related elasticities and what we have is -- well, there is actually not much public information about what other models are.  There was a time we had a talk with -- at that time we were in old Ontario Hydro, we had a talk with our colleagues, our counterparts in Quebec Hydro, and they had similar results and that was the extent of what we know about energy elasticities.

For the overall price elasticities and community value models across different demand sectors, like textiles, you know, like housing, many sectors, and based on that experience, I can say that these elasticities are very reasonable.

MR. FRANK:  Thank you.  I'm going to switch gears now and ask about cost allocation.  So we will move on to Staff 322.  So I believe these questions will be directed at Mr. Li.

OEB Staff requested a cost allocation scenario where transformation costs and revenues are allocated to the ST class.  Hydro One refused the refused the scenario, stating that the majority of ST customers own their own transformers and this would greatly overstate the costs allocated to the ST rate class, essentially based on the allocators used in the cost allocation model.

I guess my first part to this is we're talking about dedicated line transformers, correct?

MR. LI:  Yes.  For the SD customers, yes.

MR. FRANK:  Yes.  This is in relation to that 200-dollar-per-month charge.  So, for the ST class.

MR. LI:  I'm sorry, are you -- can you repeat?  So this is all about the 200-dollar charge, right?

MR. FRANK:  Right, and the allocation of these transformers that would be subject to it.

MR. LI:  Yes, that's correct.

MR. FRANK:  So since there is an issue with using the regular demand allocators, would Hydro One undertake to provide a cost allocation scenario where the costs associated with providing these transformers is directly allocated to the ST rate class, so based on the known costs; and then the revenues for the proposed charge are also directly assigned to the ST rate class through the cost allocation model?

MR. LI:  Well, the way that we run the model right now is that we do not -- okay, before we make this proposal, we do not assign any transformer costs to the ST class at all because they all own their own transformers, right.  So in the cost allocation model, there is no cost allocated to ST class at all.  And what we're doing in this application is that we are leaving that alone, and we calculate the costs outside and derive the charge outside.

But if you're asking me to directly allocate it to the model, I still have to deal with the number of customers, though, because it's only a very small subset of customers that we're opening to this charge.  Our prediction is around 50 average number of customers.

So how -- I just don't know how we going to do that. I struggle how do we do that and run -- even if it's directly allocated.

MR. FRANK:  If you have a known estimate of the cost, that I assume could be put into a sheet I9 the direct allocations, and naturally on I3 you would remove the amount from whatever the corresponding USofA accounts to directly allocate it in line 9 to the ST rate class.  And then it would just be a matter of taking the other revenue from wherever it sits, and directly allocating that to the ST rate class as well.

I'll explain my concern right now as it stands.  Right now, we have a bunch of transformers that are allocated out to other rate classes based on -- what I believe is it's based on the demand of the other rate classes, and then that revenue from this charge is likely a miscellaneous revenue which is allocated out to other rate classes, based -- again, I can't say for sure what it's based on, but it's probably not on the basis of this rate class's demand; it's probably on some other basis, maybe on OM&A.

MR. LI:  But the -- I'm sorry, I'll let you finish, sorry.

MR. FRANK:  So I guess my concern is the way those transformers are handled right now is not -- the expense of the transformer right now is not being offset by the revenue collected for those transformers right now.

So I guess my thought was to create a scenario where we put the known costs and the known revenues in the ST rate class and see what it does.

An alternative approach like I guess would work is if you wanted to leave those transformer costs where they're allocated, we take the revenue associated with the charge and we allocate that out to all the various rate classes based on the demand allocator that would be used for allocating the cost of the transformers --


MR. LI:  But that's what we do right now.  If I take you to the evidence -- can I take you to Exhibit L?  I'm sorry, Exhibit L, tab 2, schedule 1.  Give me a second to go to that page.

Okay.  If I take you to page 20, you'll see section 5.2.7.2, line 13?  Okay.

So I think we're there, right.  Yes.  So you see that the offset we are recalling in USofA 4220, but more importantly, this offset is allocated or -- I guess you can look at it as we will pay back in non-ST rate class in the 2023 cam, and we are allocating that -- if you go to footnote 10 there, E2 allocator, we are using the local transformer, 1860.  So we are using that same allocator to give back the money to the non-ST customers.

So you can say that -- let me step back a little bit.  What we are doing here is we realize there are some costs associated with these ST new transformers that are only for ST customers, and they are now currently in the pool in 1860, the transformer pool.  And then -- so what we do is we have the revenue offset, and we use the same allocator as the line transformers, and then we give it back to the non-ST customers.  So I do believe that there is no cross-subsidization there.  That is appropriate.

MR. FRANK:  All right.  Thank you.  I guess I'll move on to question 325, part B.  So you've mentioned that any feeder from 13.8 kV to 50 kV is considered to be a bulk asset.  And I guess following on that, as feeders are replaced and voltage conversions take place, are we looking at the gradual elimination of the primary classification of assets?

MR. LI:  I'm not sure I follow your question.  Can you repeat --


MR. FRANK:  Okay.

MR. LI:  -- I'm sorry.

MR. FRANK:  So, I mean, as voltage conversions take place and as feeders are replaced and it makes sense to do voltage conversions, would we not be replacing feeders, you know, with a higher voltage, say in the 13.8 to 26.7 kV range?  And then would that not continually eat away at anything that's sort of primary voltage, which I now understand to be less than 13.8 kV?

MR. LI:  I'm not aware of the voltage conversion.  Maybe I need a breakout room and talk to my colleagues here, because I'm not aware of that.  But maybe I should check with my panel.

MR. FRANK:  Okay.

MR. LI:  Can we have a breakout room, please?

MS. SANASIE:  The room is open.

[Witness panel confers in breakout room]


MR. LI:  Are we back now?

MR. SIDLOFSKY:  Yes.

MR. LI:  Okay.

MR. SIDLOFSKY:  I hear you.

MR. LI:  So again, we -- I'm not aware of a voltage conversion, and our panel have the same feedback.  So we are not aware of that, but I'm just thinking -- we are thinking that the changes in this -- in these numbers that you're looking at, as explained it, it is the reasons in part A, not -- well, at least we are not aware it's because of there's any voltage conversion that is resulting in that kind of changes.  We believe that it is primarily driven by the explanation that we provided in part A.

MR. FRANK:  Okay.  Thank you.

MR. SIDLOFSKY:  Sorry, I'm just going to interrupt for a moment.  My understanding is Mr. Frank figures he has about ten more minutes.  Mr. Sternberg, would you like to take the morning break and we can deal with the rest of Mr. Frank's questions after the break?  How are you feeling?

MR. STERNBERG:  From my perspective, I'm in your hands if you prefer to finish him if it's going to be ten minutes and then take the break, but if that's fine with the witnesses.  Or we can take the break now, whichever you or the witnesses prefers, it's fine with me.

MR. LI:  Can I speak up to this?  I really want to take a break.  I think I drink a lot of coffee this morning, so... I'm sorry.

[Laughter]

MR. STERNBERG:  That probably settles it.  Perhaps we can take you up on your suggestion and take the morning break now.


MR. SIDLOFSKY:  Let's do that, then.  We'll go -- it's 10:50.  Let's go to 11:05.  Staff will be finished with the -- once we've had the remainder of Mr. Frank's ten minutes or so worth of questions.  So we're actually moving very quickly through the schedule.  I just want to check with Mr. McGillivray.  You'll be ready to go ahead about 11:15 or so, do you think --


MR. MCGILLIVRAY:  Yes, that sounds -- that sounds fine from my perspective.  Thank you.

MR. SIDLOFSKY:  Okay.  And Mr. Shepherd, it looks like you will be before the lunch break.  Are you okay with that, Jay?

MR. SHEPHERD:  I'll do that, sure.

MR. SIDLOFSKY:  Okay.  Great.  Thanks.  So let's take our break.  See you in 15 minutes.
--- Recess taken at 10:50 a.m.
--- On resuming at 11:07 a.m.

MR. SIDLOFSKY:  We're back.  Mr. Sternberg, I understand you have a preliminary matter?
Preliminary Matters:


MR. STERNBERG:  Yes, thank you.  Just briefly, I'm informed there is one point from the prior panel that may require clarification, and which we propose to address by way of undertaking.

Namely, I understand there was testimony in response to a question from VECC regarding ISA values from B3-SEC-154, attachment 1, and whether or not VECC could use the ISA values there to match up with the capital values presented B3-SEC-002, attachment 4, appendix 2AA.

And Hydro One would like to provide an undertaking to clarify the capital and ISA values.

MR. SIDLOFSKY:  We'll mark that as JT4.7 then.  Thanks, Mr. Sternberg.
UNDERTAKING NO. JT4.7:  IN RESPONSE TO A QUESTION FROM VECC REGARDING ISA VALUES FROM B3-SEC-154, ATTACHMENT 1, AND WHETHER OR NOT VECC COULD USE THE ISA VALUES THERE TO MATCH UP WITH THE CAPITAL VALUES PRESENTED B3-SEC-002, ATTACHMENT 4, APPENDIX 2AA, HYDRO ONE UNDERTAKES TO CLARIFY THE CAPITAL AND ISA VALUES.

MR. STERNBERG:  Thank you.

MR. SIDLOFSKY:  And not hearing anything else, Mr. Frank, would you like to go ahead?
Continued Examination by Mr. Frank:


MR. FRANK:  Continuing on with this question, my understanding is that bulk assets are allocated on the basis of coincident peak, while primary assets are allocated partially based on non-coincident peak and partially based on connection count, is that correct?

MR. LI:  Yes.

MR. FRANK:  Okay.  So is it true with Hydro One's definition of bulk that several even low-volume customers such as residential, would be served without the use of primary assets at all?

MR. LI:  Did you ask me whether some residential customers will be served without the primary assets?

MR. FRANK:  Right, whether bulk -- for example, whether bulk could be stepped down directly to utilization voltage --


MR. LI:  It would be quite rare.  A very, very small percentage if there is.  Yes, I tend to agree.  I think there might be some exceptions, yes.

MR. FRANK:  Okay.  And then one more question.  Based on your definition of bulk assets, would a bulk feeder typically serve one of the major meter rate classes or a combination of customers from multiple rate classes?

MR. LI:  It would be multiple, most likely.

MR. FRANK:  Great.  Thank you.  I'll move on to the following question 326.  And there's a table provided in response, at the bottom of the response, indicating a proportion of general service energy service demand customers that are at medium density and low density.

And we notice that Hydro One is proposing to use a meter reading weighting factor of 1.25 which is for
both –sorry, for both the GSe and GSd which is consistent with medium density residential.

And I'm guessing -- I guess what I'm wondering is has Hydro One considered using a weighted average of weighting factors between the medium- and low-density residential to apply to the general service rate classes?

MR. LI:  Are you talking specifically GSe and GSd, the two classes in the table?

MR. FRANK:  Right, whether a meter reading weighting factor somewhere in between that used for medium- and low-density residential has been considered?

MR. LI:  Yes.  I guess if you look at the data, it almost makes sense that it should be 1.25 plus 2, divide by 2, something like that, around 1.6.

But just in general, if you look at the -- we talk about meter reading here.  So meter reading, the overall cost is $11 million.  Now we know that 80 percent of that goes to residential.  Some goes, obviously some goes to GS classes, would be a few percentage.  So we are talking about a very small number here.

So yes, we can do that, but it will have no impact to the cost allocation or rates for sure.  But yes, that is something we can do like maybe in the even in the next application, or in the DRO phase, we can do that.

But I want to make sure you know that it will have no impact, really, when it comes to rates and cost allocation.

MR. FRANK:  I see.  I guess following on one more clarification, is there any extra time required to manually read a general service, either energy or demand, meter relative to the time required for residential?

I guess -- is it more difficult or more time-consuming to read a general service meter?

MR. LI:  I don't believe so.  I think meter read -- the primary driver, it is -- you're talking manual read here, right?

MR. FRANK:  Right.

MR. LI:  So it is primarily driven by density, I would say, so not really.  I don't think there is a difference between general service and residential customers.

MR. FRANK:  All right, thank you.  Those are my questions.

MR. SIDLOFSKY:  Thanks very much, Mr. Frank.  On to DRC, Mr. McGillivray.
Examination by Mr. McGillivray:


MR. MCGILLIVRAY:  Thank you, Mr. Sidlofsky.  I wonder if we can bring up DRC 006?  We ask a few things I would like to draw your attention to, particularly under question part (b), we asked you to provide an assessment of impacts on loads and demands including load forecast of Hydro One's estimate of electric vehicles and distributed generation in each of those 5 years.

And in the response below, we were directed to
Staff-190 -- an I think we should pull that up.  That's great.

You gave undertaking JT4.6, I think it was, to Mr. Frank not long ago.  We look forward to reviewing that, and I think that cuts out several questions on this topic.  But I have a few questions further to Mr. Frank's.

You indicate in your response to part A that your estimate of electric vehicle electricity usage is consistent with the IESO's 2020 annual planning outlook, and I just want to confirm that -- do you see that on the page there, third line down?

MR. MYERS:  Mr. Alagheband, you're on mute.

MR. ALAGHEBAND:  So we have an estimate provided in response to part A.  We were asked to provide our best estimate of EV usage and based on some assumptions that we had for our say difference case, so to speak, we came up with a 1.4 terawatt-hours demand for by 2027.  And it is also compared to what IESO had at that time.  There were two scenarios.

These are all scenarios, I should say, because there is no direct -- there is not a separate meter on EV, so there is no actual number here.  They're talking about scenarios.

The IESO had two scenarios, one 1.1 terawatt and the other 1.4, which is overall speaking very consistent with what we had for the year 2027, and this is, you know, our best estimate at the present time, yes.

MR. MCGILLIVRAY:  Thank you.  That's very helpful.  The IESO, I think as you know -- and there's been some discussion of it, just issued the 2021 annual planning outlook last week, and it appears to show annual charging demand of 24.4 terawatt-hours in 2042 and significant growth beginning basically in the early '30s, early 2030s.  And I understand that that's beyond the 2027 timeline that we have here, and I'll have some further questions on that.

But I wanted to ask whether or not you believed the ED estimate in part A here is consistent with the updated outlook from the IESO?

MR. ALAGHEBAND:  So this is our -- this has been our estimate, and based on IESO scenarios, recent IESO scenarios, is also consistent, so is very -- the change was minimal, something like .1 percent at the end by 2027, under low and high scenarios.  So we are still within the range.

And as I mentioned in part B -- I don't know if you are going there -- this is our --


MR. MCGILLIVRAY:  Yeah.

MR. ALAGHEBAND:  -- best estimate.  This is based on the scenario analysis, and, I mean, and it was made at the time that we did the forecast, so.

MR. MCGILLIVRAY:  Okay.  Thank you.  Just sort of a general question on this.  Obviously the -- I think the IESO forecast goes out to 2042, and obviously that's beyond the 2023 to 2027 period that we have here.  But my question generally is, is to what extent events and forecasts beyond 2027 and after 2027 are relevant to the load forecast that supports this application?

MR. ALAGHEBAND:  At this point, you know, what we can say is when we are looking at the test period ending 2027, so behind that, we know two things.  One is that there would be substantially more EVs after 2027 and electrification as well.  I have seen graphs showing that the electrification actually picks up after 2030 or '35, so it's very a significant amount.  And -- but, yes, if we are looking very forward, we have a very forward-looking approach to that, we need to be prepared.  But I'm not -- but this is not actually related to my function at Hydro One.  I think we need to be prepared in terms of, you know, preparation to have system available for such growth in distant future.

MR. MCGILLIVRAY:  Right.  And so I guess maybe the question is on a more technical level, but is there some way in which those events beyond 2027 are captured in the load forecast that's supporting this application?

MR. ALAGHEBAND:  Of course we are looking at the very high growth within the sample -- within the -- within the forecast period that we have, you know, so we start at something like .24 terawatt-hour and we are having 1.4 by end -- by 2027.  This reflects a very, very high growth rate per year, and we are expecting that to continue.


But 1.4 terawatts for now is almost about 1 percent of the total load on the system, on the transmission system.  So it's not -- you know, at the present time is not very -- I cannot say -- no, it isn't -- 1 percent is significant, but it is not something like, you know, we are talking about things that may come later.  Later on we may have more substantially greater amount, yes.

So for now, in terms of speed of the development is taken into account, and that speed of development, of course, is reflecting of how the EV evolves over time.

So, yes, it is -- we can say that long-term trends are included in these forecasts already.

MR. MCGILLIVRAY:  Okay.  Thank you, that's very helpful.  I would like to go back to DRC 6 for a moment, and we'll be coming back to Staff 190 in a second.  And this time I'd like to look at part C of our questions.

We asked whether Hydro One's assumptions regarding electric vehicles and GHG reductions from electric vehicles are consistent with certain federal and provincial policies and, if not, what your assumptions are.

And we made reference to the federal mandate of 100 percent light-duty electric vehicles by 2035, and in your response you directed us to Staff 190, which I think we should go back to now, simply because in Staff 190 I didn't see a reference to federal or provincial policies, and I also don't see any reference to the federal mandate specifically.

So I thought I would ask whether you could discuss whether Hydro One's load forecast assumptions around electric vehicles are consistent with those policies, and specifically the federal mandate in 2035.

MR. ALAGHEBAND:  Okay.  So the federal mandate comes in many ways.  One of them, for example, is considered in the, what you call it, changing the ratio of electricity prices in favour of electricity.  So they have carbon tax added to gasoline price, for example, in this case, for the case of EV, that would pursue people -- what you call it, intense -- you know, make people, you know, when they want to make a decision, when they are going to change their car, oh, okay, gasoline price is a lot higher now compared to what used to be say in 2020, so they may switch, you know, to buying, you know, electric cars.

So electricity prices are already in the forecast, so when the forecast are implicit amount of which one.  So we have -- to start with we have an actual amount of load, which is already reflecting, you know, the actual EV included in the load, so for example, when you charge your EV at home, that would be already reflected in the residential load.  And going forward we are taking account of initiatives that are there to promote EV, and in terms of, you know -- as long as it relates to economic value base, is already there.

So for example, energy prices, you know, as I mentioned.  So carbon tax would tend to tilt the situation in favour of EV, and that is taken into account over the forecast period.  And also, as population goes up, as income goes up, if there is any income incentive would be picked up by the income variable in the model, but there are things which cannot be expected from a model based on economic and demographic values to pick up.  And those are, for example, you know, the changes in, for example, incentives.  So suppose tomorrow, you know, provincial government announce that they give, you know, something like $20,000 credit if you buy an EV.  That would push up the demand significantly.

And to -- so we already have a forecast implicit in the load forecast that we already have, implied by economic models.  But -- economic information.  But at the same time we are adding something to that forecast to somehow hedge against all those offside risks that exist in terms of using electric vehicles, and that offsiding is added based on confidence interval for our EV forecast.

MR. MCGILLIVRAY:  Okay.  Further to that, I think under part B here you indicate that Hydro One increased the forecast for both transmission and distribution to account for potential increase in EV growth, among other factors.

MR. ALAGHEBAND:  Yes.

MR. MCGILLIVRAY:  Right?  And you referenced VECC 43 for further details, and I suspect that's a reference to VECC 43C, which I think we should pull up briefly.  And there is a paragraph under the table that says:

"The growth rates use in the proposed forecast are higher compared to the average forecast growth rate implied by the forecasting model in view of other considerations, including developments in Leamington and surrounding areas and to account for the potential additional load growth due to other factors, for example EVs that could materialize."

And my question is, what factors are considered in making the decision to increase the forecast beyond the average forecast?

MR. ALAGHEBAND:  Right.  So one is, as you know, there are agricultural developments in Leamington and surrounding area.  This was again something that was supported by government.  It was a government directive to connect customers as soon as possible.  This was not driven by economic factors, as you may imagine.

And so this is not -- this development cannot be picked up by our forecasting models, which are based on the economic factors and demographic factors.

So we add it to the forecast to reflect that development.  And EV, the same thing.  EV as I mentioned earlier, part of it is picked up by economic factors in the right direction, like energy prices is tilting the future demand in favour of EVs, and that is picked up by the model.

But changes, future changes in government directives, we can not predict, and that one comes into -- we add something to compensate for that uncertainty based on the confidence intervals for EV forecast.

MR. MCGILLIVRAY:  Thank you.  I think Mr. Harper has a question on this that he has put in writing.  And I wanted to ask the same question that Mr. Harper asked orally to determine if it's one you're willing to take from VECC or DRC by way of undertaking.

And the question is -- perhaps not by undertaking, but I suspect it is.  The question is:  What incremental impact was attributed to electric vehicles after 2020 in relation to this VECC part C response?  Is that --

MR. ALAGHEBAND:  It is about .2 percent per year on average --

MR. MCGILLIVRAY:  Sorry, what percentage per year?


MR. ALAGHEBAND:  I mean is not just .2, but .2 per year.  That is a lot of years of -- lot of increase, yeah.

MR. MCGILLIVRAY:  Sorry, could you repeat that?  It's point --

MR. ALAGHEBAND:  .2 percent per year we are adding to compensate for uncertainty related to -- regulatory uncertainty related to EVs.

MR. MCGILLIVRAY:  That's specific to EVs?

MR. ALAGHEBAND:  Yes.

MR. MCGILLIVRAY:  Thank you, that's great.  I'm going to check my notes here.

I want to go back to Staff 190; there is an area I skipped that I want to come back to, and it's also under part B.

You indicate that there is no separate meter for EVs and you made reference to that, and there is reflected in overall load depending on charging type.

Just a general question about separate metering and what would be required in meters or otherwise to get better visibility on EV impacts on load.  Are there tools available that would help with this?

MR. ALAGHEBAND:  I can imagine that it is possible, but in terms of -- for example, if you have sentinel lights, parts, for some houses it is included in the load for the house, and sometimes it has a separate meter.  So there is possible to have separate things for separate equipments.  There is actually a kind of consultation going on on this, and with OEB participation and government.  We don't know what future trend will be on that part.  But it is possible, so to speak, yes.  Nothing is impossible.

MR. MCGILLIVRAY:  Does the Hydro One proposed investment in AMI 2.0 have any bearing on this, or is that a different --

MR. VETSIS:  I don't know that our panel will be in a position to comment on the ability of the AMI2.0 to provide these kinds of technical features.  That would be a question that would have been more appropriate for panel 2.

MR. MCGILLIVRAY:  I understand the.  I think the question is just whether or not AMI technology has any relevance to load forecasting.

MR. ALAGHEBAND:  For load forecasting, as I mentioned, there is regulatory risk, we call it, and other risks, too, not just regulatory risk.  There are other risks involved in this situation.  For example, you may have a supply chain constraints, you know, for batteries or components that are used to make the cars, any car.

But anyways, let’s go back to the situation that we have.  You have a possibility of change in regulation that may effect the EV charging.  So if there is a separate EV charging which cannot be done by Hydro One alone -- this should have been something like general setting for Ontario as a whole, so won't have much relevant to this hearing -- but suppose there is such a thing.  Then if they end up there, you would have a little lower charging price during the off-peak hours for EVs.

So first of all, right now we have under certain charging conditions, the off-peak price is normally low compared to on-peak.  So that's again an incentive there.  And if there is separate meter to go even lower than that, for the EV charging alone, then of course it will incentivize people to use more EV.  And that is part of the regulatory risk I was referring to.  That's why we are adding something to the forecast to hedge against that high side risk in the benefit of our customers.

MR. MCGILLIVRAY:  Okay, thank you, those are all my questions.  Thank you, panel.

MR. SIDLOFSKY:  Thanks, Mr. McGillivray.  Mr. Shepherd, over to you for Schools.
Examination by Mr. Shepherd:


MR. SHEPHERD:  Thank you.  My name is Jay Shepherd, and I think I know all of you.  Actually, I don't know you, Mr. Alagheband, but I guess we'll get to know each other today.

Can you go back to 190, Staff 190?  I thought I understood how you were forecasting EVs and now I don't.  So help me understand.

You used a trend analysis.  You basically assumed the future will be the same as the past with respect to all elements of your load forecast, including EVs?

MR. ALAGHEBAND:  Actually, I'm not actually characterizing it that way.  For example, we use the actual, we start with the actual load, like residential load, commercial load, which includes EV load and then we go forward.

But going forward is not exactly the same thing as the past.  For example, energy product, the carbon taxes keep going up for the future, and this is already reflected in our energy prices.

So future is actually more favourable to EV usage compared to what we had in the historical period.  So there would be an upper trend already in the forecast included for that purpose.

MR. SHEPHERD:  My point is that your forecast is based on trend.  It's not based on a bottom-up analysis of market penetration for EVs, or anything like that.

You haven't -- to the extent that general economic changes will affect EVs, you've captured that.  But to the extent that EVs in particular expand their market penetration, you have this .2 that you've added, but other than that nothing, right?

MR. ALAGHEBAND:  Okay, in answer to part A, the forecast we came up with already includes those assumptions.  So how much penetration rate, you are assuming; but these are all assumptions.  Once you assume something, it will be subject to criticism.

So what we do is we say the best actual starting point is the actual load which already includes EV load.  And then we go forward.  We say, okay, how the future may evolve and on that basis how our implicit EV forecast would evolve.  And that one, for example, as population goes up, of course there will be more sale of EVs.  If income goes up, the same thing.

If for example -- right now, for example, during the pandemic there is an estimate of about -- and is increasing -- about $200 million extra savings that households made -- I mean Ontario people made during the pandemic because they didn't spend much.  And where that money is going?  It may go to purchasing EVs.  So far it is going to the stock market and housing market, but it could be going there also.

So those things are there.  And besides that, we are saying that there is an [indiscernible] regarding everything you mentioned.

For example, how many -- imagine how many things, factors, affect EV demand.  There could be new technical developments that suddenly make the battery much cheaper.  It could be the type of cars made.  They don't have -- so there could be for example -- it may change the situations, like, suppose the fashion may change.  And everything depends how the new generation would look at this development.  It is a cultural issue as well.

So for example if a new generation or somehow -- I mean, we are talking about people who were raised by video games, things like that, if they somehow become in favour of EV, that may push up the demand significantly.  Is a marketing situation involved here, how the new generation can be affected in terms of cultural change.  That may affect the things.

So of course, yes, those things creates uncertainty, but there are many of them.  It's not just one or two.  That's why we are assuming that these uncertainties according to central limit theorem in the statistics would create a distribution which would reflect a normal distribution and we use that normal distribution to come up with that .2 per year increase based on confidence interval on that normal distribution.

MR. SHEPHERD:  Okay.  So I do understand that forecasting EVs is complicated, but I take it what you're saying is you do not have a bottom-up forecast of EV penetration and its effect on load in the Hydro One territory, right?

MR. ALAGHEBAND:  Okay.  Let me explain it again.  So we have an estimate, the 1.4, which is based bottom-up, which is based on assumptions for that thing.  We use that at the centre of distribution when we are going to forecast -- when we are developing the uncertainty band.

So it has a contribution to that upper band that you are talking about, so we are taking into account that -- into consideration.

So the bottom-up is use to come up with the confidence band around the increased forecast that we have, and that one creates that how much we have to add to the forecast.

MR. SHEPHERD:  Oh, excellent.  Okay.  So you do have a bottom-up forecast --


MR. ALAGHEBAND:  Yes, yes.  Of course.

MR. SHEPHERD:  Is it filed on the record here somewhere?

MR. ALAGHEBAND:  Well, you know, it was in the interrogatory that just asked for, you know, for the -- I mean this -- the 1.4, you know, that -- the interrogatory that was created just, you know, half an hour ago.  This was asking for different years, how many years, how we are -- how it evolving.  And in that interrogatory we can show you what assumption we are using, yes.  What is our assumptions.  You know, as I said, you know -- well...

MR. SHEPHERD:  Sorry, which interrogatory is that?

MR. ALAGHEBAND:  The one that you know was just made about 15 minutes ago.  I forgot the number --


MR. VETSIS:  I believe, Jay, there was an undertaking for us to take the estimate that we have here in part A of this interrogatory, so we have an estimate here in 2027, to provide a similar estimate for every year.  And so what Bijan is talking about now is that that would be a bottom-up estimate.

MR. ALAGHEBAND:  Yes --


MR. SHEPHERD:  Okay.  So that part I understand, but that just gives you the result.  I'm not looking for the result.  I'm looking for the math behind it, how did you get to the number.


MR. ALAGHEBAND:  Well, yeah, I can provide that, yes.  We can add it to that interrogatory.  I can, because these are based on assumptions that we are making about what would be our reference scenario.  And there are -- honestly, there are millions of scenarios that you can look at, so that would be one set.

That is one, you know, problem with the bottom-up approach, because they have to be based on assumptions, and those assumptions, under scrutiny, could be all, you
know -- you understand what I'm getting at there.  Okay.  Yeah --


MR. SHEPHERD:  I understand.

MR. ALAGHEBAND:  Yeah --


MR. SHEPHERD:  Okay.  So can you just add that to the undertaking--


MR. ALAGHEBAND:  Yeah, sure, no problem.

MR. SHEPHERD:  -- you've already given?

MR. ALAGHEBAND:  Our forecast is robust because it's based on actual, no assumption, and you are adding to the forecast to compensate for uncertainty, and this bottom-up approach would -- gives you some idea of where would be -- where could be the centre of this distribution that we were talking about.  Yes, that I can provide.

MR. SHEPHERD:  I understand, and what I'm asking is, in the undertaking you've already given to Mr. McGillivray, can you include all the calculations behind each of --


MR. ALAGHEBAND:  Sure.

MR. SHEPHERD:  -- annual numbers --


MR. ALAGHEBAND:  Oh, yeah, yes, yeah.

[Reporter appeals]


MR. SHEPHERD:  Can you include all the calculations to get to each of the annual numbers, please?  It's a yes or no.

MR. ALAGHEBAND:  Yes, I would include, yes.

MR. SHEPHERD:  Thank you.

MR. ALAGHEBAND:  No problem --


MR. SHEPHERD:  Okay --


MR. SIDLOFSKY:  Sorry, Mr. Shepherd, could I just interrupt you for a second.  So that deals with Undertaking JT4.6, which was given to Mr. Frank.  If we could -- if I could ask our reporter to just make sure that what was just discussed is included in the description of that undertaking.  I think that will help everybody.

MR. SHEPHERD:  Awesome.  Thank you.

MR. SIDLOFSKY:  Thank you.

MR. SHEPHERD:  My next question, and is probably my only question for you, Mr. Vetsis -- I know you'll be disappointed -- is with respect to EP-9, A-Energy Probe-9.  And if you see in answer B, you say your capital factor is 5.82 percent -- no, sorry, your increase in capital-related revenue requirement is 5.82 percent, right?  Do you see that?

MR. VETSIS:  Sorry, I was muted.  Yeah, I can see the table here, Jay.

MR. SHEPHERD:  Okay.  Thanks.  Can you confirm to me that that 5.82 percent translates into approximately -- not exactly, but approximately $600 million in capital in terms of the revenue-requirement support for that capital?  And in fact, 600 million of ISAs, not 600 million of capital, 600 million of ISAs.  And if you want to do that by way of undertaking, that is fine.

MR. VETSIS:  I mean, ultimately, yeah, it's a percent change relative to the prior year's revenue requirement.  I assume it would follow through from the ISAs.  But, like, we can seek to quantify what ISAs that that relates to.

MR. SHEPHERD:  Yeah, what I'm trying to figure out is, because you have -- your budget for capital is basically depreciation, right?  Yes?  That's --


MR. VETSIS:  Oh, sorry.  Keep going.  I'm listening.

MR. SHEPHERD:  Well, so depreciation is part of your budget for capital, yes?

MR. VETSIS:  I mean, the depreciation is an element of the capital-related revenue requirement.

MR. SHEPHERD:  No, no, that's not my question.  My question is, for you to have money for new capital, one of the sources you have of money is you depreciate, so your rate base goes down.  You can replace that within existing rates, yes?

MR. VETSIS:  Again, the depreciation is just part of the capital-related revenue requirement.

MR. SHEPHERD:  I'm trying to figure out how much budget you have for ISAs for a particular year, and I'm looking at what the sources are of that budget.  so one source is depreciation.  A second source is funding from third parties, 77 million in 2023, I think.  And a third part, I think, is retirements, which is about $170 million a year.  And then the fourth part is your formula, in this case 5.82 percent.

And am I right that that's where you get your money for new ISAs, to fund the new ISAs?

MR. VETSIS:  I mean, I'm not aware that the company budgets for ISAs and capital in the manner that you're suggesting.  I mean, the flow-through of the capital-related revenue requirement is -- you know, comes out from the capital being spent and in the rate base that exists.

MR. SHEPHERD:  Well, see, so here is what I'm trying to figure out.  If your 5.82 percent is $600 million of capital, of new ISAs, which I believe it is -- and I'm going to ask you to undertake to confirm that -- but before I get there, with the half-year rule I would assume that that's actually $1.2 billion of ISAs, because you can do twice as much if you're only including half-year.


And so I'm trying to track how much extra you're asking for against how much you're planning to spend in capital, and I'm having a hard time.

So I'm going to ask you to undertake to confirm that the 5.82 percent -- or if not confirm, tell us the right number -- that the 5.82 percent is $600 million of additional ISAs, or funds, 600 million, and on a half-year basis 1.2 million of additional ISAs, not including any tax shelter; and that in addition, depreciation, funding from other sources, and retirements also give you budget for new ISAs.  Can you undertake to either confirm or clarify that, please?

MR. VETSIS:  Yeah, I can take that away, think about it, and provide a response.

MR. SIDLOFSKY:  Okay.  That will be JT4.8.
UNDERTAKING NO. JT4.8:  (A) TO CONFIRM OR CLARIFY THAT THE 5.82 PERCENT CREATES $600 MILLION IN ADDITIONAL ISAS; TO CONFIRM WHETHER DEPRECIATION, FUNDING FROM OTHER SOURCES, AND RETIREMENTS FROM OTHER SOURCES ALSO CONTRIBUTES TO THE BUDGET FOR NEW ISAS.

MR. SHEPHERD:  My next questions start with Mr. Fenrick, and I'm going to start with SEC 14.

Mr. Fenrick, what we asked was what the effect was of Clearspring being engaged through counsel rather than directly by Hydro One.  And the answer is in part some answer and in part a refusal.

So I want to just make sure that I understand.  Am I correct that your role as an expert and your responsibilities to the Board, and all of the things associated with what you can answer and what you can't answer and all that sort of stuff, is unchanged whether you're retained through counsel or through the company.  Am I right?  Is that your understanding?

MR. FENRICK:  Hello, Mr. Shepherd.  Yes, that's my understanding that my role is unchanged.

MR. SHEPHERD:  Awesome.  That simplifies that a lot.  I want to go to SEC 15 then.  So you were asked about reversion to the mean earlier today by PEG, and your John Olerud example -- which by the way makes you older than you look.

MR. FENRICK:  Thank you.

MR. SHEPHERD:  Your answer appears to suggest that Hydro One's transmission performance, at least, is in part a revision to the mean.  Am I reading that correctly?

MR. FENRICK:  Yes, you're reading that correctly, that in earlier periods we're finding the performance, the cost performance in minus 60s range and the it's reverting towards the mean during the CIR period.  Although I would also mention the company ranks number 2 both in the historical period and throughout the CIR period.  So the ranking is unchanged, but the performance benchmark score is reverting towards the mean.

MR. SHEPHERD:  I understood you to say earlier that you actually did a study on this, on what happens when somebody is good performer or bad performer and they move back towards the mean.  Is that right?  Is that what you said in another proceeding?

MR. FENRICK:  We look at it.  I don't think it was formally written up.  Just a number of years ago, we examined that.  But there was no -- I do not believe we formally wrote that research up.  It was more informal research.

MR. SHEPHERD:  Sorry, you have no documentation on that?

MR. FENRICK:  Yes, that's correct.

MR. SHEPHERD:  Sorry, you're claiming -- sorry, I'm trying to understand.  You're claiming a result that you studied, but you have no documentation on that study?  I'm not sure I understand.  If it's a study, you document it, right?  You're a scientist.


MR. FENRICK:  So I made the reversion to the mean comments partly based on that experience of examining that in the past, as well as that just logically it makes sense that a utility that is doing -- beating its peers substantially, given the nature of capital additions and those types of things, that at some point that company, that utility will need to spend more capital and that will cause it to revert towards the mean.

That statement is both logical and based on that examination of the past.

MR. SHEPHERD:  Sorry, I'm trying to understand.  Is your evidence that it's logical, or is your evidence that you have studied it and proven that this fact happens?

MR. FENRICK:  I think "proven" is too strong of a word.  I made that statement based on both the logic of it and then with the past examination in mind.

MR. SHEPHERD:  And that previous study, you have no documentation whatsoever?  There is nothing we can see, nothing the Board can look at and say, yeah, okay, we understand?

MR. FENRICK:  Correct for a couple of reasons.  Number one, it was never written up.  Number two, that was when I was with my prior employer and I don't have access to those files and that type of thing any more.

But it still -- as an expert that's examining these things, I still remember it.

MR. SHEPHERD:  You didn't do a paper or anything on that?

MR. FENRICK:  No, I did not.

MR. SHEPHERD:  Is it possible that -- and have you looked at or maybe you saw this in your study, that part of the reason why high-cost utilities tend to get better and low-cost utilities tend to get worse -- in other words reverts to the mean -- is because of regulatory response?  That is, regulators are tougher on bad performers and easier on good performers?  Is that possible?

MR. FENRICK:  Yes, I think that's a possibility.  I mean, you kind of see that in Ontario itself with stretch factors being calibrated based on performance.  Poor performers get a higher stretch factor, which should themselves revert them more towards the mean; and vice versa:  good performers get lower stretch factors.  So I yes, think that's a possibility.

MR. SHEPHERD:  All right.  Also in 15, if you see on the second page right at the end, what we asked you is can you quantify the impact of Hydro One moving from minus 64.8 percent to minus 30.9 percent over this study period.  And you said you can't quantify it.

But I also saw that you said on the first page -- I'm looking for the reference -- that ratepayers got a substantial amount of cost savings as a result of this relationship.

So what you're saying is you know that it's bigger than a breadbox, but you can't give it number, is that right?

MR. FENRICK:  We can give it a percentage number.  The total costs of the company are 34.5 percent below what the benchmark costs are during the CIR period.  We have that percentage. I took the question to mean quantify that in dollar terms, and our approach as far as calculating total costs takes in a number of normalization procedures to make an apples-to-apples comparison.  And so putting it on a revenue requirement dollar basis is not possible, but it is possible to discuss the percentage that it is below our benchmarks or not.

MR. SHEPHERD:  So you couldn't -- you couldn't take the revenue requirement in 2027, for example, forecasted that, let's say, and divide by .691, the -- or something like that.  I would have to check the number -- but divide by the inverse to get to gross it up, in effect?  You couldn't do that?

MR. FENRICK:  That would give you, to the extent that our total cost definition approximates the revenue requirement, that could give you an approximate value -- if I understand what you're saying as far as doing the math right, which -- you could come up with some sort of estimation there.  But again, it's not going to be exact.

MR. SHEPHERD:  And you could that for previous years using your calculations of where the company stands to the benchmark to determine what the impact is of declining performance, the dollar impact, right?  You could do that.

I'm not asking to you do that.  I'm asking whether you can.  If you can do it for 2027, you can do it for the other years, too, right?

MR. FENWICK:  Again, approximately, because of the total cost definition being -- not being the revenue requirements.  You know, we're not doing the revenue-requirement benchmarking, we're doing total cost, which is somewhat analogous to the revenue requirement, but with a whole bunch of -- a number of normalizations and those types of things, so we can treat all the utilities fairly in the sample.  So, you know, it's not -- it's a very approximate type of number.

MR. SHEPHERD:  All right.  My next question is on A-SEC-16.  And I'm trying to understand -- what you've said is that we can apply the cost pressures in the U.S. to Hydro One for transmission because they are under all the same cost pressures.

Do I understand correctly you have -- does this say you have no direct evidence of that, you just -- that seems like a logical conclusion to you?

MR. FENRICK:  Yes, that would be a fair characterization as far as, we are using the U.S. transmission industry experience and applying that to Hydro One, and that's the best proxy to use to determine what the TFP trend has been and what productivity factors should be applied to the company.

MR. SHEPHERD:  Okay.  My next question is on A-SEC-17.  And we asked the same question here as we did about transmission; that is, should the Board be concerned with declining cost performance.  And in -- on transmission you said, yeah, but they're still really good.  And so here on distribution you said, look at the previous answer, but in distribution they're not still really good, they've actually gone from a good performer to a poor performer, or relatively.  And I'm wondering, can you expand then on this answer and help us understand how the Board should treat this declining performance relative -- in which Hydro One becomes more expensive than the benchmark?

MR. FENRICK:  If I could first -- your characterization of a poor performer on the distribution side, you know, we're finding a plus 7 percent during the CIR period, so that's -- you know, that's certainly -- that is above the benchmark as 7 percent.  However, that's still within that kind of normal threshold that the 4GIR proceeding found, which is minus 10 percent, plus 10 percent, so, you know, I would -- I would quibble with that characterization.

However, you know, that's the reason we are recommending a different stretch factor for the distribution operations versus the transmission.  The transmission, we're finding the cost performance is really strong, as you mentioned, versus this plus 7 percent finding, and, you know, that's why we're recommending the stretch factor of .3 percent in recognition of that.

MR. SHEPHERD:  Good.  My next question is on A-SEC-19.  And I just have one very simple question.  The last line says that the benchmarking score for Hydro One would be raised by 4.9 percent.  So if you have a positive score, raising it by 4.9 percent means it's worse, but I'm not sure that's what you mean.  Is that what you mean?

MR. FENRICK:  Yes.  I believe -- no, I know.  Rather than the 7.0 percent score, it would be 11.9 percent.


MR. SHEPHERD:  Awesome.  Thank you.  I want to go to A-SEC-20.  And Jamie, I just want to note that, you tell me when you want to take a lunch break and I'll do that.  There is lots of easy times to break, and so just let me know.

MR. SIDLOFSKY:  Okay.  Right now we're looking at, I think it's 12:15 on the schedule.  No, 12:05.  Tell you what.  Why don't you -- why don't you go through one more line of questions, then we'll break.

MR. SHEPHERD:  Good.

MR. SIDLOFSKY:  Okay.

MR. SHEPHERD:  My next question is A-SEC-20.  And so if I understand what you did here, if you look at B, you reduced Hydro One's OM&A by 9.1 percent, and you reduced the average OM&A in the data set by 5.2 percent, right?

MR. FENRICK:  Correct.  Consistent -- created a consistent cost definition, we subtracted out the pensions and benefits for Hydro One and for all the sample, and that was the percentages.

MR. SHEPHERD:  So if you reduce Hydro One's costs by 3.9 percent more than the benchmark, I don't understand why the impact on the benchmarking score is only half of 1 percent.  Maybe there is something in the math that makes this obvious.  I just, I couldn't figure it out.

MR. FENRICK:  Well, I think that should be fairly easily explained, as far as -- you cited the percentages relative to the OM&A.  We did a total cost benchmarking analysis, and so, you know, the total cost is, you know, that 1.4 percent number versus 1.1 percent, so, you know, the magnitudes are much lower when you make it relative to the total cost.  So that's why we're not -- you know, there is not much of a change based on the excluding pensions and benefits.

MR. SHEPHERD:  We're talking about reducing Hydro One's assumed cost by about $55 million a year, right?

MR. FENRICK:  I wouldn't -- I don't know that math right off the top of my head.

MR. SHEPHERD:  Their OM&A is about 600 million or so?

MR. FENRICK:  Subject to check.  If that's true, then, yeah, that would be around 9.1 percent of that.

MR. SHEPHERD:  Actually, I'm not even going to pursue that, because I may be mixing up transmission and distribution, in which case I'd look stupid.

Okay.  Why don't we take the break.

MR. SIDLOFSKY:  Okay.  It is just coming up on 12:05.  Let's come back at 1:05.  Thanks, everyone.
--- Luncheon recess taken at 12:05 p.m.

---  On resuming at 1:07 p.m.

MR. SIDLOFSKY:  Welcome back.  One preliminary matter.
Preliminary Matters:


The VECC questions Mr. Garner distributed this morning and I think they were originally sent at the end of the day yesterday, those will be mark as Exhibit KT4.1.
EXHIBIT NO. KT4.1:  VECC TECHNICAL CONFERENCE QUESTIONS


And I'll ask if Hydro One's witnesses are prepared to give an undertaking to respond to those questions.

MR. STERNBERG:  Yes.  If I may -- it's Mr. Sternberg
-- as I indicated in our discussion off the record, we have the written questions.  We haven't had a chance to fully review them, but Hydro One is prepared to undertake to provide responses to those questions, or if it is unable to do so in respect of any of the questions, it will advise.

MR. SIDLOFSKY:  Thanks very much.  That will be undertaking JT4.9, and we are back with Mr. Shepherd.  Go ahead, Jay.
UNDERTAKING NO. JT4.9:  TO RESPOND TO EXHIBIT NO. KT 4.1; OR IF UNABLE TO DO SO IN RESPECT OF ANY OF THE QUESTIONS, TO ADVISE.

Continued Examination by Mr. Shepherd:


MR. SHEPHERD:  My next question is on A-SEC-22.  Still with you, Mr. Fenrick.  Can I just -- there is quite a lot of publicly filed data on Canadian transmission utilities.  Hydro-Québec files data with the Régie; Manitoba Hydro files data with the Manitoba PUC, et cetera.

Are you saying there is simply no data, or the data isn't sufficient for your modeling purposes?

MR. FENRICK:  Mr. Shepherd, yes, the data is not up to the ability to include in our models as far as -- for instance, capital costs.  We need a long time series as we build up the capital stack, and we're using USofA, uniform system of accounts, to make sure cost consistency.  So we need detailed accounts to make sure costs are being consistent, as well as the variables.

So yes, we're not saying there is no data available; there certainty is.  There is not data sufficient to enable us to include them into the data set, to our knowledge.  Maybe those data sets exist somewhere, but we haven't seen them.

MR. SHEPHERD:  It's translating the data into the structure that you need, right?  I mean, you know, Hydro Québec has 30 years of capital data publicly available, but it isn't in a format that would be consistent with the FERC data or the Hydro One data, or the USofA data, right?

MR. FENRICK:  Correct.  The nice thing with the U.S. utilities and Hydro One obviously they can request directly to get all the data we need, and for the U.S. side, there is all the uniform system of accounts that they're reporting consistently.  And so there is, to our knowledge, is that comparable data sets for our Canadian transmitters.

MR. SHEPHERD:  You asked them if they could provide you with data, or some of them anyway.  But have you looked at whether there are other ways to compare Hydro One to other Canadian transmission utilities, or at least do some sort of trying to assess whether your U.S. information is going to be consistent with Canadian benchmarking if you were to do it?  Have you done anything like that?

MR. FENRICK:  Just to clarify, it was actually Hydro One that went and requested that the Canadian transmitters participate in the study.  We didn't approach them directly; Hydro One did.

That was not in the scope, as far as looking at other ways to compare. I'm not sure how that would be done.

MR. SHEPHERD:  There are ways that you can triangulate whether results of a certain type are consistent with another data set, even though you don't have the full data, right?  There's ways of doing that?

MR. FENRICK:  Could you give me an example?

MR. SHEPHERD:  Not being an econometrics expert, no, I can't.  But I understand that to be true.  Is that not true?

MR. FENRICK:  I don't see how that could be true as far as knowing we're getting a consistent level of cost from each utility, and it's defined in the same way we're defining things for Hydro One, and the same way we're defining things for the United States in the sample.

There is no way, absent getting the detailed data, to know that we're being consistent there.

MR. SHEPHERD:  Thanks.  I want to go to A-SEC-35, and you talked a little bit with Mr. Hovde I think this morning about the correlation between capital age and OM&A, and whether there is one.

You have said you don't see a -- have not seen in the data you have looked at, anyway -- I assume you mean in this proceeding or in other proceedings -- a statistically significant relationship between capital age and OM&A.  Is that right?

MR. FENRICK:  Correct.  In our report we estimated six different models with different legs and changes in the capital age variable and seeing if that would correlate with a change in the OM&A.  And those six models did not produce a robust, statistically significant finding of that relationship.

MR. SHEPHERD:  So you only did it for this study.  This is not something you've seen in other studies you've done of -- other benchmarking studies you've done?

MR. FENRICK:  Right, now, this is the first time we looked at that keeping in mind the capital age.  We haven't had that in prior applications either.  That's something that we developed for this proceeding.

MR. SHEPHERD:  In the testing you did, the six models you're talking about, were they all average age?  Or did you look at different ageing parameters to see if there is one that has a fit?

MR. FENRICK:  Only the average age that we reported in the report.  That's the only one that we looked at.  I'm not sure exactly how we would construct any other type of age variables.

MR. SHEPHERD:  Okay.  Maybe this is a good time to actually go to A-Staff-355.  I actually had it later in my questions, but since we're talking about that subject now, we might as well deal with it.

Your capital age approach assumes that the chance of failure increases on a straight line from the time an asset is put in place until the time -- the end of its useful life, right?

MR. FENRICK:  No, there is no assumption on the failure rate in the calculation.  That was something I was talking to Mr. Hovde about regarding why taking an average might be a better approach than -- he was talking about older assets, and the percentage of older assets.

But there is no assumption in the calculation for failure rates.  It's purely a manual calculation looking at additions, retirements and calculating on an apples-to-apples basis what the average capital age is for Hydro One, and then for the industry.

MR. SHEPHERD:  No, no, but surely that begs the question -- the question I'm asking is if you use average age, doesn't that imply a straight line between in-service and end of useful life for the impacts of ageing?  Isn't that necessarily true, just mathematically?

MR. FENRICK:  No.  There is -- in calculating the average age, there is no necessary assumption embedded in there.

MR. SHEPHERD:  All right.  It is true, isn't it, that most, most people who have studied the aging of assets agree that failures and degradation of performance, if you like, through failure or anything else increases in a geometric way rather than an in arithmetic way, right?  That's why you have Iowa curves and you have the one-hoss shay.  All that stuff is all about towards the end, degradation of performance declines faster.  Is that right?

MR. FENRICK:  I would disagree with one-hoss shay.  That's certainly an extreme.  Different assets are going to have different curves, but in other research, I have seen some of those Iowa curves, and yes, they tend to be more geometric than linear.

MR. SHEPHERD:  And if you use average age, doesn't that imply that you're ignoring that geometric approach?  For example, if you use median age, or if you use percentage of assets over a certain age, that would have a different effect, right?

MR. FENRICK:  It would be a different variable value depending on how you define the variable.

MR. SHEPHERD:  And wouldn't those variables be closer to what actually happens in the real world?

MR. FENRICK:  I think there's -- the average capital age does pick up a number of, you know, as I mentioned earlier to Mr. Hovde, there are different asset classes.  You know, some of them have, you know, longer life periods, lesser life periods.  The average is going to, you know, those older assets will increase the age, so, you know, to my mind this is the best way to study the capital age and be able to provide a benchmark analysis for intervenors and the Board.

You know, does that capture everything as far as age?  No, it doesn't.  It's a benchmark.  It's an index number that we are trying to provide to be helpful to help explain the total cost benchmarking and TFP analysis.  I'm not sure exactly what other approach you might be suggesting, so it's hard for me to compare some other approach to the one we've taken.

MR. SHEPHERD:  All right.  I've never seen average age used, that's all.  And I've read more of these than I care to.  All right.

I want to move to A-SEC 39.  And we asked you to determine if you were going to calculate a stretch factor that got Hydro One to -- in distribution to a benchmark over the life of the CIR period, what would that stretch factor be, and you declined to answer.  So I'm going to ask the question differently.

Can that be calculated?  Can you do that?  I'm not asking whether it's a good idea, I'm just asking whether you can.

MR. FENRICK:  It's certainly not a good idea.  That's -- the stretch factor is not meant to be used in that way.  That's -- you know, to me that -- you're not talking about stretch factor.  You're talking about applying it to try to get to a 0 percent or some arbitrary number.  The stretch factor has been very clear in fourth-generation IR and all the CIR proceedings, how that's calculated is based on the total cost benchmarking within ranges, you know.

So to say, hey, let's do some stretch factor, you know, that's kind of nonsensical, in the fact that there is no -- that's not how you define stretch factor.  That's not how it's calculated to kind of get to that result.

So maybe it's a terminology issue between us here, but stretch factors aren't meant to get to a 0 percent benchmark.  They're meant to reward and penalize utilities based on their performance ranking.

MR. SHEPHERD:  Okay.  So let me -- let's call it a pineapple factor, and if you had to create a pineapple factor to get you to 0 in 2027 -- that is, exactly on the benchmark -- that's something you can calculate, right?

MR. FENRICK:  We can calculate the total cost needed to reduce to get to the 0 percent.

MR. SHEPHERD:  And then it's just math after that for what percentage each year you'd have to reduce the envelope to do that, right?

MR. FENRICK:  Right.  Yes, if you had the cost then you could get the percentages.

MR. SHEPHERD:  All right.  Can you undertake to do that, please?

MR. STERNBERG:  Counsel, no, we won't --


MR. SHEPHERD:  With the caveat that you don't think that can be called a stretch factor.


MR. STERNBERG:  No, we won't undertake to do that, for the reasons he has indicated.  We are not undertaking to ask the expert to perform that calculation.

MR. SHEPHERD:  Okay.  And the reason?

MR. STERNBERG:  The reasons the witness indicated, that it doesn't make sense.  I'm not going to repeat what he said, but...

MR. SHEPHERD:  So you don't think the Board would like to know how -- what would they have to do to get this utility back to the benchmark?  You don't think they would like to know that?

MR. STERNBERG:  Counsel, you have got the refusal.  We can debate it in another forum if we need to, but you have got the refusal and the basis for it.

MR. SHEPHERD:  All right.  Every time you refuse, it lengthens the oral hearing, and so I'm just a little concerned that, you know, the Board is not going to be happy if you didn't allow us to complete our discovery.

I'm finished with Mr. Fenrick, I think.  No, I lied; I'm not.  I have [audio dropout]


Staff 339C.  And if I understand this correctly -- and tell me whether I'm reading this right -- in the 49 utilities in the sample, 36 have better -- have better MFP trends than Hydro One and 13 have worse MFP trends than Hydro One.  Am I right?

MR. FENRICK:  No, you're not right.  There's 13 that have MFP trends below minus 1.88 percent.  That was the number given in the question, in the interrogatory itself.  We did not calculate the MFP trend for Hydro One for that whole period, so we don't know what that TFP trend is for Hydro One.  So, you know, we can't say 13 were worse and X amount were better.  We didn't calculate that MFP trend for Hydro One, so it's an apples-to-oranges comparison there.

MR. SHEPHERD:  If you assume that PEG was able to calculate that 1.88 correctly, am I right that on the list of 49 plus Hydro One, 50 utilities, Hydro One would be 37th from the top?

MR. FENRICK:  That question is not accurate, because PEG themselves, or whoever did it, Board Staff or -- you know, they calculated the declining cost efficiency over the cost of the CIR period.  That's not an MFP trend for Hydro One, that's a cost efficiency of Hydro One in the CIR period, whereas these MFP trends for the sample are from 2000 to 2019, so it's entirely different sample period, and there is also not -- they themselves didn't calculate, if I understand the question correctly, did not calculate the MFP of Hydro One in that question either.

MR. SHEPHERD:  In your study you assumed that the sample continued at the same trend throughout the CIR period, right?  That's how you did the comparisons?

MR. FENRICK:  We used the historical data to construct and estimate a model, and that same model is used in those parameter values to fashion or calculate a benchmark for the projected period.

MR. SHEPHERD:  So that compares Hydro One's cost performance to the cost performance of the sample, assuming that the utilities in the sample continue on exactly the same trend.  That's necessarily how it works, right?

MR. FENRICK:  No.  The model -- the model assumes the historical performance and the correlations and the coefficient values are exactly the same from the historical data set to the forecasted period, but there is no -- you know, we're not assuming any sort of trend into the future.  We're using what the model parameter estimates dictate and applying that to the projected time period.

MR. SHEPHERD:  Well, sorry, I'm confused then.  How do you -- how do you forecast the cost performance of the sample utilities in the future?  You don't have any forecasts from them, right?

MR. FENRICK:  Right, no.  When I say forecasts it's forecasting Hydro One's benchmarks and then comparing Hydro One's actual or projected costs to those projected benchmarks.

MR. SHEPHERD:  And those projected benchmarks are based on the past continuing exactly as it did into the future, right?

MR. FENRICK:  Those benchmarks are calculated based on the historical values of the utilities.

MR. SHEPHERD:  True, but your last stat is 2019, right?  And you don't take the 2019 number and say, okay, let's compare Hydro One to these other utilities in 2019?  You assume the other utilities' costs will also increase the same as in the past, right?  With the same characteristics?

MR. FENRICK:  No, there is no assumption for the utilities into the future beyond 2019.  We're not making any sort of cost trends or projections for those utilities.  We're using the historical model to develop parameter estimates that then are used to calculate the future benchmarks for Hydro One only.  There is no projections there.

There are projections on -- maybe this is helpful -- for are input prices for Hydro One where there is an inflation assumptions put into those variables for Hydro One that allow us to properly and accurately project those benchmarks.

But there is no trends or projections for the samples past 2019.

MR. SHEPHERD:  I'm now very confused, Mr. Fenrick, and I thought I --

MR. FENRICK:  My apologies.


MR. SHEPHERD:  I thought I actually had a sort of a baby economics view of this, but apparently not that even that.

When you have a forecast that in 2027 Hydro One's costs will be 30.9 percent lower than the benchmark, you know what you're forecasting Hydro One's costs to be, right?

MR. FENRICK:  Yes.

MR. SHEPHERD:  So therefore, you also know what you're forecasting the benchmark to be, right?  Because you know the difference is 30.9 percent?

MR. FENRICK:  Yes.

MR. SHEPHERD:  And that cost number for 2027 for the benchmark, that cost number comes from the 2019 number adjusted, right?  It's not just the 2019 number, it's a new number, right?

MR. FENRICK:  It comes from the entire data set 2003 to 2019.  It doesn't just come from 2019.  It comes from the entirety of the data set calculating those parameter values to calculate that 2027 number, that benchmark number for Hydro One.

MR. SHEPHERD:  I'm still confused, but I'm going to go on.  My next question for you is maybe my last question, I hope.  It's Staff 341D.  It's D, so it's on page 3.

This is talking about the time trend and you've talked about that elsewhere as well, I think this morning, too.  The time trend is basically -- I don't mean this in a bad way, but it's like a plug to fit.  What it does is it says there are a bunch of other things we haven't been able to identify our factors in this model, and those things we'll calculate what their impact is, even though we don't know exactly what each component is, and that will fit our model exactly.  Am I explaining that correctly?

MR. FENRICK:  I think our response in part D there, you know, where we say a time trend accounts for the growth in cost over time not accounted for by other variables in the model, I think that's an accurate description of the time trend variables.  Those things can be improvements, you know, technology improvements, or can be increased unmeasured outputs and items like that, that can move in either direction.

MR. SHEPHERD:  It could also be changes in regulatory stance, right?  So if a regulator is tougher or more lenient, then that will affect the cost trends of utilities, right?

MR. FENRICK:  Right, yes, that can be one component of impacting cost trends.

MR. SHEPHERD:  Similarly, if a regulator places more responsibility on the utility, requires them to spend more money on higher reliability, for example, things like that;  that will also affect the MFP trend, yes?

MR. FENRICK:  Yes, that can be the impact.

MR. SHEPHERD:  Have you ever studied that?

MR. FENRICK:  It's a very difficult thing to study because all regulators don't define their regulations the same way.  


It's very difficult to create some sort of variable and put it into a benchmark model for regulatory requirements, or these other things, which is why they're captured in the time trend variable because it is a difficult thing to capture.

MR. SHEPHERD:  The reason I ask this is because it's correct, isn't it, consistent with your answer, it's correct that if the OEB were to push down on the revenue requirement asked for by this utility, if they were to resist and to set a lower amount, that would tend to -- generally, it would tend to result in the utility having lower costs and therefore having a better MFP trend?  I'm oversimplifying, but that's generally true, right?

MR. FENRICK:  If you look at individual utilities' MFP trends, if their costs are lower than what they would have otherwise been, yes, the MFP trend would be more positive than it would have been.

MR. SHEPHERD:  And the regulator can have an influence on that by simply refusing to allow rate increases as high as the cost forecasts of the utility?  Not necessarily one for one, but --


MR. FENRICK:  That's out of the area of my expertise.  I haven't been in utility boardrooms and making those decisions.  I just study the data.

MR. SHEPHERD:  We have both reached the limit of our expertise.  I'm now going to move on to some questions about the acquireds.  But thank you for your answers, Mr. Fenrick.

MR. FENRICK:  Thank you, Mr. Shepherd.

MR. SHEPHERD:  I want to start with SEC 233.  That's L-SEC-233.  Mr. Li, I think this is for you.  I just didn't understand the answer, and so I'm going to ask you to sort of explain it.

And in particular, I couldn't figure out whether the differences in actual installed meter costs are because they're different meters or because they're different costs to install, or different ages.  I'm just not sure I understand what this difference is.  Can you give me the high-level view?

MR. LI:  Yes.  These are actual -- these are meter costs that when we talk to our metering folks, we actually receive what is the actual meter costs.  I think it's a combination of everything you said there, in terms of type of meter, in terms of how much it costs to install them.  It's the combination.  But what I can stress is these are actual meter information that we received from the metering people, so these are actual -- we are using actual costs there.

MR. SHEPHERD:  These are inherited -- mostly inherited meter costs from the previous utilities, right?

MR. LI:  Yes, I would say so, yeah, I presume that.

MR. SHEPHERD:  Okay.  My next question is on SEC 234.  And so I was hoping you weren't going to force me to go to the cost allocation model, but, no, you did.  So I did.  And tell me whether this is right.

First of all, with respect to the GFA -- that is, gross fixed assets that are being reallocated -- there is actually totals on line 440 and 458, and those are the two relevant numbers, right?

MR. LI:  You know what?  I have to actually go into it and take a look at it, really.  I don't have all those -- can you give me a second and let me actually open the cost allocation model?

MR. SHEPHERD:  Sure, if you like.

MR. LI:  Yeah.  Just give me a second here, because it's a big file, and it's going to take a little bit to open it, but I am getting there.

MR. SHEPHERD:  That's okay.  It took me a long time to load it too, and it's all your fault.  Are you going to E2?

MR. LI:  Yeah, it's still loading.  I'm sorry, just... When I get there I'll let you know.  Okay.  So there we go.  I'm on E2.  So, okay.  I'm sorry, can you repeat your question?  Like, what --


MR. SHEPHERD:  So I think that lines 440 and 458 are totals of all those sub-lines, and so if you just add those two together you get the amounts, including the reallocation amount.  Am I right?

MR. LI:  Yes, that should be a total.  Yes, that's correct.  440 is the total, yes.

MR. SHEPHERD:  And right at the end of the row is the actual total for the six acquired class, and I get a total of 300 and -- I can't even remember what it is.  364 million that is reallocated?  It's lines 440 and 458.  440 and 458.

MR. LI:  Yeah, that's okay.  Yeah, that's correct.

MR. SHEPHERD:  So is it 364?  364 million?

MR. LI:  Just give me a second here.

MR. SHEPHERD:  No, 458, not 448.  So the demand total and the customer total.

MR. LI:  That's okay.  Yeah, that's all right.

MR. SHEPHERD:  All right.  So that's 364 million of gross fixed assets that the model would otherwise allocate to the acquireds, but instead is being reallocated to the other classes, right?

MR. LI:  Yes, the difference, yes; that's correct.

MR. SHEPHERD:  And then if you go to line 524, because the GFAs don't actually -- well, I guess they do affect the revenue requirement, yes.  But in any case, 524 is the NFAs, the net fixed assets, right?

MR. LI:  Yes.

MR. SHEPHERD:  And that's one line only, and it's about 252 million?

MR. LI:  You just cut off a little bit.  You said something about NFA was the number?

MR. SHEPHERD:  Yeah, NFA is at the end of 524, the reallocated amount --


MR. LI:  Yeah.

MR. SHEPHERD:  -- is 500 and -- 252 million; is that right?  252.6?

MR. LI:  Yes, that's correct.

MR. SHEPHERD:  That equates to -- tell me whether this is correct -- somewhere around $25 million of revenue requirement?  Not exactly, but just in that --


MR. LI:  You're using -- you're using the 10 percent rule?

MR. SHEPHERD:  Yes.

MR. LI:  Yeah, I would say in general that's a good -- that's a good rule of thumb, yeah.

MR. SHEPHERD:  And so the reason I ask this is because -- well, I'm going to come back to this, but in any case, that is made of depreciation, and you actually answered in SEC 236 that the depreciation reallocated is 9.3 million, and the cost of capital on the reallocated NFAs, right?

MR. LI:  I don't see the 1.3.  Where is the 1.3 million?

MR. SHEPHERD:  You confirmed, leaving 9.3 million to be redistributed to other rate classes confirmed.

MR. LI:  Oh, leaving 9.3.  Oh, I'm sorry, I misheard.  You said 1.3, I'm sorry, yes --


MR. SHEPHERD:  No, no.  No, no --


MR. LI:  -- 9.3 --


MR. SHEPHERD:  -- 1.3.  I'm not asking any questions.

MR. LI:  Yeah.

MR. SHEPHERD:  So that's correct, right?  The depreciation is 9.3 million of that reallocation?

MR. LI:  Mm-hmm.  Yes.

MR. SHEPHERD:  And then the balance would be the cost of capital, various components of cost of capital on the reallocated NFAs?

MR. LI:  Yeah, yeah, okay.  I follow.


MR. SHEPHERD:  All right.  Okay.  I want to go now to 237, and what I'm trying to understand is the relative costs of distribution to a typical school, and a typical school is in this 100-kilowatt range, typically at demand build customer, hence this particular comparison.  And we wanted to try to understand how it differs between the two acquireds and your legacy classes.

And I've now -- I've circulated a document entitled --


[Reporter appeals]


MR. SHEPHERD:  Sorry.  I circulated a document entitled "Comparison of 2022 DX TX Bills for 100 Kilowatt GS Over 50 customer".  Do you have that?

MR. LI:  No.

MR. SHEPHERD:  I circulated it yesterday.  Everybody got it.  Mr. Sternberg, did your witnesses not get this?

MR. LI:  No, I don't think I have it.

MR. STERNBERG:  Yeah, I'm not sure offhand.  If you give us a moment, we can see if we have it or if we can get it to them quickly.

MR. SHEPHERD:  That's why we send things 24 hours in advance.

MR. STERNBERG:  Give us a moment.  Let's go off the record, if we could.

MR. SHEPHERD:  Okay.

[Off-the-record discussion.]


MR. STERNBERG:  What I was indicating is, in light of the discussion we had off the record, just make sure the record is clear, what we were indicating is we don't appear to have received what Mr. Shepherd said he, indicated he sent yesterday.  So we don't appear to have that right now.

MR. SHEPHERD:  Okay.  My apologies.  I don't know how that happened, but I've checked my email and it did appear to go to the entire list.

In any case, what we did is we did a comparison of similar towns and demand-billed 100 kilowatt customers, included fixed variable LV charges, network and line charges.  And comparing Simcoe and Caledonia with the two towns, Norfolk and Haldimand to five other towns.

And I'll send this to you.  I'm going to ask you to undertake, anyway.  I'll send this to you.

But here is what we're trying to understand.  The total annual distribution costs for the five comparables, which is one from Kitchener, one from Integris, one from Niagara Peninsula, one from Essex, and one from Lexicon, all similar towns to Caledonia and Simcoe, are roughly the same annual costs as you're proposing to Simcoe and Caledonia, which makes sense, right?

But you have legacy customers in similar towns that do not have the new acquired rate, so for example Carleton Place, Owen Sound, Rockland -- there is a bunch of them.  And they have much higher costs, and they have much higher rates.

So what I want to figure out, and you can do this by way of undertaking, is can you explain why -- what is it about the costs that those customers are bearing that's different from the acquired and all the other ones in the province that causes the costs to serve them to be higher?

Can you take a look at that and tell us what the main factors are that are causing that?

I understand, Mr. Sternberg, that since your witnesses haven't seen the table, they can't tell exactly what they're going to answer.  But can you at least undertake to look at it and use your best efforts to explain the differences?

MR. STERNBERG:  We'll –- again, having not seen the document and also actually --


MR. VETSIS:  Could I have a quick breakout room with my colleagues because -- could I?

MR. STERNBERG:  Sure.

MS. SANASIE:  The room is open.

[Witness panel confers n breakout room]

MR. MYERS:  Ashley, can you see if Mr. Li is present?  I don't think he was present for that last question.

MR. STERNBERG:  Need him to rejoin and join the breakout room, and we can come back to the question that was obviously asked.

MR. MYERS:  We understand he lost his connection and is working to reconnect now.  Once he appears, if you can put him into that breakout room, that would be great.  Thank you.

MS. SANASIE:  Sure.

MR. LI:  I'm back on now.  Hello?

MR. MYERS:  You're going to be put into a breakout room with your panel.

MR. LI:  Okay.

MR. SHEPHERD:  I want to let you know, Mr. Sternberg, the failure for this to get to your witnesses was nobody's fault except mine.  Apparently the list that comes with the procedural information from the Board is a list of intervenors and Board Staff, but not Hydro One and I wasn't aware of that.  So I sent it to that list, everybody got it.

MR. STERNBERG:  Thanks for clarifying that.  I don't know if we're on the record.  Maybe you can just indicate that on the record, so there isn't any confusion about whether we received it or not and we can -- well, I'm not sure what the witnesses will say when they come back.

It strikes me as a practical matter to send it through, we can take a look at it, and consider your question and advise.  But I'm not sure whether the witnesses will have anything they want to raise when they come back.

MR. LI:  I'm back now.  Sorry, I apologize. I don't know what happened to my home internet.  It just died and two minutes later, it came back.  But I apologize for the interruption.

Without seeing your additional document, Mr. Shepherd, I don't know -- I cannot comment on that.  But the only thing I can say at this point is if you are questioning about going to question 238 of VECC -- I'm sorry, Schools 238, we have already given you like three factors why we think that the costs and the rates are different.

So I'm not sure if I can go beyond what I have already given in our response to SEC 238.  I'm just trying to understand.  Are you trying to ask a different question, or are you still asking about why the rates or the costs are different because we have given that in our response to 238 already.

MR. SHEPHERD:  I'm actually -- it is quite a different question.  I've just sent the table to Regulatory and Hydro One, and so I would like you to please take a look at it and see whether you can explain the differences.  Not right now, by way of undertaking.  Or take a look at it and tell me later whether you can give the undertaking.

MR. STERNBERG:  So why don't we do this for right now, and we'll undertake to review the document and consider your question, and if we're in a position to answer we will.  And if we aren't or we take issue with the question we'll advise.

MR. LI:  Okay.  So I'm not connected to --


UNIDENTIFIED MALE SPEAKER:  Jay, can we give that a number, please.

MR. SIDLOFSKY:  Yeah, that will be JT4.10.
UNDERTAKING NO. JT4.10:  TO REVIEW MR. SHEPHERD'S DOCUMENT AND CONSIDER MR. SHEPHERD'S QUESTION, AND PROVIDE A RESPONSE IF POSSIBLE; OR TO ADVISE OTHERWISE


MR. SHEPHERD:  All right.  Mr. Li, you took me to 238, which is where I'm going next anyways, so obviously you read minds, too.  And on the second page, the page you're looking at right now, there is some reference to higher PLCC values for the legacy classes, which don't apply to the acquired classes, right?

MR. LI:  They do, but what I was saying there in part 1 is saying that because we applied the direct location factors, so that reversed the PLCC a little -- a bit there.  That's what I was trying to say, because --


MR. SHEPHERD:  I understand that.  In fact, there is a footnote at the bottom of the page, right, that explains that there -- that the acquired utilities used basically old legacy PLCC values, but you actually had the more recent study, which is more accurate, right?

MR. LI:  Yes, we believe that, yes.

MR. SHEPHERD:  So do I take it then that sooner or later these utilities or these acquired customers, if you like, have to go to the correct PLCC numbers?  You can't just leave them with the legacy numbers, the old -- sorry, I shouldn't use legacy -- the old numbers indefinitely?  Sooner or later they have to go to the more correct ones, right?

MR. LI:  It makes sense, yes.

MR. SHEPHERD:  Can you quantify what the impact would be if you did that?

MR. VETSIS:  Actually, before we do, can I have just a quick sidebar with you?

MR. LI:  Yeah, yeah, sure.

MR. STERNBERG:  Maybe give them a room to confer, please.

[Witness panel confers in breakout room]


MR. GARNER:  I wonder -- it's Mark Garner -- while we're on the record, if Mr. Sternberg is still in the room and -- or Mr. Myers.

MR. STERNBERG:  Yes, we're here.

MR. GARNER:  Thank you.  What I'm wondering is, first of all, given Mr. Shepherd's little problem with e-mails, I just want to make sure what we did send in questions did reach your regulatory folks as per our agreement to send you something in -- our questions in writing, so I did send them this morning.  I just want to make sure they're there.

And then I guess the next thing would be at some point we will want to put an undertaking to them, but you may want to review them quickly first just to see if there's anything and I need to get a hold of Mr. Harper for any reason.

MR. SIDLOFSKY:  Mr. Garner, we're ahead of you on that.  We entered the VECC questions as Exhibit KT4.1 --


[Reporter appeals]


MR. SIDLOFSKY:  It's James Sidlofsky.

THE REPORTER:  Okay.  Go ahead --


MR. GARNER:  Oh, I may been not --


[ Reporter appeals]


MR. GARNER:  Sorry, go ahead, James.

MR. SIDLOFSKY:  What I said was, Mr. Garner, we're ahead of you.  We gave the VECC questions Exhibit No. KT4.1, and the undertaking to respond to those is JT4.9.  You may have just been out of the room at the time.


MR. GARNER:  Yeah, I came -- it's Mark Garner.  I came in late.  I may have just missed all that, so thank you for all that.  Thank you.  It's all taken care of.

MR. SIDLOFSKY:  Jay, we should give an exhibit number to your items as well.

MR. SHEPHERD:  Okay.

MR. SIDLOFSKY:  We'll make the --


MR. SHEPHERD:  You got it, right?

MR. SIDLOFSKY:  Yes, I have it.  We will make the School's material KT4.2.  And I don't think we have the undertaking quite yet, but I think it's probably coming, right?

MR. SHEPHERD:  I hope so.  You never know.
EXHIBIT NO. KT4.2:  SCHOOLS MATERIAL.

MR. STERNBERG:  Mr. Sidlofsky, if I may, while we're waiting, I think the transcript will be clear on this, but just mindful of the fact that Mr. Garner sounds like he may not have been on when we dealt with the written questions in the undertaking.  As you indicated, they were marked, and just for Mr. Garner's benefit I reiterate that the -- we haven't had a chance to review them in detail, so the undertaking is to further review them and provide responses to the questions or if Hydro One is unable to do so or takes issue with any of the questions it will advise.

MR. GARNER:  Thank you, Mr. Sternberg.

MR. SHEPHERD:  This is a very long sidebar.  Is it possible there is a technical problem?

MR. LI:  No, no --


UNIDENTIFIED MALE SPEAKER:  We just came back --


MR. LI:  -- we just came back now, Mr. Shepherd.

MR. SHEPHERD.  Okay.  Good.

MR. LI:  Yeah, we were just checking.  I think we are okay, actually.  So if you can continue your question that would be great.

MR. SHEPHERD:  All right.  So I was asking about the PLCC values.  And I'm right, am I not, that the PLCC values determined by Hydro One -- and by the way, the old ones -- isn't it right the old ones, the 2008 ones, were actually originally a Hydro One study that other utilities applied?  Is that right?

MR. LI:  I think if you go back to -- that is definitely before my time.  But I think the original one was actually Ontario Hydro.  That was done a while ago --that's before my time.  And then in 2007, I think we did one study and then we updated another round a few years later.  But the original one, I don't know.  Actually I'm not quite sure.  I think it's Ontario Hydro, but I could be wrong.

MR. SHEPHERD:  Awesome.  Do you know -- right now, the PLCC values for Hydro One are generally higher than most of the utilities in the province, the LDCs in the province, is that right?

MR. LI:  I believe so, yes.

MR. SHEPHERD:  Is the fact that you have a high rural component of your system, is that a factor in that difference?

MR. LI:  To be honest, I think it's just numbers, the original numbers are so old, I believe it's from the '80s.  I could be wrong, but it's just something that we did -- we did a proper study about 10, 15 years ago, and that's the outcome.  I don't know is it because of our service territory, but in general I don't think that is the case.  It's just maybe just the age of the data.  It could be.  It could be.  It could be.

MR. SHEPHERD:  Right now, no one knows if the PLCC numbers differ from utility to utility in the ways they do.  There is no assumption that they're based solely on different business or geographical conditions.  They may be modeling differences, right.

MR. LI:  I believe most LDC use the OEB default ones. I'm not aware of any other LDC that went out and actually did a study, so I don't know.

MR. SHEPHERD:  All right.  Can we move on to L-SEC-24 -- by the way, are you going to give the undertaking to -- or have you given the undertaking?  That's 4.10 is to look at the table and assess what you can answer?  Is that right?

MR. LI:  You mean what you -- you mean the material that you sent yesterday that we never received, right?  Yeah, we can take a look at it.

I still don't have it.   I guess my Internet from the other computer is down, so I still don't have it. I have seen it yet.

MR. SIDLOFSKY:  I did give that number 4.10, but thank you for the confirmation, Mr. Li.

MR. SHEPHERD:  I want to go to L-SEC-240.  And am I right that you don't actually have an estimate of rate base for these three acquireds, an actual estimate?  Is that what this says?

MR. LI:  We have it, we have the status quo for five years and they used the approach to estimate 2023.  We have it.  But I'm not sure if I follow.  What do you mean by we don't have the rate base?

MR. SHEPHERD:  That's status quo.  But the actual rate base.

MR. LI:  The actual rate base, okay.  I'm sorry.

MR. SHEPHERD:  The actual rate base is the net of the assets listed in the cost allocation model, less the adjustments, right?  That would be your PP&A number?

MR. LI:  Can I have a breakout room with my team?

MS. SANASIE:  Just a moment.  The room is open.  
[Witness panel confers in breakout room]

MR. SHEPHERD:  Jamie, time check.  I have three more questions.

MR. SIDLOFSKY:  Thanks, Jay, I appreciate that.  Why don't we get through yours and then we'll do the afternoon break.

MR. SHEPHERD:  Good.

MR. LI:  Hello, Mr. Shepherd.

MR. SHEPHERD:  Hi.

MR. LI:  I just want to confirm we do have the rate base for this acquired actual, because when they came in, we do have the rate base and then we continued to track the capital for these utilities.  So we do have the rate base for these utilities.

MR. SHEPHERD:  Would that be the same number as the number in your cost allocation model for net fixed assets after the reallocation?

MR. LI:  Well, the one in the cost allocation model is an allocated one.  We allocate specifically, directly allocate 18 -- USofA 1815 to 1860 only, so it's only a portion of the local assets being allocated.

So if you talk about total rate base, no, they won't
-- they won't line up, no.

MR. SHEPHERD:  Okay.

MR. LI:  You still have the other USofA that is not being directly allocated, then what you have in the cost allocation model will be allocated rate base and of course is a not going to line up 100 percent with the real rate base.

MR. SHEPHERD:  All right.  So I wonder if you can undertake to provide a side-by-side comparison by USofA account of the allocated rate base net of all reallocations and the -- your tracked rate base that you're talking about, just -- because you've tracked it, obviously, by USofAs.  How else could you track it?  So could you do a side-by-side comparison of those two by way of undertaking?

MR. LI:  But Mr. Shepherd, may I ask you, how is that relate to -- which IR are you linking that to?

MR. SHEPHERD:  This one.

MR. LI:  The 240?

MR. SHEPHERD:  Yes.

MR. LI:  The 240 is about status quo, right?  It's a different --


MR. SHEPHERD:  So -- so -- sorry, so then -- then I guess it applies to -- what was the other one I was just talking about?  Oh, yeah, net fixed assets.  235.  This is obviously relevant, Mr. Li.  The Board will want to know whether the amounts you're allocating to rate base are similar to the amounts you've calculated as the rate base because you're tracking it.

MR. LI:  So can I clarify what you're asking?  So what you're asking is by each USofA account --


MR. SHEPHERD:  Yes.

MR. LI:  -- a side-by-side comparison between what is listed in the cost allocation model which is allocated versus what we have in our books, basically, the actual?

MR. SHEPHERD:  What you've tracked, because you've actually -- you've actually tracked --


MR. LI:  Well, we don't --


MR. SHEPHERD:  -- assets separately, right?  Because the Board told you to.

MR. LI:  So you're talking about our forecast of 2023?

MR. SHEPHERD:  Yeah, 2023.  That's the number -- yeah, 2023.  That's the year that we have everything for, I think.

MR. VETSIS:  Keep in mind, Mr. Shepherd, there's actually a couple of elements here.  There's the net fixed assets from the acquired utilities that after synergy savings, et cetera, the incremental costs which get brought into Hydro One, and then from there, there is also the shared costs, which get allocated between everybody.  And so if you line those two up, those will not be -- obviously not be the same number, because now you're talking about sort of two different pools of costs.

MR. SHEPHERD:  Oh, no, fully understood, but the Board ordered you to keep track of the capital assets to serve these customers, so you have that, and you also have the cost allocation model.  I just want you to put them side by side.

MR. VETSIS:  And so you just want to understand what is the additional amount of costs that are being allocated to these customers beyond what gets brought in at the time of integration?

MR. SHEPHERD:  No, I actually want to know on a line-by-line basis how the amounts allocated in the cost allocation model differ from the amounts that you say you have tracked and are the assets being used to serve these customers.  This is information you must have.

MR. STERNBERG:  I suggest, counsel, we do this, and you've heard the witnesses asking you for various clarification questions to understand the scope of what you're seeking and also what you say the relevance is.  To move things along, I suggest we undertake to take this back, Hydro One will further consider it, and if it's in a position to respond and doesn't object to doing so, it will, and if it has -- takes issue with it, we will advise.

MR. SHEPHERD:  Okay.

MR. SIDLOFSKY:  That'll be JT4.11.
UNDERTAKING NO. JT4.11:  TO PROVIDE A SIDE BY SIDE COMPARISON OF CAPITAL ASSETS SERVING THE ACQUIRED UTILITIES, BY USOFA ACCOUNT, COMPARING THE NET AMOUNTS IN THE COST ALLOCATION MODEL AND THE RECORDS OF CAPITAL ASSETS HYDRO ONE WAS REQUIRED BY THE BOARD TO MAINTAIN

MR. SHEPHERD:  My next question is on Staff 327 C.  I'm right, am I not, that the rate base allocated to the acquireds is just under 3 percent of your total rate base; is that right?  That's the ballpark?

MR. LI:  I don't have the statistics in front of me, but you say 3 percent rate base, subject to check.  I don't know.

MR. SHEPHERD:  Yeah, I actually didn't calculate it to the dollar, but I'm just looking at the cost allocation model.  It looks like it's about that.

So the reason I ask that is because you said that you -- that asset retirements are not material, but your asset retirements are like 170, 180, 190 million dollars a year, right?

MR. LI:  You're talking about acquired?

MR. SHEPHERD:  Well, no, total, so presumably --


MR. LI:  Total, yeah.

MR. SHEPHERD:  And so presumably the acquireds are five, six million dollars a year, right?

MR. LI:  When we look at the asset retired, retirement, it's about 2 percent of the -- as we replied in part C, it's about 2 percent of the gross book value.  That's what we saw.

MR. SHEPHERD:  Okay.  So that would be about seven million?  Seven and a half million?

MR. LI:  Okay.

MR. SHEPHERD:  And so I'm not sure I understand why that doesn't matter.  Where I'm going with this, Mr. Li -- and maybe I should explain it a little more simply -- is it would appear to me that your gross allocation system allocates to all of the various rate classes, including the effects of asset retirements, that is, your main allocation of everything, and then your adjustments would then take some out of the acquireds; is that right?

MR. LI:  Yes.

MR. SHEPHERD:  And does that mean that the asset retirements are implicitly allocated to the acquireds, or does the direct allocation approach take that away?  And the reason I'm asking that is because it would appear that that necessarily increases the rate base allocated to acquireds by seven or eight million dollars a year, if it doesn't reflect that.

MR. LI:  Well, when we do the direct allocation calculations, there is no retirement there.  We admit that it should be there, but I don't think it's implicitly in there.  So what we trying to say is it should be added.  It should be added.

MR. SHEPHERD:  So that means that the rate base -- the net rate base allocated to the acquireds is maybe 2 percent too high each year because the asset retirements are not there?

MR. LI:  Yes.

MR. SHEPHERD:  All right.  Thank you.  Then I want to go to VECC 125.  And because I'm doing this alphabetically, you will know I'm near the end.

MR. LI:  Did you say VECC 125?

MR. SHEPHERD:  Yes.

MR. LI:  Give me a second here.

MR. SHEPHERD:  I'm on page 2.

MR. LI:  Okay.  I got it, yeah.

MR. SHEPHERD:  All right.  So for the two demand-based classes, GSd and UGd, the fixed charge goes down from 2022 to 2023, but -- and for the two acquired demand-build, AUGd and AGSd, the fixed charges are going up.  And in all cases the fixed charges are well above the minimum system plus PLCC.  So I'm not sure I understand why the acquired fixed charges would be going up and the legacy fixed charges would be going down for the demand-build classes.  Can you help me with that?

MR. LI:  Let me take a look at it.  Just give me a second.  I think I have to go back and look at it and give you an explanation.

MR. SHEPHERD:  Okay.  I'll take that undertaking.

MR. LI:  It's basically to explain why they go different directions.

MR. SHEPHERD:  That's right.  That's exactly right.

MR. LI:  I have to go back and take a look at it.

MR. SHEPHERD:  Great.

MR. SIDLOFSKY:  That will JT4.12.
UNDERTAKING NO. JT4.12:  FOR THE TWO DEMAND-BUILD CLASSES GSD AND UGD, TO EXPLAIN WHY THE ACQUIRED FIXED CHARGES WOULD BE GOING UP AND THE LEGACY FIXED CHARGES WOULD BE GOING DOWN

MR. SHEPHERD:  Thank you.  My last question is on VECC 136.  This is in A5, and I understand that most of the revenue offsets are relatively small, so they don't make a whole lot of difference.

But the one thing that I would have thought could have an impact is pole attachments, particularly in these areas.  And I wonder if when you looked -- because what you've done is you've used the revenue offset from what?  2011, 2012, instead of updating it.  Do you know what the impact is of adjusting for the much higher current pole attachment charges?

MR. LI:  I think it used to be 30-something dollars and it went up to 44.

MR. SHEPHERD:  Actually, back in 2011, wasn't it look 22 or something?

MR. LI:  I don't know.  That's before my time again.

MR. SHEPHERD:  When you decided to keep the revenue offsets constant, did you look at whether any of the particular revenue offsets had a big change?

And the reason I ask that is because that wouldn't matter for Hydro One; obviously it's a small number for Hydro One.  For those customers, it might make some difference.  Did you look at that?

MR. LI:  Can I take -- can I do a breakout room with my panel, please?

MS. SANASIE:  Sure.  The room is open.

[Witness panel confers in breakout room]

MR. VETSIS:  I don't believe we looked at a specific change in the pole attachment rate with respect to the revenue offsets.

However, I would note you noted initially it's unlikely to make a material impact for Hydro One.  I think that would apply for the acquired utilities as well.  For most revenue requirements I've seen the external revenues tend to represent a very small percentage of the overall revenue requirements.

We would expect that even if we had made an update, it likely wouldn't impact the calculation here, which is the upper goal post.  Ultimately we're talking the allocated cost in this application for the acquired utilities are still coming in roughly nine million below the upper goal post.  So even if you tweaked it around by, let's say, tens of thousands, it wouldn't really alter the outcome anyway.

MR. SHEPHERD:  The allocation is not simply a number between the goal posts, right?  It's actually a conventional allocation with some adjustments, right?

MR. VETSIS:  What gets ultimately allocated to form the underlying rates of the customers?

MR. SHEPHERD:  Yeah.

MR. VETSIS:  The methodology this is talking about, this is -- my recollection is this interrogatory is about the approach for calculating the status quo, what it would have been had these utilities not been acquired.

So for the purposes of this allocation, I don't think it makes a material difference to the outcome.

MR. SHEPHERD:  All right.  Anyway, my only question was did you look at it, and the answer is no, which is fine. I agree it's a small number.

And witnesses, those are my questions.  Thank you very much for your assistance.

MR. SIDLOFSKY:  Thanks very much, Mr. Shepherd.  It is now just coming up on 2:35.  That completes the questioning for panel 3.  So why don't we take this opportunity to take the afternoon break, switch panels, and we'll start with the Society at 2:50.
--- Recess taken at 2:34 p.m.

--- On resuming at 2:50 p.m.

MR. SIDLOFSKY:  We are back, and we're about to start questions on panel 4, but Mr. Sternberg, I understand you have a preliminary matter?

MR. STERNBERG:  Once I introduce the panel there's just two quick points we wanted to mention at that point before we turn to -- turn to questioning.

MR. SIDLOFSKY:  Great.  Why don't you go ahead then.

MR. STERNBERG:  Thanks.  So we're at panel 4, the finance and compensation panel.  Introducing the members of the panel, first we have Samir Chhelavda, vice-president, finance and corporate controller; next, Nancy Tran, vice-president of corporate tax; next, Sabrin Lila, director of compensation; then Uri Akselrud, senior regulatory advisor; and finally, Anthony Nava, senior manager of strategic business planning.  Those are the panel members.

HYDRO ONE NETWORKS INC. - PANEL 4, FINANCE AND COMPENSATION

Samir Chhelavda
Nancy Tran
Sabrin Lila
Uri Akselrud
Anthony Nava
Preliminary Matters:


As I said, just two quick points to preliminary -- preliminarily indicate before we turn to questioning.

The first is -- and this is really by way of reiteration, and that is that due to the unfortunate personal circumstances that were mentioned at the outset of the TC and in Hydro One's correspondence, Messrs. Akselrud and Nava are stepping in in place of the finance witness, Mr. Joel Jodoin, and Messrs. Akselrud and Nava will of course do their best to answer questions that would have been for Mr. Jodoin.  Of course, if they can't answer certain questions we will give undertakings in respect of them, and I trust people will be understanding of that in the circumstances.

The second point is that there's one preliminary point Mr. Chhelavda would like to briefly address at the outset.

MR. CHHELAVDA:  Thank you, Mr. Sternberg.  This is Samir Chhelavda from Hydro One.

Hydro One has identified a potential inconsistency in the way that transmission external revenues are reported in Exhibit D-2-1, which could potentially impact one Hydro One transmission variance account; namely, the external station maintenance, ECNS, and other external revenue variance account.

We are currently performing a review.  If there is a need to revise any interrogatory responses or related parts of the evidence, we will do so by way of undertaking response.  The potentially affected IRs are VECC 26 to 29.  Given we are still currently reviewing this potential inconsistency, we are not in a position at this point to provide further details or answer questions on it.

MR. STERNBERG:  Mr. Sidlofsky, if I may, just so the record is clear, the undertaking we propose then is the following, and that's to provide any interrogatory response or related evidence, corrections, or updates that may be needed in respect of transmission external revenues.

MR. SIDLOFSKY:  Okay.  So I will enter that as an undertaking now, JT4.13.
UNDERTAKING NO. JT4.13:  TO PROVIDE ANY INTERROGATORY RESPONSE OR RELATED EVIDENCE, CORRECTIONS, OR UPDATES THAT MAY BE NEEDED IN RESPECT OF TRANSMISSION EXTERNAL REVENUES.

MR. SIDLOFSKY:  Okay.

MR. STERNBERG:  That covers the preliminary points.  From our perspective we are ready to move into parties' questioning.
Examination by Mr. Dumka and Mr. Fraser:


MR. DUMKA:  Good afternoon, panel.  I'm Bohdan Dumka.  I'm a consultant for the Society of United Professionals, and I'll be asking you some questions, and I'm joined this afternoon with Colin Fraser, who is also a consultant for the Society, and he is going to kick off our questioning.

MR. FRASER:  Okay.  I've never done this before, so I'm hoping that I'm going to pop up on screen, or do I have to do anything to make that happen?

UNIDENTIFIED MALE SPEAKER:  I can see you.

MR. FRASER:  Okay.  Good stuff.  Okay.  All my questions are for Mr. Chhelavda, and they all relate to the accounting modelling use for registry purposes currently and in future for Hydro One.

My first reference would be OEB Staff 14(a), and (i) would be the sub-paragraph.  In that interrogatory response Hydro One discussed the potential recovery of a hypothetical transition to IFRS should the Board require that.

And I just wanted to just get a little bit more clarity on whether the previous conversion from old CGAAP to U.S. GAAP had required any incremental cost that had to be recovered by ratepayers.  Was there -- was there an incremental project or any system changes or anything like that, or was it basically a seamless rollover?

MR. CHHELAVDA:  This is Samir Chhelavda.  So there were some system changes.  However, Hydro One did not seek any recovery of costs from ratepayers when they transitioned from CGAAP to U.S. GAAP.

MR. FRASER:  So just by -- just to nail this one down then, there wasn't really a conversion project that was run.  As I understand it, I think CGAAP and U.S. GAAP were very similar and staff were all trained on both, et cetera, at that time; is that correct?

MR. CHHELAVDA:  That is correct.

MR. FRASER:  Okay.  Good.  With respect to the same interrogatory, Hydro One referred to some previous -- or a previous decision by the OEB that -- I think it was 2011 -- that gave Hydro One permission to use U.S. GAAP as its basis of rate regulation as an alternative to modified IFRS, modified IFRS being the default, but the OEB's IFRS report allowed for the use of other models should they be justified.

And at that time I think Hydro One notes that the OEB was satisfied and that virtually all intervenors agreed that the use of U.S. GAAP was in ratepayers' best interest.

And these questions refer to an earlier -- lengthy earlier decision, but they are relevant, I think, given the issue that's currently under discussion.

I guess my first question is, given that I believe the impact of overheads and indirect cost accounting rate treatments were discussed and were a major consideration in the OEB's decision in the earlier -- at the earlier time, did Hydro One and PWC refer those -- or review those prior transmission and distribution decisions in detail in preparing their responses to these IRs and in the preparation of the PWC report?

MR. CHHELAVDA:  So Hydro One did review those decisions and that -- all that information in preparing our responses.  PWC only looked at common corporate costs in their review.  They did not refer to the earlier decisions.

MR. FRASER:  Okay.  That's good to know.  I guess my next question is, in Hydro One's view has anything material in the regulatory environment or the accounting -- external accounting environment changed since those original decisions were given by the OEB, and since the original position was taken at the OEB and adjudicated that would indicate that there is any basis for revisiting the treatment now?

MR. CHHELAVDA:  I'm sorry, Mr. Fraser, could you repeat your question?  I didn't --


MR. FRASER:  Sure.

MR. CHHELAVDA:  -- quite catch it.

MR. FRASER:  I was doing it a bit complex there.  I guess my -- or my question is, what's changed since the original decisions by the OEB-approved U.S. GAAP in terms of the regulatory or accounting environment from Hydro One's perspective?  Has anything changed that would warrant going back to look at the accounting model?

MR. CHHELAVDA:  So since that time there has been an interim IFRS standard, IFRS 14, and fairly recently there was the exposure draft on the new 2B permanent IFRS standard on regulatory assets and liability, so from that perspective I would say there's been a fundamental change from back in 2010 to today.

MR. FRASER:  I guess my question with respect to that would be, I understand how that would govern the treatment of regulatory assets, but I guess in terms of -- I guess what I'm focusing on is more the treatment of indirect costs and corporate common costs.  Has there been anything that -- because that -- at least on my review, that seems to have been the key element in the decision -- arguing for the decision at that time, to use U.S. GAAP.

So has anything changed in those particular accounting standards?

MR. CHHELAVDA:  To the best of my knowledge, no, they have not.

MR. FRASER:  Okay.  Thank you.  Now, moving on to SUP 5(c).  And this is again similar question on the evolution of accounting standards.  Hydro One has responded that Hydro One previously provided estimates to the OEB, but transitioning to IFRS these estimates were not on the same bases and therefore not comparable.  In particular, the applicable accounting standards continue to evolve.

I guess my question there is that, were the prior estimates externally reported for some years and then ceased to be reported, were they be entirely related to the impact of reclassifying corporate and other indirect costs, or were they more a comprehensive reflection of the adoption of IFRS?

MR. CHHELAVDA:  My understanding in the previous analysis that was done was more comprehensive, so it was related to -- at the time, Hydro One was undertaking IFRS conversion project, so it involved a lot of detail and it was more comprehensive than what you see today.

MR. FRASER:  Okay.  Would Hydro One -- I won't ask that question because it's getting into history too much.

Moving on to OEB 13(d), and in this IR you comment on the approach that's taken with respect to consolidation of Hydro One financial results for use in the province's consolidated financial statements.

And you refer to best-efforts basis.  Can I just ask you quickly to explain what you mean by best efforts?

MR. CHHELAVDA:  Yes, so because Hydro One has inherent, I'll say system limitations as well as access to information, it's done on a best-efforts basis.

What that means is there are some things where we can do the comparison between U.S. GAAP and IFRS relatively straightforward, we do that comparison, and have the analysis.  Others we have to use a certain form of estimation -- again, it's to the best of our knowledge.  And there's a third bucket of items where we cannot, for aforementioned reasons -- either our systems don't allow us to, or we don't have that information -- we cannot make the U.S. GAAP to IFRS reconciliation adjustment.  So that's the best-efforts basis.

In addition, this is done at the Hydro One statutory materiality, so that materiality level tells you there's a plus or minus margin of error there.

MR. FRASER:  That was going to be one of my questions.  Can you tell us what that audit materiality level was?

MR. CHHELAVDA:  The last time this was performed it was $80 million.

MR. FRASER:  Obviously that's well above the level of tolerance for imprecision the OEB would want to see.

MR. CHHELAVDA:  Exactly.


MR. FRASER:  Can you tell me to what extent that capitalized overheads or indirect costs, corporate costs are adjusted in the special purpose financial information you provide?  Is that a separate line item or is it somehow embedded in something else?

MR. CHHELAVDA:  It would be a separate line item.  We do, again, on a best-efforts basis, we analyze what we believe would be the adjustment and we would do it -- actually, it would be a two-level adjustment.  One would be the current year and one would be the historical catch up.

MR. FRASER:  Is that limited to corporate common costs or do you try to address other costs that would potentially be invalidated as capital under IFRS?

MR. CHHELAVDA:  It would include the latter.  It would be the corporate common costs plus whatever is embedded in standard labour rates that under IFRS may not qualify for capitalization because IFRS would not treat them as technically attributable costs, whereas U.S. GAAP would.

MR. FRASER:  But at a very high level of materiality, so I guess --


MR. CHHELAVDA:  That's right.

MR. FRASER:  All right.  Next question refers to OEB-13(e)(i).  This is with respect to a potential -- I guess Hydro One was required to adopt IFRS to enable it to use modified IFRS as a basis of rate regulation.

I think Hydro One responded it would need to redo its business plan and conduct a new depreciation study.  Can you tell me why a new depreciation study would be needed, given Hydro One said the newly-proposed depreciation method may be acceptable for IFRS purposes?  And reference to that is OEB-284(c)(ii).

MR. CHHELAVDA:  We indicate that we would have to recreate our business plan because currently the business plan -- when we look at our capital works, is planned at the group level and while under IFRS it would still be at a group level, but you have to compartmentize to a lower level, so the lowest common denominator of an identifiable asset.

From that perspective, you would have to recast the business plan to get a better sense of what costs currently under U.S. GAAP that are capitalized may not be capitalized under IFRS.

And then in terms of the depreciation study, again the depreciation study would have to be redone because I would have to have these additional groups of assets.  And then we also have to find out the mechanism to track gains and losses on disposition of assets as well.

MR. FRASER:  Are you telling me in that circumstance would you have to redo the Black & Veatch studies?

MR. CHHELAVDA:  I would suspect that would possibly be a requirement as well, yes.

MR. FRASER:  Can you elaborate on the steps that would be required to update the business plan?  For example, would you need to run a full IFRS conversion project prior to redoing the business plan, and would have to make any system changes prior to recasting the business plan for a comprehensive IFRS conversion?

MR. CHHELAVDA:  If we were going to implement a comprehensive IFRS accounting framework, absolutely you would have to embark on an IFRS conversion project.  There are other -- there is an indirect overheads component which is also -- treatment of pensions are different, and stock-based compensation and a few others.

So not doing a full-blown IFRS conversion would render an incomplete analysis, so you would definitely have do a full conversion to be able to fully implement IFRS.

MR. FRASER:  I think the interrogatory poses the possibility of a conversion effective January 1, 2023, and given that Hydro One would only start such an effort with an OEB decision from this hearing, or from this proceeding, I would suggest to you that that is not a possible date.

Can you provide a best estimate of the likely lapse time required to convert to IFRS and develop a plan to provide OEB quality rate forecast information?  It's sort of a difficult question on the fly.  If you would like to give an undertaking to think about it a bit.

I'm looking for what's the first reasonable date with best effort that Hydro One could do an OEB submission on an IFRS basis.

MR. CHHELAVDA:  I think the first step would be to wait for the IFRS standard that is currently -- it was under comment.  And comments were received by the International Accounting Standards Board this past summer.  There is the expectation that a final standard will be issued at some point in 2022.  To me, that would be the starting point.  Once you have a final standard, you can assess based on that standard what the impacts would be on Hydro One.  And once you have the final standard, our estimation is a minimum three, most likely four years to be able to fully implement IFRS.

So if the standard comes out late 2022, let's say Q4, effectively you would start in 2023, you wouldn't be in a position -- the best, most realistic I think possible date would be four years from there, so 2027 to 2028 would be the most plausible date.

MR. FRASER:  Looking at the next dance, not this one.

MR. CHHELAVDA:  Yeah.

MR. FRASER:  Okay.  Good to know.  If an IFRS conversion was mandated by the OEB during the five-year rate period -- and you've already answered it maybe isn't possible, but assuming Hydro One could implement or identify IFRS changes within the five-year rate period, and those changes were material, how would Hydro One propose they be handled for regulatory purposes?  Would that likely be a Z factor situation, or how would that find its way in, say in the last year of the five years?

MR. CHHELAVDA:  I would probably have to undertake to answer that question.  I mean my initial thought would be it's probably something extraordinary, out of our control.  It probably would meet the criteria of a Z factor, but I would have to confirm.

MR. FRASER:  I won't force an undertaking on that, because it is hypothetical.  I think we've already gotten the answer that we're probably outside the five-year period.

With respect to self construction of assets, OEB 182(c) and also SUP 3(a), same issue.  I'll focus on the OEB one.  Hydro One notes when it sources an asset from a third party, the price of that asset and its in-service value would include a portion of the third party's corporate costs, such as HR, risk management, legal, procurement, et cetera.

Would Hydro One agree that the acquisition price would also notionally include the third party's profit?

MR. CHHELAVDA:  Absolutely, yes.

MR. FRASER:  Okay.  So given that there seems to be concern among some parties that the capitalization of overhead under U.S. GAAP currently overvalues assets versus other utilities' practice in North America or within Ontario, has Hydro One conducted any kind of comparison or benchmarking on the in-service value of its assets it self-constructs versus those it purchases from third parties?  Just to sort of get a sense for how much over-valuation there is in comparable [audio dropout]


MR. CHHELAVDA:  Mr. Fraser, to the best of my knowledge I do not believe we've done that analysis.

MR. FRASER:  Would you feel it's possible to do that analysis?  I'm not asking for it now, but just theoretically, would that be an analysis that could be considered?

MR. CHHELAVDA:  I guess it could be considered.  However, I mean, it would require a third party who's constructing the assets to divulge what could be confidential information, so I'm not very optimistic that a third party would divulge that.

MR. FRASER:  Okay.  I'm not looking for a like-to-like sort of service-to-service, as much as I'm just trying to get a sense as to whether -- for example, if Hydro One
is -- and this is totally, totally notional -- or for example, only -- say Hydro One capitalizes 25 percent more overhead than other companies, but other companies buy versus build and they're paying 20 percent more because the providers -- the third-party provider's costs are embedded in the asset, effectively, you've got a like-to-like issue, although optically it may look like Hydro One is capitalizing more.

I'm just looking to see on a total cost basis for comparable assets whether there are any kind of -- comparison is doable.

MR. CHHELAVDA:  Again, we've not done that analysis.  If the data is available I think that analysis can be conducted, but again, it's all dependent on data availability.

MR. FRASER:  Okay.  Has Hydro One sort of been able to arrive on any conclusion on its own as to whether its capitalization of indirect costs, including corporate functions to services, overvalues an asset versus turnkeying one?

MR. CHHELAVDA:  So, you know, the self-construct versus third party, it's -- again, there may be a misconception that, you know, you know, having a third party construct the asset would be less costly.  It's just -- it's just -- the pie is just divided differently.  Embedded in there is going to be, as you mentioned, the profit element and the third party's overhead, which would be directly capitalized.  So it's very likely that when that comparison is done you will realize that it is a like-for-like comparison and the cost of the asset would be very similar under both methods.

MR. FRASER:  Okay.  That's basically my questions.  I think this may re-arise during the hearing, but for clarification purposes it's been very helpful.  Thank you, Mr. Chhelavda.

MR. DUMKA:  Hello, panel.  I've got a number of questions on compensation, and I think Ms. Lila will be the source of the answers for the vast majority if not all my questions.

If we could flip up Society Interrogatory No. 7, please.  I just have a simple question on this one.  In this particular IR we asked for breakdown of the approximate 250 employees who were repatriated from energy, and I'm just wondering why there is roughly a 10, 11 percent difference between the ballpark estimate in evidence and the data that we got in the response.  Again, the evidence said about 250, whereas we see there's about 223 employees that were repatriated.

MS. LILA:  Good afternoon, Mr. Dumka.  Yes, I can help with that response.  At the time of filing the estimate was 250, as you noted, and has since conformed to be 223, as is articulated in this IR.  At the time when we filed the evidence, we were still continuing to repatriate employees, and that was an estimate that was provided at that time, and this information is now confirmed.  In addition, we also had some attrition from this population, which would also be replaced.

MR. DUMKA:  Right.  Okay.  Thank you.  If we could go to Society IR No. 8.  Now, if we just stop at the question (a), we had asked the response to question (a) to also be provided in Excel format, and to my knowledge we did not receive an Excel table.  Would you undertake to provide such to us?

MR. STERNBERG:  Can we just scroll down for a moment to the response?

MS. LILA:  To clarify, Mr. Dumka, you're just looking for an Excel table of the information that's been provided here in the response?

MR. DUMKA:  That's correct, yes.

MS. LILA:  Yes, we can provide that if it hasn't already been provided.

MR. DUMKA:  Okay.  Do we need an undertaking number for that?

MR. SIDLOFSKY:  Yes, sorry about that.  That's JT4.14.
UNDERTAKING NO. JT4.14:  TO PROVIDE A LIVE EXCEL VERSION OF THE RESPONSE TO SOCIETY IR NO. 8.

MR. DUMKA:  Okay.  Thank you.  If we could go to -- which one is it?  Oh, page 3, the reply provided for question (b) and (c).  It's both the same answer.  Just a point of clarification on what was provided.  It reads:

"No, we are not expecting an increase in retirements due to the future service changes coming into effect in 2025.  These changes do not affect those who reach eligibility for an unreduced pension before April 30th, 2025."

So as -- if you can just confirm.  As I understand it, if somebody qualifies for the rule of 82, at the end of April 2025 that rule of 82 would still apply to them if they retired six months or 12 months later?  It doesn't end at April 30th, 2025, the eligibility?

MS. LILA:  Yes, that's correct.

MR. DUMKA:  Okay.  Thank you for that.  If we could go to answer (d).  Now, trying to interpret what is said here, is Mercer saying that they don't use the same retirement and attrition forecast as provided by Hydro One in its reply to part (a) above?

MR. STERNBERG:  I'm just interjecting.  I'm -- you're obviously asking a follow-up question to this response, which was from Mercer.  I'm not sure if Ms. Lila will be in a position to respond to it.  If she is, that's fine.  Otherwise, we may need to deal with this by way of undertaking, because it sounds like you're seeking a clarification as to what Mercer did.

MR. DUMKA:  Basically, I want to confirm, you know, just to reiterate whether the numbers that Mercer has used is the same as what Hydro One has provided in answer to part (a).

MR. STERNBERG:  To move along, if Ms. Lila is able to respond on the spot, that's fine.  Otherwise, we will provide an undertaking to ask Mercer.

MS. LILA:  I think I can help somewhat, and then perhaps we may need to take further questions by way of undertaking.  If we can call up the Mercer forecast, which is located at Exhibit E, Schedule 6, tab 1, attachment 1.1.  Mercer summarizes on page 2 their methodology.  Scroll further down just that set of points 1 to 5 on the previous page, on page 2.  Right there.  Thank you.

Here they explain the methodology that has been used, including workforce assumptions related to new hires, attrition, and replacement.

MR. DUMKA:  Are they saying that they're using the same data as you are?  That's where I'm a little bit confused.

MS. LILA:  I think it best to have Mercer confirm this information.  We can take an undertaking.

MR. DUMKA:  Okay, thank you.

MR. STERNBERG:  Perhaps so the record is clear, Mr. Dumka, can you repeat specifically the clarification you're asking and we can undertake to ask Mercer.

MR. DUMKA:  Certainly.  Basically I'm asking whether Mercer is using the same attrition and retirement data which Hydro One has provided in answer to part A of this interrogatory.  So just pulling numbers out of the air and not looking at table A, if Hydro One is saying that 75 people -- forecasting 75 people will be retiring in 2023, is that indeed the number or a number which can be traced to the 75 that has been used by Mercer in the estimate that is has done.

MR. STERNBERG:  Thanks for that clarification.  We will undertake to ask Mercer that question.

MR. SIDLOFSKY:  That will be Undertaking JT4.15.
UNDERTAKING NO. JT4.15:  TO CONFIRM WHETHER MERCER IS USING THE SAME ATTRITION AND RETIREMENT DATA WHICH HYDRO ONE HAS PROVIDED IN ANSWER TO SOCIETY IR NO. 8, PART (A)


MR. DUMKA:  Thank you.  If we can go to part (f) to Society number 8.  So we had asked for a bunch of information in terms of health and safety, worker safety, et cetera.  If we just go to the last sentence of the reply, it says:

"Expected benefits include improved health and safety leadership, a more positive safety culture, and a reduction in workplace hazard exposures (and therefore less incidents)."


Has HONI done any kind of an NPV calculation of the benefits as summarized in that sentence, so the reduction in work place hazard exposures, et cetera?

MS. LILA:  My colleague, Mr. Holder, likely would be able to provide more information and insight in this regard.  Unfortunately, I don't have information to share.

MR. DUMKA:  Can we get an undertaking to have that provided, please?

MR. STERNBERG:  We'll undertake to make that inquiry. If we're able to provide the information, we will. If we're unable to for some reason, we'll advise.

MR. DUMKA:  Thank you.

MR. SIDLOFSKY:  That will be 4.16.
UNDERTAKING NO. JT4.16:  WITH REFERENCE TO SOCIETY IR NO. 8, PART (F), TO CONFIRM WHETHER HONI HAS DONE AN NPV CALCULATION OF THE BENEFITS AS SUMMARIZED IN THAT SENTENCE, SO THE REDUCTION IN WORK PLACE HAZARD EXPOSURES, ET CETERA; IF THE RESPONSE IS NOT PROVIDED, TO EXPLAIN WHY


MR. DUMKA:  Further to that undertaking, a broader question which I think we alluded to in the actual question.  Does management have reduction targets in their performance contracts for what you've identified as workplace hazard exposure incident reduction?  Are there any sort of targets in performance contracts of that type?

MS. LILA:  Hydro One does have general high-level corporate scorecard or team scorecard, as it's called, measures related to health and safety, and these can be found under Exhibit E, schedule 6, tab 1, attachment 3.  The first two are two measures that are provided or are measured at the corporate scorecard level which are part of all management and non-represented employees' compensation package and performance outcomes.

MR. DUMKA:  Further to that, do the targets get, let's say, lower as we go forward, i.e. is Hydro One on a trajectory to lower the number of accidents that there are in the workplace?  Is that reflected in the performance contracts at all, or is that particular threshold or target, is that more or less maintained going forward and has been maintained over the last number of years?

Basically my question is, is there an incentive for Hydro One executive and managers to work to reduce accidents in the workplace?

MS. LILA:  I can speak to these two particular measures.  Over the last number of years, these targets have become increasingly more challenging, and by challenging I mean meaning reducing these targets to be more challenging for the organization and therefore focused around reducing these types of incidents, whether they're serious injuries or fatalities, or recordable incidents across the organization.

MR. DUMKA:  How has Hydro One management done in terms of meeting these tougher targets?

MS. LILA:  I don't have the specific details in front of me, but I concede generally speaking we have incremental improvement in this space over time, and I would note there is a footnote that highlights that in the event we have a fatality, these measures in particular, serious injuries and fatalities for this particular scorecard is set to zero based on the findings of a system investigation.

MR. DUMKA:  What do the targets look like going forward?  We've got a 2021 scorecard.  Is there a similar reduction in the targets going forward?

MS. LILA:  I don't have that scorecard information available and it's part of our normal process that that would be approved through the normal course and would be available in 2022.

MR. DUMKA:  So essentially what you're saying is Hydro One doesn't have targets for the rate period for the next five years, so it's not working towards, you know, whatever goal of reducing workplace accidents by whatever percent, let's say hypothetically 10 percent over the five-year term.  There is no such target.  It's something that is set each calendar/performance year?  So if I wanted a 2027 target I would have to come back in 2026 to find out what it is, effectively.  Is that what you're saying?

MS. LILA:  No, that's not correct.  Hydro One does have a strategy that articulates some of these mandates and what the goals are, more broadly.  I'm just, I'm not positioned to articulate that from a safety perspective.  That's not my area of expertise.

MR. DUMKA:  I see.  Would it be possible to get that type of information in an undertaking?

MS. LILA:  I think we could undertake to find out what information could be provided.

MR. DUMKA:  Okay.  That's fine.

MR. SIDLOFSKY:  We'll make that JT4.17.
UNDERTAKING NO. JT4.17:  TO PROVIDE DETAILS OF WORKPLACE HAZARD EXPOSURE INCIDENT REDUCTION TARGETS, OR ANY TARGETS IN MANAGEMENT PERFORMANCE CONTRACTS; TO CONFIRM WHETHER THERE ARE ANY INCENTIVES FOR HONI EXECUTIVE AND MANAGEMENT TO REDUCE ACCIDENTS IN THE WORKPLACE; TO PROVIDE INTERNAL ARTICULATIONS OF SAFETY AND ACCIDENT REDUCTION STRATEGIES

MR. DUMKA:  Okay.  Thank you. All right.  If we can go to Society question number 10.  So I note if we -- we ask for some information in part (a):

"Please provide the annual forecast of HONI's standing versus the P50 market median from '21 to '27".


And I note that this is the market median that we're asking for, not a forecast of, you know, the confidential information in terms of how you may improve against, you know, the market P50.  So I note that what we asked for is completely redacted, and I question why the forecast as to where you will stand versus market P50 in 2023 is confidential, because presumably that data tracks back to your Appendix 2K data.  So we've got all the numbers there.


Basically what we've asked you to provide in answer to (a) is to tell us -- or the compensation data you provided right through to 2027, where that's -- what -- where it's projected to stand against the Mercer market median.

So my question is why is this information confidential when the actual numbers, the data that you would be using, is not confidential?  That's your compensation forecast for the five rate years.

And I would note that that data has been provided for the base year in prior proceedings.  It's not something which was redacted.

MR. STERNBERG:  I'm just pausing, Mr. Dumka, with what you're seeking to ask, and mindful of the fact that in part this response is confidential, and obviously we've got a process to deal with follow-up questions on confidential responses.  I don't know if you want to clarify what you're seeking.  Obviously various information that's not confidential has been provided, including the positioning relative to market P50 for 2023 and 2027, and there has been some explanation provided for why -- by Mercer for why those years are the years that have been provided.  So I'm not sure beyond that what you're seeking to clarify at this point, other than seeking to ask questions about the confidential material.

MR. DUMKA:  Basically, I'm asking why in prior proceedings where Hydro One has been before the OEB that the base -- where the company sits in terms of the base year versus the market median hasn't been regarded as confidential.  I'm just asking why that information is confidential in this particular proceeding.

MR. STERNBERG:  And I think that question that you framed there doesn't strike me as an appropriate or relevant question for this proceeding, to ask why certain information was or was not considered confidential in a prior proceeding.  Obviously, we're dealing with this proceeding.  We have information that has been provided on a confidential basis.  The OEB has set the protocol for how to deal with that information, and we obviously should follow that protocol.

MR. DUMKA:  Okay.  To step back, we asked for the data for 2021 to 2027.  Why can't that data be provided for 2021 and 2022?  And again, those aren't rate years.  The labour contracts, as has been shown, do not change in '21 and '22, so there is no -- nothing with regards to contract negotiations which would prevent Hydro One from providing that information for 2021 and 2022.  Again, those aren't the rate years.  That's the same as the financial information you're providing for OM&A for '21 and '22.

MR. MYERS:  If I may, if the issue is about why the information is confidential, then under the Board's process you'll have an opportunity to make submissions on that issue, but this isn't the place for that.

MR. DUMKA:  I'm not asking about the rate years.  I'm asking about 2021 and 2022.

MR. STERNBERG:  I think, if I'm understanding what you're now seeking to ask, but I think in part the response to your question is relevance.  And to the extent you're seeking further clarification on why Mercer provided the information they provided, we can ask a follow-up question of Mercer if need be.

MR. DUMKA:  Okay.  Will that also entail asking if they can provide the 2021 and 2022 data, or I should say the market median?  And if there -- and I should just step back.  If there is concern about breaking it down in terms of the different categories of employees, non-represented and Society and PWU, if Mercer and Hydro One feels they can provide the Hydro One total, well, I'm willing to -- you know, I'm satisfied to get that information.  I'm just looking at the broad picture here for, if I can get it, '21 and '22.

MR. STERNBERG:  Can you assist us by -- it may assist our consideration of this when we take it back.  Can you assist us by indicating why you say that information for '21 and '22 is relevant to the matters at issue in this application?

MR. DUMKA:  Oh, sure.  Absolutely.  Let me ask you.  Do you provide capex for '21 and '22 in this application?  Do you provide OM&A information or program information?  I'm asking for the same -- the same data -- same type of data as you provide for other cost categories and work program information for '21 or '22.  I'm not looking for anything different.  I want to see where Hydro One stands versus market median in 2021/'22.  I want to see what the progression or the regression is as estimated by Mercer.  I would also like to see the information from '23 to '27, but you're not going to provide it, so okay.  That's fine.  I'm just looking for what I can get from Hydro One and Mercer on this.

MR. STERNBERG:  We'll undertake to further consider that in consultation with Mercer, since it's the follow-up to a question to a response from Mercer, and we will provide the information if we're prepared to, or if we're not we will advise.

MR. DUMKA:  Okay.  Thank you.  I think we need --


MR. SIDLOFSKY:  We'll -- I'm sorry, we'll --


MR. DUMKA:  No, no problem.

MR. SIDLOFSKY:  -- make that JT4.18.
UNDERTAKING NO. JT4.18:  TO PROVIDE IF POSSIBLE A RESPONSE ON WHERE HYDRO ONE STANDS VERSUS MARKET MEDIAN IN 2021/'22, TO SHOW THE PROGRESSION OR THE REGRESSION IS AS ESTIMATED BY MERCER; TO PROVIDE THE INFORMATION AS HONI IS PREPARED TO, OR IF NOT, TO ADVISE.

MR. DUMKA:  Okay.  And just further to that, I want to confirm what I have stated.  I would like you to confirm whether the information, the financial information that you've used to calculate your market median forecast is indeed -- IF that compensation data is consistent with what you provided in appendix 2K.

Now I understand that you don't include overtime dollars, for instance, but I want to confirm that the data that you've used is consistent with compensation data in appendix 2K.

MR. STERNBERG:  We'll undertake to ask that follow-up question of Mercer.

MR. DUMKA:  Okay.  Add that to your previous undertaking?

MR. SIDLOFSKY:  What's your preference, Mr. Sternberg? Do you want a separate undertaking, or just add it.

MR. STERNBERG:  I think it's fine either way.  It seems to be on a slightly different point, but I'm in your hands.

MR. SIDLOFSKY:  Why don't we mark that separately.  JT4.19.
UNDERTAKING NO. JT4.19:  TO CONFIRM THAT THE DATA THAT YOU'VE USED IS CONSISTENT WITH COMPENSATION DATA IN APPENDIX 2K.

MR. DUMKA:  Thank you.  If we can go to Society IR 15, please.  Now the question we asked in part (a) was which other subject expert companies similar to Mercer view the market position for total compensation as being typically within 5 percent of the P50 market median?

The reply is that Willis Towers Watson does something similar.  Our question was a bit broader than that.  We weren't looking for a single example.  The question is what other subject expert companies use this particular approach of 5 percent or 10 percent, 7 percent, or whatever.


What we're trying to establish is how common is this approach that Mercer takes.  Is that indeed an industry standard view, or is Mercer and Willis Towers Watson the exceptions?

MS. LILA:  Hydro One has worked with Mercer and Willis Towers Watson in recent history and both, as noted, have provided a range of what is market competitive, be that in some cases plus or minus 5 percent, and in other cases plus or minus 10 percent.

To my knowledge as a compensation expert, that concept of a range is very typical of a consulting company such as this to expect that there would be a range of what is market competitive.

MR. DUMKA:  Thank you for that.  Could I ask you to undertake to provide a listing of other companies that do the same thing?  Because again I want to establish whether this is a common approach in the consulting industry.  Maybe it's something you can ask your friends at Mercer, because I'm sure they are aware of what their competitors in providing this type of information, what they do.

MS. LILA:  As we work with Mercer and Willis Towers Watson and have been able to confirm that.  I wouldn't have information as to what other companies do, but I suppose we could undertake to ask Mercer if they are able to articulate that.

MR. STERNBERG:  Just so the undertaking is clear, I think we're saying the same thing, but to be sure we are on the same page, as Ms. Lila said, we will undertake to ask the follow-up question of Mercer and see if they have anything to add to their response on this point.  We aren't undertaking to go to all kinds of other consultants and try to create a list for you.  I assume that's clear from the record, but we will follow up with Mercer to see if they have anything to add on this point.

MR. DUMKA:  I'm in complete agreement.  I'm not expecting Hydro One to do a survey of every consultant in this business.  I was just hoping somebody like Mercer could say, oh yeah, everybody, XYZ, they all do that.  Okay.

MR. STERNBERG:  -- understood.

MR. SIDLOFSKY:  That will be JT4.20.
UNDERTAKING NO. JT4.20:  TO ASK THE FOLLOW-UP QUESTION OF MERCER AND SEE IF THEY HAVE ANYTHING TO ADD TO THEIR RESPONSE ON THIS POINT

MR. DUMKA:  Thank you.  Getting towards the end here.  If I could ask you to pull up Staff 271, it's E-Staff-271.  If we look in the preamble there, it says -- is that Staff 271?  Sorry, I went too far down.  We're fine, yeah, thank you.

The projections for Hydro One's compensation levels took into account assumptions out of a respective range of potential bargaining outcomes, et cetera, et cetera, for union groups as well as assumed merit increases for the non-represented group.

This is looking at the non-represented group.  Were there other considerations taken into account in this projection, things like freezing salaries or things like that?  Was there a range of things like that considered for non-represented?

MR. STERNBERG:  Mr. Dumka, maybe you can assist.  I'm mindful this was a response provided on a confidential basis.  Are you seeking to ask a question to clarify the response here?  because the question here in this IR seems to be exactly what the range of potential bargaining outcomes and the response was provided on confidential basis.  Are you asking to clarify the response, or are you -- it seems like you are asking a different IR now.


MR. DUMKA:  Basically what I'm asking is in the preamble for this, one of the things that looked at was assuming merit increases for the non-represented group.

My question is simply -- I'm not looking for numbers or anything like that.  I'm asking if there are other considerations in terms of the non-represented group, that's all.

MR. STERNBERG:  It doesn't seem like this is seeking to clarify this IR response, which is on a different point.  Having said that, I'm not sure if Ms. Lila is able to respond or not on the spot.  Also mindful it's a question of Mercer's benchmarking forecast.

But with those caveats, if Ms. Lila is able to assist, that's fine.  If not, we'll have to consider how to deal with your question.

MS. LILA:  Mr. Dumka, can you help me understand what you mean by other considerations?  I'm not clear.

MR. DUMKA:  What I understand, the way I interpret this is basically Hydro One has said to Mercer -- I'm not looking for details.  But for example, for the represented groups look at limiting annual increases at less than cost of living or whatever else.

I'm simply asking was something similar done for non-represented and management for Mercer to consider in terms of pricing out this confidential information.  Basically, my question is what is the sort of the range of things which were considered for non-represented and management staff.

Now maybe the answer is just the merit increases; that's fine.  I just want to know if non-represented and management groups, in terms of the modeling Mercer was asked do, if it was the full range of things that Mercer was asked to consider with regards to representing.  That's all.

MR. STERNBERG:  Two things.  One, like, in part, you explained your question there.  You started to refer, albeit on a hypothetical basis, to information relating to represented groups.  That entire topic is confidential --


MR. DUMKA:  Oh, yeah, understood.

MR. STERNBERG:  -- so we can't be asking --


MR. DUMKA:  Oh, yeah.

MR. STERNBERG:  -- it's not appropriate to ask the witness whether similar information to something that's confidential in respect of non-management was -- or non-represented was considered by Mercer.  That's the first reason I'm interjecting.

The second is, you're asking a detailed question that really should be asked of Mercer about their methodology.  It's their benchmarking forecast and their report, and the preamble is from Mercer's report, so what I'm prepared to do is by way of undertaking ask Mercer the question that I believe you are seeking to ask relating to the non-represented group.  If they're in a position to respond they will, and if they aren't we will advise.

MR. DUMKA:  That's fair.  Thanks.

MR. SIDLOFSKY:  That will be JT4.21.
UNDERTAKING NO. JT4.21:  REFERRING TO E-STAFF-271, TO ASK MERCER ABOUT OTHER CONSIDERATIONS RELATED TO THE NON-REPRESENTED GROUP; IF THEY ARE NOT IN A POSITION TO RESPOND, TO ADVISE

MR. DUMKA:  If we can move to -- let's see -- SEC 212 -- actually -- yes, yeah, SEC 212.  And if we could, once we get there, go to page 2, Table 1.  There we are.  So in Table 1 we've got the weighted average total compensation differentials for 2020 and the forecast years 2023 and 2027.

Can -- or would you be willing to undertake the request that you provide the market median numbers which match those dollars?  So for example, in 2020 -- I'm just pulling the number out of the air.  Let's say Hydro One is 8 percent above market median.  Can you provide the same numbers for 2023 and 2027 that match the data in Table 1?

MR. STERNBERG:  I'm not sure if I'm clear on your request, but apart from that, you're obviously asking whether this table -- the table you're referring to as part of the response was provided by Mercer, including the table, you're asking whether Mercer can provide that additional information.  I don't know if they're able to or not, but we're prepared to undertake to ask them if they are, and if they aren't in a position to or if Hydro One objects on some other basis to the question, we will advise.

MR. DUMKA:  Thank you.

MR. SIDLOFSKY:  JT4.22.
UNDERTAKING NO. JT4.22:  WITH REFERENCE TO SEC 212, PAGE 2, TABLE 1; TO ASK MERCER TO PROVIDE MATCHING THE MARKET MEDIAN NUMBERS; TO PROVIDE THE SAME NUMBERS FOR 2023 AND 2027 THAT MATCH THE DATA IN TABLE 1; IF THEY AREN'T IN A POSITION TO OR IF HYDRO ONE OBJECTS ON SOME OTHER BASIS TO THE QUESTION, TO ADVISE

MR. DUMKA:  Thank you.  If we could just go to Energy Probe 70.  And if we can go to page 4 of that response, lines 15 to 18.  Okay.  And in that paragraph, it reads:

"Hydro One's most recent pension valuation had an effective date of December 31, '18 which established Hydro One's pension costs from 2019 to 2021.  A forecast, as at February of 2021, was prepared by the plan actuary (which assumes that a new valuation will have an effective date of December 31st, 2021) and has been used to establish the pension costs from 2022 to 2027."

Now, my question is, has this February 2021 forecast been provided in evidence?

MS. LILA:  I would like to request a breakout room.

MS. SANASIE:  The room is open.

[Witness panel confers in breakout room]


MR. CHHELAVDA:  Samir Chhelavda from Hydro One.  Mr. Dumka, if I can point you to Exhibit 7 -- sorry, Exhibit E-7-1, attachment 2.  You'll find the forecasted information there, and it would be on pages -- it starts on page -- sorry, page 10 of 22.

MR. DUMKA:  I guess you're the person I should ask my next question of then, Mr. Chhelavda.  Is there any intention on the part of Hydro One to update this February 2021 forecast?  The reason I ask that is, as we know, things have changed a great deal since a forecast would have been completed in February 2021 in terms of the economy, et cetera.  We've had the big increase in inflation rates and the ongoing discussion as to whether the Bank of Canada is going to raise interest rates, et cetera, et cetera, et cetera.

So my basic question is, because of all the events in the business world through this year, is Hydro One looking to update this forecast for use in its application?  This is in the context of the OEB's direction on a blue-page update, in quotation marks, and the expectation that Hydro One will update its information with the most recent data which is available to it, et cetera, et cetera, between now and let's say the settlement conference in February.  Is there any such intention with regards to this particular forecast and, more importantly, its use in Hydro One's submission?

MR. CHHELAVDA:  Can I request a breakout room to confer with my colleagues, please?

MS. SANASIE:  The room is open.

[Witness panel confers in breakout room]


MR. CHHELAVDA:  Mr. Dumka, If I can draw your attention to Society of Professionals Interrogatory 15, the response to part (a), which is that Hydro One does not expect it will be able to file its next tri-annual valuation for the defined benefit plan in this proceeding.

So to answer your question, no, we will not be updating these forecast amounts.

MR. DUMKA:  We're talking about two completely different but related things.  You've used a forecast as of February 2021 and that's the basis -- my concern is more with regards as to where the other data in this particular IR are going, where we show the difference -- or you show the difference in the employee versus employer contribution levels.

So I read, thank you, your reply to our IR, but my question is a little different.  Are you going to update the pension information you have and the comparative information to reflect something more recent than a February 2021 forecast, which is the basis of all the numbers you have in pension in this rate application?


Again, I draw your attention to the direction that the OEB gave in its blue page update where they're expecting Hydro One to update relevant information as it becomes available going through this process.

Basically, I understand Hydro One's answer to my question is no, you have no intention of updating the forecast and the pension costs and the comparative pension information that you have in your evidence.  Is that correct?

MR. CHHELAVDA:  Your question was if we are going to be updating forecast information.  This is the best available information we have at this point in time, so I still stand by what I said where we will not be updating this information.

MR. DUMKA:  That is your answer.  We'll see where we are further in this proceeding then in terms of the OEB's expectations with regards to information like this.  Thank you.

Those are my questions.  I'm done.  Thanks very much, panel, for your answers to my questions.  Much appreciated.

MR. SIDLOFSKY:  Thanks very much.  We will move on to Schools.  Is that Mr. Shepherd or Mr. Rubenstein?

MR. RUBENSTEIN:  Can you see me and hear me?

MR. SIDLOFSKY:  I can, but it's more important that the panel can.
Examination by Mr. Rubenstein:


MR. RUBENSTEIN:  Can we start at SEC No. 3?  In this interrogatory, we asked to understand the impacts of COVID-19 costs on the information included in the application, and to confirm if the costs were included in the amounts in the application or included in 1509.  And if not, confirm to identify all the costs and where they're contained.

And you point us -- in your response, you say:
"As stated in Exhibit G-1-1, Hydro One has tracked COVID-19 costs in account 1509 2020, and audited balances are presented in this application."


And you point us to a Staff interrogatory.  But can I actually take you to G-SEC-224?  Just to be clear, you point us to that Staff interrogatory regarding a question about recovery.  Can I ask you to go to G-SEC-224?

Here we asked you about Board's report and if that changes its impact on the balances in 1509, and your response says:

"Since Hydro One is not seeking recovery of account 1509, Hydro One has not recorded a balance in the account."


I'm a little bit confused by what appears to be an inconsistency between the two.  In A-SEC 2, you say all the costs are in 1509, and in G-SEC-224, I read it as there is no balance in 1509.

So where have you recorded the COVID-19 costs?

MR. CHHELAVDA:  Mr. Rubenstein, we are tracking costs but they're not in this application.  So they are recorded in account 1509, but then we've contra-ed that out, so in effect it's showing as a zero balance, so nothing is being sought for recovery.

MR. RUBENSTEIN:  Can I ask you, regardless of the recovery or not recovery, to provide a breakdown of the costs included in 1509 broken down by TX and DX and a description of those costs, and if they are OM&A or capital costs?

MR. CHHELAVDA:  Yes, we can undertake to do that.

MR. SIDLOFSKY:  JT4.23.
UNDERTAKING NO. JT4.23:  TO PROVIDE A BREAKDOWN OF THE COSTS INCLUDED IN ACCOUNT 1509, BROKEN DOWN BY TRANSMISSION AND DISTRIBUTION, AND A DESCRIPTION OF THOSE COSTS, AND WHETHER THEY ARE OM&A OR CAPITAL COSTS


MR. RUBENSTEIN:  Thank you very much.  Can I now ask you to turn to A-SEC-4?  Here we asked you to provide the team scorecards for 2018 to 2021, and provide the year end results for each measure.

You point to where in the evidence in 2021 scorecard is, and then you do provide a 2018 to 2020 scorecard.  But you don't provide the results, just the scorecards.

Can I ask you to undertake to provide the results for 2018, 2019, and 2020 for each of the measures, as requested in the interrogatory?

MR. STERNBERG:  Mr. Rubenstein, can you assist us with what you say the relevance would be to seeing the scorecard results for each of those years?

MR. RUBENSTEIN:  Well, the scorecard is how you -- is essentially, as I understand the purpose of it, is essentially it's a determination of the company's targets for the year.  It's measures in how it in one way determines success that it's achieved in those, and so understanding you've actually met your own objectives, I think it's entirely relevant.

MS. LILA:  Mr. Rubenstein, if I could please draw your attention to SEC 206.  We have provided the results for 2018 to 2020 in this particular response.

MR. RUBENSTEIN:  Well, sorry, that's a different question.  The question in the scorecard is asking for each measure in SEC 4.

MS. LILA:  I guess I would just ask in follow-up just relevance of that information for purposes of this application.  We have provided the corporate scorecard results, which are part of the payments, as you noted, and we've provided information on the measures that are established.

MR. RUBENSTEIN:  Well, you've provided the total corporate scorecard score, you've provided the targets, and then in each individual scorecard you've also provided the targets and the measures, and we're looking for the actuals, essentially, and the scores for each of the measures.  I'm not sure why -- sorry, I'm a bit confused why this is -- there is trouble in providing this information.

MR. STERNBERG:  Mr. Rubenstein, I think the pause is over relevance, results for each measure for each of those years, relevance to the issues that the Board will have to decide in this application, but having said that, why don't we undertake to take that back and consider it, and we will either provide the information or if we aren't prepared to do so we will advise you of that and indicate why.

MR. RUBENSTEIN:  Okay.  Now, in each --


MR. SIDLOFSKY:  That will be -- sorry, that will be JT4.24.
UNDERTAKING NO. JT4.24:  TO PROVIDE THE YEAR END RESULTS FOR 2018, 2019, AND 2020 FOR EACH OF THE MEASURES DELINEATED IN THE TEAM SCORECARDS, AS REQUESTED IN INTERROGATORY A-SEC-4

MR. RUBENSTEIN:  Now, in each of the scorecards in the response as well as in the one in the evidence you've redacted the net income information.  Why have you done that?  And by redacted, I'll mean that you've also filed an unredacted version on the confidential.  It simply just says redacted.

MS. LILA:  I'd like to request a breakout room, please.

MS. SANASIE:  The room's open.

[Witness panel confers in breakout room]


MR. AKSELRUD:  Mr. Rubenstein, can you guys hear me?  We can undertake to provide that to the extent possible, historical years we'll provide, and to the extent that it's a forecast we'll do it on a confidential basis.

MR. RUBENSTEIN:  Thank you very much.

MR. SIDLOFSKY:  That will be JT4.25.
UNDERTAKING NO. JT4.25:  TO PROVIDE NET INCOME INFORMATION TO THE EXTENT POSSIBLE FOR THE HISTORICAL YEARS, AND CONFIDENTIALLY FOR FORECAST INFORMATION.

MR. RUBENSTEIN:  Now, with respect to the 2022 scorecard, has that been approved yet?  How does this work?  What's the schedule for your annual scorecard?

MS. LILA:  Can I request to have a breakout room?

[Witness panel confers in breakout room]


Mr. Rubenstein, the scorecard is developed in the last quarter of the year, so the 2022 scorecard is developed and provided to the Board for review in November and December.  However, the final scorecard is approved in February, typically, of the actual year, so the upcoming 2022 scorecard will be -- final scorecard will be approved in February.

MR. RUBENSTEIN:  Who approves that?

MR. LYASH:  Hydro One's board of directors.

MR. RUBENSTEIN:  So there is sort of preliminary approval in Q4 and then a final approval in Q1?

MS. LILA:  The final scorecard is approved in February.

MR. RUBENSTEIN:  Sorry, You said it goes to the Board -- it’s developed and goes to the Board and approved in Q4, and there is a final approval in Q1.  So do I take it there is some preliminary approval in Q4 and a final in Q1?

MS. LILA:  I think just to be helpful, for me to help you understand why it goes early and then later, so certain measures for example require a calculation that requires the final year information.  That is not available until the beginning of the year.  That information is not available until the following year.  So if a measure is calculated on the basis of the last three years of information, last five years of information, so that we require that final year-end figure in order to calculate the final measures as they will be established for that forthcoming year.

MR. RUBENSTEIN:  Thank you very much.  Can I ask you now to go to E-SEC-177 -- sorry, my apologies.  That is not the right one.

I have a question about that one, so we'll do it at the same time.  You provided in response to this interrogatory -- we had asked a question about how the progressive productivity is applied to reduce the revenue requirement.  And you provided an answer providing some explanation.

I was wondering if you can provide for 2023 -- for each year of 2023 to 2027, broken down by the components of the revenue requirements, so cost of debt, equity, depreciation and PILs, the impact of the application of the progressive productivity in transmission?

MR. AKSELRUD:  Can we get a breakout room?

MS. SANASIE:  The room is open.

MR. RUBENSTEIN:  Sorry before -- just to be clear, I'm talking about the progressive productivity that's applied in 2023 to 2027.  So not historical progressive productivity, the reductions you're making in those years.

[Witness panel confers in breakout room]

MR. AKSELRUD:  Mr. Rubenstein, we can provide the high-level impact associated with the 61 million progressive productivity commitment from the prior application that we have continued into '23 to '27, so we can take that away and provide it with the various components.

MR. RUBENSTEIN:  Thank you very much.

MR. SIDLOFSKY:  JT4.26.
UNDERTAKING NO. JT4.26:  TO PROVIDE THE HIGH-LEVEL IMPACT ASSOCIATED WITH THE 61 MILLION PROGRESSIVE PRODUCTIVITY COMMITMENT FROM THE PRIOR APPLICATION, CONTINUED INTO 2023 TO 2027

MR. RUBENSTEIN:  Can we go to E-Staff-260.  So in this, you were asked by Board staff if you were doing similar benchmarking for non-management and management positions with Willis Towers Watson, and part (a) of your response says those studies are currently being undertaken and the resulting report will be provided upon completion.

When are they expected to be completed?

MS. LILA:  That report is currently under development and anticipated to be completed in the new year.

MR. RUBENSTEIN:  Could you be more specific when you say in the new year?

MS. LILA:  Potentially sometime in January or February.

MR. RUBENSTEIN:  Okay.  Could I ask you by way of undertaking provide a bit more clarity when your expectation you will be filing this document, as you seem to indicate in part (a)?

MR. STERNBERG:  Counsel, we can undertake to follow up with Willis Towers Watson and provide by undertaking when the report is expected.

MR. RUBENSTEIN:  Thank you.

MR. SIDLOFSKY:  That will be JT4.27.
UNDERTAKING JT4.27:  TO FOLLOW-UP WITH WILLIS TOWERS WATSON AND PROVIDE BY UNDERTAKING WHEN THE REPORT IS EXPECTED

MR. RUBENSTEIN:  As I understand you previously referenced in this interrogatory you've done previous studies by Willis Towers Watson.  Can you file those on the record, the most recent for each of the three let me say categories, so management and then Society and the PWU?

MR. STERNBERG:  Can you assist with why you're asking those to be filed on the record?  Obviously, they were, as I understand it, provided in prior proceedings.  Presumably you have them.

MR. RUBENSTEIN:  Well, I think they will be evidence on the record if they're filed in this proceeding.

MR. STERNBERG:  My pause is I'm not sure what relevance to the matters the Board will have to decide in this proceeding those prior reports would have, if any.

That's the pause over, and why I am wondering why you are asking for them to be filed in this proceeding as opposed to you have them, and if you seek to make use of them down the road because you take the position they are relevant, you can do so.

Having said that, rather than taking up more time, we'll undertake to further consider if we're prepared to have them filed on the record.  If we are, we will do so and if we take the position that's not appropriate, we will advise.

MR. SIDLOFSKY:  JT4.28.
UNDERTAKING JT4.28:  TO CONSIDER WHETHER HONI IS PREPARED TO FILE PREVIOUS STUDIES DONE BY WILLIS TOWERS WILSON ON THE RECORD; IF HONI TAKES THE POSITION THAT'S NOT APPROPRIATE, TO ADVISE

MR. RUBENSTEIN:  Can I now ask you to turn to D1-SEC-53?  So in this interrogatory, we asked to you provide the most recent monthly productivity report, and you did that in part (a).  I want to understand what the budget -- sorry, we can scroll down a bit so we can see the response here.

You have provided, as I understand, up to September, the end of September, the actuals versus the budget.

I wanted to understand is the budget an annual budget or as of September, the budget?

MR. AKSELRUD:  I believe it's the annual budget.

MR. RUBENSTEIN:  All right.  Can I -- I want to reconcile some numbers I have in a number of places in the application that -- on the evidence that don't seem to match, and I want to understand why they don't.

So the first one will be the budget here of 220.3, so that is, I guess, point number one.  The second is, if you look at the totals for DX and TX 2021 and -- the 2021 budgets that are provided in D-1-1, section 1.4, attachment 1, page 8 for DX, and page 11 for TX, the 2021 budget I get for those -- that year is 278.5.  And then the third reference -- I have a third reference with another number.  If we go to CCC 1, attachment 1, page 34 --

MR. NAVA:  Sorry, Mr. Rubenstein, just to clarify a point on my colleagues before we go on to that further IR.  This one here is the budget that's struck annually, but this is on a September year-to-date basis, just to clarify that.

MR. RUBENSTEIN:  Okay.  So let's stop for a second.  Is that the budget -- so --

MR. NAVA:  As at -- yeah, that's the budget as at year-to-date September, which is the same reference as the actuals that's being presented.

MR. RUBENSTEIN:  Okay.  And can I ask you how you have determined the budget?  Is that simply just 75 percent of the budget -- that's 75 percent of the year in Q3?  How is that -- how are you -- how is the budget determined?  Is it -- do you have a monthly budget that you're actually setting that change, or is that just you prorate?

MR. NAVA:  There is a monthly -- or, sorry, an annual business plan cycle that's undertake -- that strikes the budget, and there is trending on a monthly basis that does support this.  So it's not just prorated, it's based on the actual initiatives themselves --

MR. RUBENSTEIN:  Okay --

MR. NAVA:  -- so for example if an initiative is based on capital spend, as that capital spend is trended throughout that year those initiatives would follow that.

MR. RUBENSTEIN:  Okay.  And you do this activity monthly, correct?  Am I correct that -- this is not -- you do this not quarterly, but on a monthly basis?

MR. NAVA:  Correct, this is a monthly productivity report.

MR. RUBENSTEIN:  Can you file the most recent?  Should I say end of November?  Is that possible?

MR. AKSELRUD:  Can we get a breakout room, please?

MS. SANASIE:  The room is open.

[Witness panel confers in breakout room]


MR. CHHELAVDA:  Apologies.  We're waiting for Mr. Akselrud to join.  He unfortunately got kicked out of the meeting.

MR. RUBENSTEIN:  No worries.

MR. AKSELRUD:  Sorry about that.  Mr. Rubenstein, I want to make sure we're clear on the record that the budget as of September was set at a point in time, and it's not updated monthly or it gets reforecasted.  That's the annual -- that's the budget that was set for the first nine months of the year.  And on that same basis, we've provided the actuals.

Now, with respect to a November forecast, we have provided actuals across the application consistent with our Q3 financials that are publicly disclosed.  And on that same basis, this is the most recent publicly available information that we have disclosed.

MR. RUBENSTEIN:  Sorry, there was a November version of this report, correct?

MR. CHHELAVDA:  Yes, there is a November report.  However, it may contain material non-public information that we would not feel comfortable disclosing.

MR. RUBENSTEIN:  You can determine and file that confidentially; I leave that to you.  But I would ask you to file that.

MR. STERNBERG:  Mr. Rubenstein, given the points the witness has just raised on that, we will undertake to take that one away, further consider it, and if we're in a position to provide the information on any basis, we will.  And if not, we will advise of that and explain why.

MR. SIDLOFSKY:  That will be JT4.29.
UNDERTAKING NO. JT4.29:  TO FILE THE NOVEMBER REPORT CONFIDENTIALLY, IF HONI IS IN A POSITION TO PROVIDE THE INFORMATION ON ANY BASIS; IF NOT, TO ADVISE AND EXPLAIN WHY

MR. RUBENSTEIN:  Even with that clarification, there are still two points in the evidence that I wanted to reconcile two sets of numbers.

The first is in B1-1-1, section 1.4, attachment 1 productivity report, page 8 and page 11 that show DX and TX numbers.  And just to be clear, I'm not expecting you to do this on the fly.  You can take this as an undertaking for the purposes of reconciliation.

The total numbers of the total DX and TX productivity that is budgeted for 2021 and essentially projected for 2022 differ than what is -- what I understand is provided in CCC 1, attachment 1, page 34.  Maybe we can pull that up.  Go to page 34 of that document.

Just so you understand, my understanding is if you total up the total DX and total TX that is concluded in the evidence at section 1.4, attachment 1, for 2021 I get 278.5 million budgeted and for 2022 projected, I get 350.5.

And when I look at the information on the bottom table, I get 305 productivity savings and 306 for 2021 budgeted, and the 2022 forecast is 360.

So I ask you to reconcile the numbers.

MR. AKSELRUD:  We can undertake that.

MR. RUBENSTEIN:  Thank you very much.

MR. SIDLOFSKY:  That will be JT4.30.
UNDERTAKING NO. JT4.30:  TO RECONCILE THE FIGURES FOR TOTAL DX AND TX PRODUCTIVITY SHOWN AT B1-1-1, SECTION 1.4, ATTACHMENT 1 PRODUCTIVITY REPORT, PAGE 8 AND PAGE 11 WITH THE FIGURES IN CCC 1, ATTACHMENT 1, PAGE 34

MR. RUBENSTEIN:  Now, if we can focus on this interrogatory response AND the table that is on the screen, I just want to make sure I understand what's happening in 2023 with respect to productivity.

So my understanding -- and I think this is consistent with what Concentric recommended -- you're essentially resetting the savings, correct?

MR. AKSELRUD:  As we outline in our exhibit, we are resetting the base lines.

MR. RUBENSTEIN:  I want to be clear what that means.  Does that mean that for each initiative, the base line cost is being reset?

For example, if you add a unit cost metric that was decreasing and that's where the productivity saving is, and previously it was on some 2017-2018 unit cost, the new unit cost will be 2023?

MR. AKSELRUD:  Can we get a breakout room please?

MS. SANASIE:  It's open.

[Witness panel confers in breakout room]


MR. AKSELRUD:  Would you mind repeating the question just to make sure what I'm answering.

MR. RUBENSTEIN:  Sure.  Can you hear me?

MR. AKSELRUD:  Yes, can you hear me?

MR. RUBENSTEIN:  Yes.

MR. AKSELRUD:  Yeah, I can hear you.

MR. RUBENSTEIN:  What you just said was that essentially you are resetting the baseline in 2023, and I wanted to understand what exactly that meant.

So for example, imagine you have -- there are many productivity measures that it's based on unit cost, that the unit cost of an activity will decrease.

So for example if that was previously based on a unit cost that was set in 2017-2018, some historic amount before the initiative began, do you mean you will reset that unit cost to 2023?

MR. AKSELRUD:  As we indicated in SEC 52 -- you don't have to pull it up -- but in 2022, we will undergo resetting the base lines for existing initiatives.  At that time each of the existing initiatives will be set based on an updated base line.  So starting 2023 all existing initiatives will be measured based on updated baseline.

MR. RUBENSTEIN:  I understand.  I'm just trying to understand just at a -- first at sort of a conceptual level what that actually means, and so I'm just using a simple example of a unit cost measure.  Does that mean that the baseline, instead of, let's say, was a historic 2018, 2017 unit cost, is that going to be a 2022 unit cost that forecast 2023?  I just want to understand.

MR. NAVA:  So conceptually --


MR. RUBENSTEIN:  [Multiple speakers]

MR. NAVA:  Yeah, so conceptually you're correct in terms of, we are resetting the baseline with an updated number or an updated unit cost.  Each initiative, though, is unique in regards to depending on what that baseline will be.

So to your point, some baselines before was 2015, it would be baselines on the new 2022 figures.  Some of the new -- net new initiatives are not as mature enough as some other initiatives, so that baseline, you know, was already essentially baselined -- for example, the new initiative started in 2021, we wouldn't re-baseline that, necessarily, given that it's still new and it hasn't been fully matured yet, if that makes -- so each initiative is going to be unique in the baseline process.

MR. RUBENSTEIN:  Okay.  And so as I see, you're forecasting $50 million of new product in your incremental productivity in 2023.  Is that what I should be reading?

MR. NAVA:  What you're seeing here is just an illustrative example of productivity of the corporate target, so again, this is just illustrative for the Board to show that Hydro One is committing to stretch itself on a 50 million basis.  This doesn't necessarily represent what the TX or DX businesses would achieve by OM&A capital, specifically a stretch target, but just please note that in our custom IR framework we're rebasing, so all legacy and incremental savings would be rebased, so provided back into that -- basically, our revenue requirement's already lower as that re-baseline occurs, and then with the framework is that we're incentivized and stretched further from '24 onwards to achieve further productivity savings.

MR. RUBENSTEIN:  No, I understand about 2024.  I'm actually just asking about 2023 right now.  Is that $50 million built into the revenue requirement or is it not built into the various revenue requirements you're seeking?

MR. AKSELRUD:  Maybe I could summarize what is built into revenue requirement, if you turn to SPF section 1.4, go to page 10, under section, overview of productivity of savings going forward.  What we have identified is, with the new approach to productivity and resetting the baselines and the new approach to progressive productivity, essentially 351 million of productivity savings which are forecasted in 2022 are built into the '23 to '27 plan, which are -- we have even quantified the, backed of the productivity savings in 2023 of 52 million on transmission and 150 million for distribution.  In addition to all existing and forecasted savings at the -- at their current baselines, we're also aligning our stretch targets to the custom IR framework, and there are a number of enhancements as well.

MR. RUBENSTEIN:  Sorry, I read this as, that's -- my understanding is that's for productivity savings up to the end of 2022.  That's how that flows into 2023 and onwards.  That's what I understand from that.  My question is not that.  My question is the projected 2023 savings, the 50 million dollars included in the business plan, is that incremental 50 million dollars included in the 2023 revenue requirement of TX or DX -- sorry, and/or DX?

MR. AKSELRUD:  I think what's important to note is our new approach to productivity and '23 to '27 period we are aligning between the custom IR framework and the OEB's incentive regulation to our stretch targets in relation to our productivity factor related to capital and OM&A and incremental stretch on capital.

The figure that you have pointed is our company's target of incremental productivity annually between the various segments, and maybe it's worth pointing to SEC 52 that I have mentioned earlier --


MR. RUBENSTEIN:  Sorry, no, no, no, I think we're just talking at cross-purposes.  You were telling me about, this takes you in the productivity -- on the screen right now the evidence is to the end of 2022.  You're talking about stretch factor, which is '24 to 2027.  I'm talking about 2023, the base year, the rebasing year, and the question is really yes or no, and if you don't know, I'm okay with you taking it by way of undertaking.

Is the 50 million dollars that the business plan's goal is for you to achieve, the incremental 50 base, is that incorporated in the 2023 revenue requirements for DX and TX?

MR. AKSELRUD:  Can we get a breakout room?

MS. SANASIE:  I opened the room.

[Witness panel confers in breakout room]


MR. SIDLOFSKY:  While we're standing by, Mark, do you have a sense of timing?

MR. RUBENSTEIN:  Well, I mean, it's five o'clock --


MR. SIDLOFSKY:  Yeah.

MR. RUBENSTEIN:  -- and I'm not able to stay past 5:00, and I'll be honest with you.  I say this with no -- like, we've spent a lot of time waiting.

MR. SIDLOFSKY:  Oh, understood.  I mean, it's --


MR. RUBENSTEIN:  I don't know, but I have a lot.

MR. SIDLOFSKY:  Okay --


MR. AKSELRUD:  We're back.

MR. SIDLOFSKY:  -- maybe you can let us know when a good time to close down would be then for the evening.

MR. RUBENSTEIN:  Yes.

MR. SIDLOFSKY:  Thanks.

MR. AKSELRUD:  So Mr. Rubenstein, to answer your question, the internal 50 million of company target is not in this application.  And what I was trying to explain earlier, that we are aligning to the custom IR framework and we are rebasing in this application with our best known information, including prior commitments to progressive productivity that have not been identified yet, and the fact that we are rebasing at lower cost as a result of achieving incremental productivity both on transmission and distribution.

MR. RUBENSTEIN:  Okay.  Thank you very much.  I guess we'll leave it at that for the day.

MR. SIDLOFSKY:  Okay.  Thanks, Mr. Rubenstein.  We will be -- and thank you, panel.  We will be back tomorrow morning at nine o'clock to continue with Schools.  Thank you.
--- Whereupon the conference adjourned at 5:00 p.m.
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