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Tuesday, May 31, 2022
--- On commencing at 9:35 a.m.

MR. SIDLOFSKY:  Good morning, everyone.  My name is James Sidlofsky, and I am counsel with the Ontario Energy Board in this matter.  We're here today for a second virtual technical conference on Hydro One Networks Inc.'s custom incentive rate-setting application for transmission and distribution services, under section 78 of the Ontario Energy Board Act, 1998.

Hydro One filed an update to its application on March 31st of 2022 which included, among other things, an inflation update and revised load forecast.  In the letter accompanying the application update Hydro One advised that it would file additional evidence regarding 2021 actuals for capital in-service additions and OM&A, and Hydro One filed that additional evidence on April 8th, 2022.

In Procedural Order No. 5, issued April 14th, 2022, the OEB provided for interrogatories on the Hydro One updates and a technical conference for clarification on interrogatory responses related to the March 31st and April 8th application updates.

Procedural Order No. 5 also contained the OEB's decision on confidentiality in relation to various requests for confidential treatment of certain information filed by Hydro One in its original interrogatory responses and in its responses to undertakings given at the December 2021 technical conference.

The OEB set aside today through Thursday of this week, if necessary, although the current time estimates suggest we will finish by the end of the day tomorrow.  I will say more about Procedural Order No. 5 in a moment, but I would like to begin with a land acknowledgement from our hearings advisor, Ashley Sanasie.
Land Acknowledgement:


MS. SANASIE:  The Ontario Energy Board acknowledges that our headquarters in Toronto is located on the traditional territory of many nations, including the Mississaugas of the Credit, the Anishnaabeg, the Haudenosaunee, and the Wendat peoples.  This area is now home to many diverse First Nations, Inuit, and Métis people.  We also acknowledge that Toronto is covered by Treaty 13 with the Mississaugas of the Credit.

We are grateful for the opportunity to gather and work on this land and recognize our shared responsibility to support and be good stewards of it.

MR. SIDLOFSKY:  Thank you.  I will remind parties that technical conferences do not take place in front of the Panel with Board members who are hearing the case, but they're transcribed, and the transcript forms part of the record in this proceeding.  This session is also being broadcast and will be on air throughout the conference except for breaks and those times if any where material that is being treated as confidential is being discussed.

As a general matter, I will remind parties that intervenor representatives seeking access to confidential material are required to execute the OEB's form of confidentiality undertaking in accordance with the Board's Practice Direction on conversation filings, and as you know, there are further limits on access to confidential labour relations-related material and some pricing information for service providers.

You can read more about those restrictions in the OEB's October 25th decision on confidentiality and in Procedural Order No. 2 and in the April 14th, 2022 decision on confidentiality requests and Procedural Order No. 5.

As you know, there are certain outstanding matters related to relevance and confidentiality arising out of Procedural Order No. 5, and the OEB's decision on those matters is pending.  That may not be critical to this week's technical conference, given its scope, but Hydro One has also made a request for confidential treatment of certain information in its responses to interrogatories on its evidence update, and it has redacted certain other information from its responses on the basis that it is not relevant.

In its letter to the OEB dated May 18th, Hydro One proposed that as an interim measure for efficiency, prior to the OEB making its final determination on Hydro One's requests for confidential treatment, Hydro One will proceed as though its requests for confidentiality have been granted.  However, Hydro One reserves the right to submit that it may not be appropriate for any particular intervenor representative to have access to certain confidential information, even though they've completed and signed a declaration and undertaking.  I would like to proceed with the technical conference on that basis.

Due to the online nature of this technical conference, I am hoping that those of you who wanted access to that material will already delivered (sic) your confidentiality undertakings.

I would ask that any intervenor representatives that intend to ask questions about the confidential material, whether already confirmed as confidential or pending the OEB's determination, to group those questions in order to minimize the time that we have to close the proceeding.

If we have to go in camera, attendance would be restricted to those that have signed the confidentiality undertaking and, in the case of labour-relations material, to those representatives who have met the criteria for access.

And if Hydro One proposes that certain information -- that certain individuals not have access to the in camera session, we can hear from the parties at that time.

For the time being, a redacted version of the transcript will be placed on the public record, but the OEB's disposition of Hydro One's confidentiality request at a later date may affect the form of the transcript that will be placed on the record.

With regard to the parts of the interrogatory responses Hydro One has claimed are not relevant, Hydro One in its May 18th letter stated that in the alternative, should the OEB determine that the information is relevant to the application, Hydro One requests confidential treatment on the basis that it is non-public forward-looking financial information of Hydro One Limited, the disclosure of which could give rise to liability under Ontario's securities law.

I anticipate that Hydro One will be refusing to answer questions about the material and claims it's not relevant, but if Hydro One is prepared to answer any questions about that material in detail, then I would suggest that we deal with those responses in camera in the same way as other information that is the subject of Hydro One's confidentiality request.

The other procedural matter I would like to remind parties of is that this is a technical conference.  It is not intended to be cross-examination on the evidence, but rather, as the OEB stated in Procedural Order No. 5, the technical conference is being held to provide for clarification on interrogatory responses related to the March 31st and April 8th application updates.

Our hearing advisor, Ashley Sanasie, circulated the schedule for the technical conference on Friday after parties and OEB Staff provided time estimates and areas of questioning last week.  We intend to follow that schedule with regard to the order of questioning.

As it stands, it looks like we will conclude within two days, and I would ask you to make your best efforts to keep to your estimated times and consider whether it is possible to shorten those times where other parties may have covered areas in which you had similar questions.

Finally, before we go into appearances, just a few reminders about technical matters, because this is a virtual setting.  First, I'd ask intervenors who are not asking questions to mute their audio and turn off their cameras when witnesses are being questioned by someone else.

Second, while there is a chat function available on the Zoom platform, nothing in the chat platform will be recorded or appear on the transcript, so you can send messages to each other or to the group, but they won't be transcribed.

And third -- I believe everyone may have done this already -- just to follow up on Ashley's request, we ask that everyone ensure that the name they have associated with their picture right now is their full name so that the court reporter can accurately report what is said.

Finally, for this virtual session, we ask that you repeat your name and whom you represent, and that will assist the court reporter in transcribing this matter.  This is particularly important if you are stepping in to ask a follow-up question.

We're planning one 15-minute break in each of the morning and afternoon and one lunch-hour break is scheduled  -- sorry, a one-hour lunch break is scheduled for approximately 11:50 this morning and 12:20 tomorrow afternoon.  Today's morning break is scheduled for 10:40, and the afternoon break is planned for just after 2:30, and  the schedule shows us continuing to just after 4:30 this afternoon.

On that note, I will introduce the members of OEB Staff who are here with me this morning and then I will move on to appearances.

With me are Martin Davies, project advisor and case manager for this application.  Keith Ritchie, senior advisor, who will have some questions for Hydro One's first panel.  Ashley Sanasie and Lillian Ing, hearings advisors.  Sheila Gu, our articling student.  And Astrit Shyti from our IT group, who will be assisting should we have any technical issues that arise today.  I will introduce other Board Staff members as they attend for the second Hydro One panel.

If I could have appearances in the order set out in the technical conference, that would be great.  Or, sorry, in the technical conference schedule, that would be great.  So I will start with the School Energy Coalition.
Appearances:


MR. RUBENSTEIN:  Good morning.  Mark Rubenstein, counsel for the School Energy Coalition.

MR. SIDLOFSKY:  Good morning, Mark.  CME.

MR. POLLOCK:  Scott Pollock, counsel for Canadian Manufacturers & Exporters.

MR. SIDLOFSKY:  Thank you, Scott.  VECC?

MR. GARNER:  Mark Garner for VECC and [audio dropout]


MR. SIDLOFSKY:  Good morning, Mark.  Energy Probe.

DR. HIGGIN:  Roger Higgin for Energy Probe.  Good morning.

MR. SIDLOFSKY:  Good morning, Roger.  Pollution Probe?

MR. BROPHY:  Good morning.  Michael Brophy on behalf of Pollution Probe.  I will be in and out today and reviewing transcripts afterwards.  John DeVenz can introduce himself and will be leading further technical conference to be more efficient today.  Thanks.

MR. DEVENZ:  John DeVenz, Pollution Probe.  Good morning.

MR. SIDLOFSKY:  Good morning, John.  Anwaatin?

MS. DeMARCO:  Good morning, Jamie.  Lisa DeMarco here with Nicholas Daube for Anwaatin and DRC.  I will be here predominantly today, and Nick will be here for the next two days, should they be required.

MR. SIDLOFSKY:  Okay, Lisa, thank you.  That takes us through DRC as well. PWU?

MR. STEPHENSON:  Good morning.  Richard Stephenson on behalf of PWU.  With me this morning is Dan Rosenbluth, who will be here from time to time as well.

MR. SIDLOFSKY:  Good morning, gentlemen.  OSEA?

MR. LUSNEY:  Hi, everyone.  Travis Lusney representing OSEA.  I will be on today and tomorrow.  I may have to drop this at times, but I will be reviewing transcripts when I can't make it.

MR. SIDLOFSKY:  Thanks, Travis.  And finally, AMPCO?

MS. GRICE:  Good morning, Shelley Grice representing the Association of Major Power Consumers in Ontario.

MR. SIDLOFSKY:  Good morning, Shelly.  Is there anyone else in attendance who isn't scheduled to ask questions, but is making an appearance?

MR. DUMKA:  Yes, hello.  This is Bohdan Dumka, and I'm here for the Society of United Professionals.

MR. SIDLOFSKY:  Thanks.  Good morning, Bohdan.

MR. AIKEN:  Randy Aiken on behalf of the London Property Management Association.

MR. SIDLOFSKY:  Good morning, Randy.  Thank you.

MR. McLEOD:  Mike McLeod for the Quinte Manufacturers' Association.

MR. SIDLOFSKY:  HI, Mike.  Anyone else?  Great.  Thank you


If there are no preliminary matters -- and I understand from Mr. Keizer there are none from Hydro One -- I will ask Mr. Keizer to introduce Hydro One's first witness panel.  Thank you.

MR. KEIZER:  If I may, Jamie, just for purposes of appearances, it will be me predominantly today on behalf of Hydro One.  Mr. Jonathan Myers is also on the line, and may jump in from time to time, particularly around confidential matters.  And also co-counsel for Hydro One and with me today as well from Hydro One is Kathleen Burke, director regulatory affairs, major applications.

MR. SIDLOFSKY:  Thanks, Charles.  Sorry, I should get an appearance from you, too, sorry.

MR. KEIZER:  It is all going one way.

MR. SIDLOFSKY:  I will take appearances from everyone, but Charles.

[Laughter]

MR. KEIZER:  Thanks.

MR. SIDLOFSKY:  Thank you.  Sorry about that, Charles.  And you can go ahead with your panel.

MR. KEIZER:  Thanks.  If I could ask Mr. Holt to turn on his microphone and camera, please.

MR. HOLT:  Yes.  The microphone is turned on -- there we go, the video is live.
HYDRO ONE NETWORKS INC. – PANEL 1

Derek Holt


MR. KEIZER:  So just for everyone in the room, this is Mr. Derek Holt.  He is vice-president and head of capital markets economics, and he is Hydro One's witness on panel 1 and related in particular to the report that was prepared by ScotiaCapital in support of Hydro One's inflation update.

As you indicated, Jamie, I don't have any particular
-- any preliminary matters, so Mr. Holt is now available for further clarifying questions.

MR. SIDLOFSKY:  Thank you, Charles.  So we will begin with School Energy Coalition, Mr. Rubenstein.

MR. RUBENSTEIN:  Sorry, I believe there is an updated schedule and I am actually going at the end, since I only have follow-up -- will reserve time if there’s follow-up questions.

MR. SIDLOFSKY:  Sorry.  That's right, Mark.  I'm sorry, that should be Energy Probe up first.
Examination by Dr. Higgin:


DR. HIGGIN:  Good morning, Mr. Holt.  Roger Higgin for Energy Probe.  It looks like I got the short straw today, so I will start by providing you with some context for my questions.

So can Hydro One please turn up Exhibit O, tab 1, schedule 2, page 7, table 2?

MS. LEE:  Mr. Higgins, will you repeat the cite, please?

DR. HIGGIN:  Yes, Exhibit O, tab 1, schedule 2, page 7, table 2.

MS. LEE:  One moment, please.

DR. HIGGIN:  Thank you.  Mr. Holt, this schedule is the context for my discussion with you.  I hope you have seen this before, have you?

MR. HOLT:  Yes.

DR. HIGGIN:  You have?  So as you can see, for inflation cost risks, there are five categories that are listed as related to general consumer price index or CPI, and five are not, such as transformers and components.

So as we go forward, could you now summarize what you and ScotiaBank were asked to do by Hydro One?

MR. HOLT:  Yes, okay.  I can start by referring us to the paper that I wrote, the submission.  The opening paragraphs outline five questions that essentially lay out the scope of the study that I was asked to provide.

And so question 1, what happened to inflation in 2020-2021 and how did forecasts evolve over that period.

Secondly, I was asked about what is the current 2022-2027 inflation forecast.

Third, I was asked when did signs first appear that a bigger inflation problem was brewing.

And fourth, what arguments for rising inflation have been disproven, and then what are the more credible arguments for what is driving inflation.

So that laid out the scope of what I was asked to address.

DR. HIGGIN:  Thank you.  So did you prepare a special Ontario CPI forecast for Hydro One, or did you just use your usual monthly forecast?

MR. HOLT:  We used our -- the same publicly available forecast that we provide to all of our clients.

DR. HIGGIN:  So there was no special requirement by Hydro One that used your -- in this case, it started with January, but then you got to March.  So they used that as their basis for their inflation update?

MR. HOLT:  Yes.  It's an independently arrived or evaluated forecast that we provide to all of our clients.

DR. HIGGIN:  Thank you.  Now, in the table we looked at earlier -- I don't know if we need to go back -- I just wanted to ask you what does general CPI mean?  That's Hydro's term.

MR. HOLT:  I suspect they mean headline CPI produced by Statistics Canada, the all-in measure of consumer price index.

DR. HIGGIN:  Right.  So could you just outline for me what general CPI index includes?  Just give the major components.

MR. KEIZER:  Sorry, just to clarify that, Mr. Higgin.  You are asking him to define a Hydro One used term.  If you want to ask him about what the various types of inflation there may be and the definition of those, that's fine.  But I am not -- he's not speaking to Hydro One's evidence or what Hydro One means.

You can ask that of a Hydro One witness, but not of Mr. Holt.

DR. HIGGIN:  Okay.  So I will ask him this question.  What does the CPI index include?  Please list the major components.

MR. HOLT:  Sure.  Okay.  So it includes various measures of food prices, various measures of shelter costs, so the replacement cost of housing, home heating costs, property taxes for example.

It would also include auto prices.  It includes a number of service prices; going to the movies, travelling measures.  And so the major weights would be on categories like shelter costs, your home, energy, food, and vehicles, as well as the heavy weighting upon overall services.

DR. HIGGIN:  So just to put that into a summary, these are costs that are faced by what we would say individual consumers in the economy.  Is that correct?  Or would you like to clarify it differently?

MR. HOLT:  Yes.  They're costs faced by the average representative consumers.

DR. HIGGIN:  Okay, thank you.  Now, do you do any other forecasts other than the CPI for Ontario; for example, the gross domestic input price index, GDIPI, for Canada and Ontario?  Does ScotiaBank do those forecasts?

MR. HOLT:  No.  We produce -- in terms of inflation, we only produce provincial numbers for CPI, and then nationally we will forecast the total consumer price index and how we expect it to evolve, as well as some core measures that remove some of the more volatile elements, and we also produce a forecast for the GDP price deflator as a very, very broad economy-wide price index.

DR. HIGGIN:  Okay.  So I will just come back so we get the same definitions.  I am looking to see if you do forecast for gross domestic input, input, key, price index for Canada and Ontario?  Just trying to clarify that.

MR. HOLT:  No, no.

DR. HIGGIN:  No.  Okay, thank you.  So for industrial companies and utilities, is CPI the only indicative input of costs, or are other indicators also relevant?

MR. HOLT:  I would say that is outside of the scope of what I was invited or asked to address, which was to speak to CPI, what has driven it, and what is the forecast for CPI.  And that is what I limited my study to addressing.

DR. HIGGIN:  Okay.  So could we now turn up Exhibit O, Energy Probe 083.  That is an interrogatory response from Hydro One.  Can I just look at part A.

So if you would just look at the question that we posed in part A.  So this is the interrogatory question.  So we were asking Hydro One why was only one proration factor used for all cost categories instead of using different factors for cost categories that are likely to be impacted differently by inflation.  And we listed that.  So that was the question.

And if we could go down and look at the response in part (a), and perhaps the most relevant bit is towards the end of the paragraph.  It says:

"Hydro One maintains that the investment plans provided in the original application provided outcomes valued by customers, and by approaching the update in this manner, the bridge between the original application and the application updated is provided in a simple and transparent manner."


And then they give us a reference to another Board Staff interrogatory.  You will be glad to know I am not going to go and ask questions about that, but I would just like you to look also at part C.  If we could move down to part C, the response.  I will just give you a minute to read part C.

MR. HOLT:  Hmm-hmm.

DR. HIGGIN:  So the question here was to see -- compare your forecast to the consensus forecast.  This was the question.  And as you see, using the consensus forecast to come up with a slightly different value.  Your forecast gives a pro rata factor of 1.0525 and consensus forecast gives 1.0514.  That is all.  So just to note that, if you would.  Okay?

My next question then is to -- coming back to your report, and if we could turn up page 1, which is Exhibit O, Schedule 1 -- sorry.  Tab 2 -- tab 1, Schedule 2.  And page 1 of that, attachment 1.  If you can go back to that.  There we are.  Thank you.

In the second paragraph, this is where you summarize your forecast.  It says Ontario's inflation rate's at 6.3 percent in 2022 and 3.3 percent in 2023, and you note up from your January forecasts.

So this is the Ontario CPI index and this is your March forecast.  Am I correct?

MR. HOLT:  Yes.

DR. HIGGIN:  Thank you.  So the question is, what is the forecast error -- i.e., standard deviation -- in the ScotiaBank forecast?  Do you know that?

MR. HOLT:  Not offhand.  I would say it is smaller than consensus, because we were leading consensus for the end of last year and into early this year with our inflation forecasts.  Consensus has gone up.

DR. HIGGIN:  So I think I would like it if you could tell me what the standard deviation is on the forecast that is the March forecast that Hydro One used, if you could do that, please, by undertaking.

MR. KEIZER:  All right.  So that's fine, Mr. Higgin.  So the undertaking is to provide the standard deviation in respect of the Scotia forecast for March 2022.  Correct?

DR. HIGGIN:  Correct.  Thank you.

MR. SIDLOFSKY:  That will be undertaking JTU1.1. 
UNDERTAKING NO. JTU1.01:  TO PROVIDE THE STANDARD DEVIATION IN RESPECT OF THE SCOTIA FORECAST FOR MARCH 2022.

DR. HIGGIN:  Thank you.  So could we please pull up now Exhibit O, tab 1, Schedule 2, and page 9 of that exhibit.

MR. KEIZER:  This is the same report, Mr. Higgin, you are looking at?

DR. HIGGIN:  No.  No.  This is your evidence.

MR. KEIZER:  Oh, okay.  Sorry.

DR. HIGGIN:  Tab 1, Schedule 2, page 9.  This shows the pro rata formula.  Thank you.  I presume you have seen this pro rata forecast formula, Mr. Holt?

MR. HOLT:  Yes.

DR. HIGGIN:  Okay.  So we're going to ask a couple of questions about that.  First of all, in terms of statistical forecasting, arithmetic or geometric mean's the norm in the CPI forecast.

MR. HOLT:  I'm sorry, could I ask for clarification about the question, please?

DR. HIGGIN:  Well, from a statistical point of view, there is two ways or more that you can characterize the mean or the average.  Okay?  One is geometric and the other is arithmetic.

MR. HOLT:  Yes.

DR. HIGGIN:  So the question is, which type of -- is your forecast arithmetic or geometric mean?

MR. HOLT:  I didn't address proration factors or compounding or how to best go about that.  When we produce our inflation forecasts we produce it on a annual basis in simple year-over-year terms.

DR. HIGGIN:  And that is an annual average, monthly average; is that correct?

MR. HOLT:  Yes, an annual average of year over year.

DR. HIGGIN:  All right.  Thank you very much.

So for 2023 input prices, my question to you is, if you were going to do a forecast for 2023, which years would be relevant?

MR. KEIZER:  Are you talking about in the context of Scotia's forecast, Mr. Higgin?

DR. HIGGIN:  Yes, I am.

MR. KEIZER:  Not in the context of the proration factor, but rather the forecast that he did as part of the report, is that correct?

DR. HIGGIN:  Yes.  Hmm-hmm.

MR. HOLT:  I'm sorry, can I ask --


DR. HIGGIN:  Sorry.  I am asking you, if you were going to do a forecast for 2023, what years would be relevant to do that forecast?  Data-wise, what would you use?

MR. HOLT:  If we were -- maybe I am not interpreting it correctly, but if we were taking year-over-year inflation and forecasting that, it would be 2023 over 2022.

DR. HIGGIN:  Okay, thank you.  I won't ask this question because it is really for Hydro One, and I will get it to panel 2.

Then the only other questions are related to your -- the consensus forecasts are basically:  what are the main differences between ScotiaBank and consensus forecasts?

MR. HOLT:  Sure.  Okay.  So we feel that we have a more thorough model-based accounting for the drivers of inflation, with emphasis upon, for instance, better accounting of the unique supply chain issues that we have been dealing with throughout the pandemic and the Ukraine war, and we feel our models capture that better than some of our competitors within consensus.

And then we tend to be a little bit more positive on the economy going forward, so that would mean a little bit less slack perhaps than some of our competitors are assuming as an inflation driver.

DR. HIGGIN:  Okay.  Thank you.  So looking now again back to your forecasts, so what does the May -- the latest May ScotiaBank forecast show for Ontario CPI for 2022 and 2023?  Do you have those numbers?

MR. HOLT:  Partially.  The Scotia forecast for Canada CPI is 5.9 percent this year, 3.2 percent next year.  That compares to the consensus, which is 5.7 this year, 2.9 next year.

So we are no longer all that different from consensus.  As I argued before, we tended to lead consensus with our inflation forecasts, but we have not produced a May Ontario number yet.  We will be doing that with our forecast update; that is due next week.

DR. HIGGIN:  Okay, thank you.  Now, have you done some long CPI?  Because the context we are working in here goes beyond 2023 into 2024 to 2027.

Have you produced a longer term forecast?

MR. HOLT:  Yes.  So our current forecast is 5.9 this year, 3.2 percent next year, then converging toward the Bank of Canada two percent inflation target over the remainder of that period from 2024-2027.

DR. HIGGIN:  Okay.  Thank you very much.  Those are my questions and thank you for your answers.

MR. HOLT:  Thank you.

MR. SIDLOFSKY:  Dr. Higgin, thank you.  Next will be Pollution Probe.  
Examination by Mr. Devenz:

MR. DEVENZ:  Good morning, Mr. Holt.  My name is John DeVenz with Pollution Probe.

If we can pull up Pollution Probe IR 24, please.  Yes.  Let's see if we can go back to A, where we asked the question.

So we asked -- just to give you some background here, I think as everyone knows, the prices of fuel, gasoline and diesel have essentially doubled in the last year since Hydro One filed.  So we were looking to -- we asked Hydro One if they could update their financial analysis to reflect the current outlook.

And we thought best practice would be to use, you know, current outlook for gasoline and diesel.  So we asked if they could go to you folks to get that.

Please go down to the response.  So it indicates that ScotiaBank does not forecast gasoline prices.  That's not a service you provide to clients, is that correct?

MR. HOLT:  That's correct.

MR. DEVENZ:  Okay.  And we asked about diesel.  I assume that is the same for diesel also, you don't provide a forecast for diesel?

MR. HOLT:  That's correct.

MR. DEVENZ:  Okay.  So if we can now go to Exhibit O, O-1, 0-2, attachment 1, this is the ScotiaBank report that was provided on page 4.

Down to question -- question 4 on page -- sorry, question 5 on page 4, yes.  So this section is:  What are the more credible explanations for what is driving inflation?

So if we can go down now to page 7, and part G under commodities.  So if we can look at the second paragraph there, it talks about higher oil prices influences Canadian inflation in a variety of ways.  The direct effect on CPI is mostly linked to gasoline, and it indicates that gasoline represents about 1.2 percent of the 5.1 percent.

And that represents about 25 percent of the CPI.  So that is pretty material.  Are my numbers about right there, Mr. Holt?

MR. HOLT:  Perhaps with a bit of clarification.  As a share of CPI, it is much lower.  It is in the low single digits as a share of the basket.

But if you are speaking to the gasoline contributions to inflation, then it would be just over a percentage point contribution to what is now at present almost 7 percent inflation.

MR. DEVENZ:  Okay, okay.  So when ScotiaBank prepares a forecast for Ontario CPI, I assume that embedded in your proprietary model -- and you talked about that a bit with Mr. Higgin -- you mentioned there were a number of factors in there and you mentioned that energy is in there.

So I assume that essentially what the model does, there's a bunch of forecasts for all the different goods and services in the basket, and each one of those individual items is forecasted and it is essentially aggregated to come up with your top-line CPI forecast.  Is that about right?

MR. HOLT:  It's a broader model than perhaps some have described it.

They use a large macroeconomic model with over 300 equations to forecast the various aspects of the economy, and some of the output of that model also then goes into a more specific model for forecasting inflation that uses several components, one of which is the lagged price of oil and the exchange rates since the energy prices can also affect the impact of our -- or the value of our currency and, hence, imported price pressures through that mechanism.

MR. DEVENZ:  Okay.  So what I really want to get to is that is not effectively within that CPI forecast embedded within your model some inflation estimates for gasoline?

I mean, given that gasoline has contributed so much in the past, I assume that the people modelling this and looking after this would pay close attention to what the outlook for gasoline would be in that model.  Would it not?

MR. HOLT:  In a more indirect sense, because of the strong correlation between oil prices and gasoline prices and the connection with the exchange rate.

So it is in there, just in a more -- a bit of a more indirect sense.

MR. DEVENZ:  Right.  So my question is, can that -- you know, right now we don't have anything, or Hydro One is indicating they don't have anything.  Is there a way to back out the impact or the inflation factor for gasoline in your model that they could use?  Could that be backed out?

MR. HOLT:  Not really in a direct sense.  No.  I wouldn't say that.  And I wasn't asked to address that consideration.

MR. DEVENZ:  Okay.  Okay.  So Mr. Holt, my final question to you would be, if your client came to you and said, you know, oil -- gasoline and diesel prices have doubled in the last year and we want to evaluate the economics of electric vehicles versus gasoline vehicles and we're wondering about what price forecast we should use.  What would be your recommendation to your client?

MR. KEIZER:  You're asking him to speculate as to a scenario that's not the scenario that is currently before the Board as to what the [audio dropout] client coming forward, which namely is your enquiry.  And if you wish to retain Scotia or engage Scotia or another economist to do so, you're free to do so, but I don't think that is a fair question.

MR. DEVENZ:  I was just wondering what, you know, recommendation, like, how they -- should they just use a flat price forecast or would it be a good idea to actually try to hire someone to do that?  Would that be something you would recommend?

MR. KEIZER:  I don't think that is an appropriate question.  It is outside of the scope of Mr. Holt's retainer.

MR. DEVENZ:  Thank you.  That is all of my questions.

MR. SIDLOFSKY:  Thank you.  Thank you, Mr. DeVenz.  We will move on to Anwaatin.
Examination by Ms. DeMarco:

MS. DeMARCO:  Thank you.  I believe we are Anwaatin and DRC back to back, if I am correct in our revised schedule, so let me try and --


MR. SIDLOFSKY:  That's right, Lisa.

MS. DeMARCO:  -- compile both if I can.  Thank you very much, Mr. Holt.  Lisa DeMarco, representing Anwaatin and the Distributed Resources Coalition.

I have questions in two groups for you, so the first will be around process and the second will be around substance.  So let's start first with the process questions, if I could.

Just so I am clear on the various reports, I understand there to be three filed.  One is in fact the attachment to the evidence, which is the Exhibit O, tab 1, Schedule 2, attachment 1, which is your report, which is dated March 31st, and it was also filed on March 31st.  Do I have that right?

MR. HOLT:  I believe so.

MS. DeMARCO:  And as I understand it, you have indicated that that is a bespoke report produced strictly for Hydro One.  Is that correct?

MR. HOLT:  Yes.  Based upon forecasts we already produced.

MS. DeMARCO:  Okay.  So that is my next question.  It is a bespoke report based on general data that you had already produced.  Fair to say?  And you've got two other reports filed, as I understand them, as attachments to Board Staff interrogatory 359.

And the first is, in fact, your January 19th forecast?  Is that right?

MR. HOLT:  I believe so, yes.

MS. DeMARCO:  And that was released in February of 2022?

MR. HOLT:  If it was our January forecast, it would have gone out on the date on the document.

MS. DeMARCO:  Okay.  So if we turn to that, I believe it is the Board -- it's attachment to Board Staff 359(a), and so it indicates February 11th.  And then the next is a March 11th forecast report, which was released on March the 31st.  Is that fair?

MR. HOLT:  Yes.  I believe so.  So I have the dates right in front of me now.  So January 19th is when we put out our January forecast to all of our clients.  March 11th was when we distributed that forecast.  And then April 12th was the next one.

MS. DeMARCO:  Okay.  So is April 12th -- was that relied upon at all in producing the bespoke report based on general data?

MR. HOLT:  It would have reflected similar thinking to what was in the March 31st report.

MS. DeMARCO:  So I just want to nail down precisely which reports you relied upon to produce the bespoke Hydro One report.  Can you tell me exactly which of your public reports you relied upon to produce that data?

MR. HOLT:  Sure.  So it relied -- for the forecasts it relied upon the January 19th forecast, as well as the March 11th update, and then since then we have had fresher forecasts, and we will be producing another round next week.  We basically forecast usually on a monthly basis, very rarely skipping a particular month.

MS. DeMARCO:  Okay.  But what we've got before us is just those first two months of data.  Is that right?

MR. HOLT:  Yes.

MS. DeMARCO:  Great.  Thank you.  And going back to the report, the bespoke report that is filed as attachment 1 to the updated inflationary evidence, I understand that you were asked to respond to five questions.

Do you have an actual terms of reference that you received from Hydro One?

MR. KEIZER:  I don't think that the engagement letter has been filed in the proceeding, as far as I know.

MS. DeMARCO:  I wonder if I can ask for an undertaking to file that, Mr. Keizer?

MR. KEIZER:  That's fine.

MS. DeMARCO:  And then similarly, Mr. Holt, I am wondering if you were --


MR. SIDLOFSKY:  Excuse me.  Sorry, can I just interrupt you just to keep track of these.  JTU1.2. 
UNDERTAKING NO. JTU1.02:  TO FILE THE ENGAGEMENT LETTER.

MS. DeMARCO:  Thank you.

MR. KEIZER:  Can I ask you, Ms. DeMarco, what interrogatory you are actually trying to clarify here?  Because it seems to me this is going more towards a cross-examination than it is to a particular interrogatory clarification.

MS. DeMARCO:  I'm sorry if I wasn't clear in our past conversation.  It was Board Staff 359 in relation to B and C, the reports filed in there.  And then in addition to LPMI -- LPMA 029 are the two specific interrogatories that I am seeking to clarify and specifically looking at how the process evolved and what we understand to be in the evidence and in the interrogatory responses.

MR. KEIZER:  That's fine, thank you.

MS. DeMARCO:  So I am wondering, based on that, the five questions that you were asked to clarify that are referred to in Board Staff 359, were you the only entity that was responding to them?  Or did you respond to an RFP, I guess is a better way to ask the question?

MR. HOLT:  I'm not certain, but I was asked to produce the explanations, and I did that within the scope of the questions that were outlined.

MS. DeMARCO:  So you are not aware of any RFP?

MR. KEIZER:  I don't think -- I think, Ms. DeMarco, if you want to ask about the process, it is probably best to direct that to Hydro One, since Scotia would have been a participant in a process, whereas the general nature of that process would be better addressed by the Hydro One panel.

MS. DeMARCO:  I am happy to ask that of the Hydro One panel, whether or not they ran a process.  My question to Mr. Holt is whether or not he is aware of them responding to a process.  So I think that is clearly within Mr. Holt's knowledge.

MR. KEIZER:  The scope of his responsibility.

MS. DeMARCO:  I'm sorry?

MR. KEIZER:  Or whether it was within his scope of responsibility.

MS. DeMARCO:  Both, I guess.  Are you aware, first of all, Mr. Holt, that Scotia responded to any RFP or procurement?

MR. HOLT:  No.

MS. DeMARCO:  And is that within your knowledge as head of the department?  If you would be responding to an RFP generally?

MR. HOLT:  No.  I would characterize it as part of an ongoing client relationship that leveraged work that we were already doing for our broad client base, and there is nothing particularly new in this report that we wouldn't explain to our broad cross-section of public clients.

MS. DeMARCO:  And that is anticipating my next question.

You do do work for specific clients; is that fair?

MR. HOLT:  Yes.  Client research requests.  Marketing presentations.  Examples like that.

MS. DeMARCO:  And would that research request include the impact of inflation on a specific -- or the projected impact of inflation on a specific client?  Have you ever done that?

MR. HOLT:  Not typically.  We're macroeconomists.

MS. DeMARCO:  So it is all general?

MR. HOLT:  Yes.

MS. DeMARCO:  That's fair.  Thank you.  I have a question around the specific factors you considered, and I understand this to be in relation to both SEC 244, you were asked specifically what reports you relied upon.  Do I have that right?

MR. KEIZER:  Can you bring it up?

MS. DeMARCO:  Yes.  That is O-SEC-244.  So you have the list of reports that were relied upon.  Do I have that right?

MR. HOLT:  I'm not familiar with this interrogatory.  It's not among the ones that I -- I believe that I responded to.

MR. KEIZER:  These are reports that were -- the question I think that SEC asked to be fair wasn't about what Scotia relied upon.  They were various questions for both various inflationary reports that Hydro One gets, or subscribes to, or has available to it, not what Scotia would have used for purposes of preparing its report.

MS. DeMARCO:  That's precisely my question.

MR. KEIZER:  Well, then you should ask that question because that is not the question you asked.  You asked him if he relied on these reports, which is not...


MS. DeMARCO:  I am asking for a clarification, Mr. Keizer.  I would like to clarify whether Mr. Holt relied upon any of these specific reports as applicable to Hydro One, or just general macroeconomics.

MR. HOLT:  We do our own proprietary research, analysis and forecasting that does not rely upon the work of others.

MS. DeMARCO:  Okay.  So in terms of the impact of inflation on the energy sector at large, you have no external reports that you have relied upon in that regard?

MR. HOLT:  No.  That was outside of the scope of what I was asked to address, which was a high-level piece on inflation.

MS. DeMARCO:  Okay, great.  That is very helpful.

Let me just ask you, in terms of that macroeconomic piece, in clarification to Board Staff 359(c), you indicate that you do these CPI-related macroinflationary reports.

MR. KEIZER:  Can you bring it up?

MS. DEMARCO:  Yes, please.  I believe this is attachment 2.  This is the March 31st -- first of all in response to (c), you've got an indication -- if you want to pull that up -- that you work on things such as the Eurozone -- you just passed it there -- Germany, France, many countries in the EU affected by the Russian invasion of Ukraine.  Is that fair?  You are doing forecasts there?

MR. HOLT:  Yes.  We do global forecasts.

MS. DeMARCO:  And in the attachment to this response, at attachment 2, you indicated very specifically in the second bullet:

"For commodity importers, this is a stagflationary shock.  For exporters like Canada, the rise in commodity prices provides a powerful offset to the uncertainty and trade impacts in the conflict." 


Is that fair?

MR. HOLT:  Yes.

MS. DeMARCO:  And so the inflationary aspects, the conflict in your third bullet there is a part of that general macroeconomic impact of inflation that you are analyzing.  Fair?

MR. HOLT:  Yes.  It is among the many drivers.  It's 

-- briefly, the way it works is we are a commodities producer.  If we are selling our exports at a higher price relative to our, imports, then it is like a positive income effect that trickles down to positive benefits throughout the whole economy and tends to add to inflationary pressure in Canada.

MS. DeMARCO:  So if you are a commodity exporter like Canada, the impact of the Russian aggression and invasion in Ukraine may not be as harsh as it is in other jurisdictions that are informing your broad inflationary report.  Is that fair?

MR. HOLT:  From a growth standpoint, yes.  Countries that are big net importers -- like Japan and China, for example -- would not benefit like a country like Canada.

MS. DeMARCO:  Can I ask you, just in general, you are aware of the recent developments in the EU regarding the Russian -- the approach to Russian fossil fuels.

MR. HOLT:  Are you speaking to the European import ban except for pipelines?

MS. DeMARCO:  That's right.

MR. HOLT:  Yes.

MS. DeMARCO:  Would you agree that that will have the effect of increasing electricity demand and related electrification?

MR. KEIZER:  What's that have to do with this inflationary forecast?  We're talking about increasing electrification demand?  You mean in Canada, or do you mean in Europe?

MS. DeMARCO:  I mean in general.  It goes to the numbers that you have put forward.

MR. KEIZER:  Which numbers?

MS. DeMARCO:  The inflationary numbers.

MR. KEIZER:  The fact that it’s going to have increased electrification demand?

MS. DeMARCO:  You have two aspects of your inflationary update.  As I understand it, Mr. Keizer, there is first the specific quantum, the percentages of the Ontario CPI being used.  And second, in relation to the demand growth around -- or demand reduction around the IESO's electricity forecast.  Around --


MR. KEIZER:  In respect of the latter, that is a Hydro One issue, which is Hydro One is best able to address with respect to the inflationary element of it.

As far as it goes within the scope of ScotiaCapital's report or forecast, then it is fair for you to ask that of Mr. Holt.  But not with respect to the load forecast.  We have a witness that is coming to address that.  You can ask him.

MS. DeMARCO:  Happy to address that with load forecast.  But I am really focussing on the second bullet, where you are talking about the impact of Russian aggression and its impact specifically on inflation.

My question was very specifically, the impact of the ban on the import of Russian fossil fuels is likely to increase electrification.  Is that fair?

MR. KEIZER:  He is not an electrification witness.  He is here speaking about general economies, not with respect to whether people will build electric infrastructure.  So I think your question is out of scope.

MS. DeMARCO:  I would respectfully re-ask the question in relation to the second bullet point around the impact of Russian aggression in the forecast that my friend Mr. Holt has specifically identified that he does and that the bank does.

MR. HOLT:  In the context of inflation or electrification?

MS. DeMARCO:  In the context of inflation, and electrification and energy prices as one important component to inflation.

MR. KEIZER:  I can see it in terms of inflation, but 

-- that's fine to ask that question.  But not regarding electrification generally.

MS. DeMARCO:  In relation to the inflationary measures that you have identified in this March 11th, 2022 report, Mr. Holt, you would agree that energy prices is one important component?

MR. HOLT:  Oh, yes.

MS. DeMARCO:  And that as a function of the recent ban, there will be increased electrification -- as a function of the recent agreed ban on Russian fossil fuels, there will be increased electrification?

MR. KEIZER:  I am not -- we are not answering the question.  I have told you before.  I think it is out of scope.  It is not within his area of responsibility or expertise.  So we're not answering that question.

MS. DeMARCO:  Let the record reflect that you have refused to answer the question.

MR. KEIZER:  Perfect.

MS. DeMARCO:  I am going to go on to ask very specifically around what, if anything, was done by you to assess the inflationary impact on Hydro One.

MR. HOLT:  I was not asked to tailor it in that fashion.  It was the macro, high-level report on what is driving inflation and what do we expect in the future, leveraging forecasts and arguments that we use with all of our clients.

MS. DeMARCO:  That is very helpful.  Thank you.

In terms of the analysis that Mr. Higgins pointed you to -- this is also reflected in SEC 257 -- were you asked to analyze what specific types of price increases will impact Hydro One?

MR. HOLT:  No.

MS. DeMARCO:  Okay.  Were you asked to assess how Hydro One's costs specifically in any one of the identified categories are likely to increase or decrease?

MR. HOLT:  No.  It was a broad macroeconomic inflation report.

MS. DeMARCO:  And inasmuch as housing and cost of housing forms part of the general inflationary numbers that you determined, would you say that housing would be an important factor in determining inflation applicable to Hydro One?

MR. HOLT:  I did not provide any commentary or insight on the application of the inflation work and forecasts that I provided to Hydro One's operations.

MS. DeMARCO:  Okay.  And similarly then, any inflationary measures related to the increase in the cost of fossil fuel, you weren't asked to analyze, as to how they might apply to Hydro One?

MR. HOLT:  No.

MS. DeMARCO:  Thank you.  In the response to 
SEC 257 -- I wonder if you want to pull that up -- there was an element of the response on page 2 about the R-squared analysis, including post-COVID period.  There we go.  At C.

You indicate that measures were challenging to determine.  Can you highlight what elements made the period challenging to forecast, and why?

MR. HOLT:  May I take a moment to read the question and to read our response, just to put it in context, please?

MS. DeMARCO:  Of course.  Thank you.

MR. HOLT:  Yes, okay, I see now.  So what were the challenges?  Well, we had never gone through a pandemic within reasonable modern times.  That would be relevant to the current structure and nature of the financial system and economy.  So that was a totally new shock.

We had never dealt with the magnitude and degree of coordination of fiscal and monetary policy in response to it, the vaccine responses, the behavioural responses that are ongoing in nature.  And then for good measure we threw in a war to add to the complexities..

MS. DeMARCO:  So given that number of significant challenges, is it fair to say that you would attach less certainty to these inflationary estimates than you would in non-challenging times?

MR. HOLT:  To all forecasts throughout the pandemic and the ongoing aftermath, yes.  There is more uncertainty than usual, and I would briefly add that we are also dealing with what we view to be longer-run structural changes in the economy superimposed upon those challenges.

MS. DeMARCO:  Fair.  Thank you.  And just again to clarify, you weren't asked which areas of uncertainty would specifically impact Hydro One?

MR. HOLT:  No.  At no point we were asked to tailor any of this to Hydro One.

MS. DeMARCO:  Okay.  I believe those are my questions, with thanks.

MR. HOLT:  Thank you.

MR. SIDLOFSKY:  Thank you.  That takes us to Mr. Ritchie for OEB Staff.  Now, it is actually coming up on -- it is coming up on 10:45, so we are on-track for a morning break.  Why don't we take that now, and we will see Mr. Ritchie on the other side of that.  So let's break until 11 o'clock and come back then.  Thank you.
--- Recess taken at 10:41 a.m.
--- On resuming at 11:00 a.m.

MR. SIDLOFSKY:  Okay, I've 11 o'clock.  We are back.  It is 11 o'clock and we are going to go ahead with Mr. Ritchie for Board Staff with questions for Mr. Holt.
Examination by Mr. Ritchie:


MR. RITCHIE:  Thank you, Mr. Sidlofsky.  Good morning, Mr. Holt.  My name is Keith Ritchie and I am a senior advisor at the OEB.

I have only a few questions, but actually I do have a follow up from the discussion this morning you had with Dr. Higgin.

First I will start off with the reference to, again, attachment 1 of O-Staff-359.  And this is the ScotiaBank global economics report titled "Inflation forcing hands", and it is dated January 19, 2022.

MR. HOLT:  Yes.

MR. RITCHIE:  Okay.  First as a follow up, you were having a discussion this morning with Dr. Higgin regarding some of the other measures that ScotiaBank forecast, and you talked about a GDP price deflator.  Do you recall that?

MR. HOLT:  Yes.  Yes, I do.

MR. RITCHIE:  Okay.  And I guess first I will go to page 4 of this document.  And actually it is in the top bit where I guess -- sort of like probably about eight or so lines below, you've got nominal GDP and then you have GDP deflator as sort of like one of the forecasted items that you show, like historical and then some forecasts for Canada and the U.S.

MR. HOLT:  Yes, I'm with you.  Yes.

MR. RITCHIE:  Okay.  That GDP deflator, is that the -- basically the implicit price index of the national gross domestic product that StatsCan -- and is commonly referred to as GDPIPI?

MR. HOLT:  Yes, it would be the price index that would explain the difference between nominal GDP growth which is not inflation-adjusted, and real GDP growth, which is inflation adjusted.

MR. RITCHIE:  Okay.  Yes.  Where I am sort of just coming on this is that the OEB has long used one of the variants of the GDPIPI as an inflator for rates and actually is still used as a non-labour component in the price indices for price cap and revenue cap adjustments for electricity and gas distributors and transmitters.

Okay.  A final question on that.  Do you know which variant of the GDPIPI this is referring to?  Like is it final consumption expenditure or final domestic demand?

MR. HOLT:  Can I ask for clarification?  Do you mean the GDP deflator line in that table?

MR. RITCHIE:  That's correct.

MR. HOLT:  That is the very broadest measure of price indices.  It is not a sub-index.

MR. RITCHIE:  So that would be final consumer, final consumption expenditures or -- I think?

MR. HOLT:  No.  It would be the broad GDP deflator.  So the price index that applies on a weighted basis to every component of GDP consumption, investment, net trade, and government spending and it can add up.

MR. RITCHIE:  Okay.  I guess still -- because again I am used to the StatsCan tables and variants, and I am just wondering could you undertake to sort of like confirm which StatsCan GDPIPI variant is specifically being referred to here?

MR. HOLT:  I can, but I am not sure how much more I can respond in that sense.  It is the very broad price deflator for GDP.

MR. KEIZER:  How about the fact we undertake to provide the definition for you, Mr. Ritchie, and we will clarify whether it is even a representation of any kind of, you know, sub component or component as you referred to it as GDPIPI.  So we will clarify that.

MR. RITCHIE:  Okay.  That would be great.  Thank you.

MR. SIDLOFSKY:  We will make that JTU1.3.
UNDERTAKING NO. JTU1.03:  TO CONFIRM THE DEFINITION OF THE STATSCAN GDP-IPI VARIANT USED WITH RESPECT TO GDP DEFLATOR ON PAGE 4.


MR. RITCHIE:  Now I'd like to continue to page 6 of that same attachment, okay.  And on this table, this is where you give a number of statistics for sort of like Canada and at the provincial level for a number of statistics.

And I guess if we move down to total CPI average, which is in about the middle of the page, okay.  And that is fine.  Stop there.  And I guess actually the labels are sort of missing, but I guess the column especially where we have the two highlighted elements, that is labelled ON, which I presume is for Ontario?

MR. HOLT:  Yes, that's correct.

MR. RITCHIE:  And so we see from there a 0.6 percent CPI for 2020, 3.5 percent for 2021, and then your forecast of 4.5 for 2022 and 3.3 for 2023.

MR. HOLT:  Yes.

MR. RITCHIE:  Yes.  And again I guess the big thing here is of course in 2020, inflation in Ontario and really across the country, was sort of down.  It was dampened by oversupply, by the lockdown restrictions, and other factors related to the coming on of the pandemic.

MR. HOLT:  Yes.  It saps pricing power in 2020.

MR. RITCHIE:  Now I would like to move to -- keeping these stats in mind, I would like to turn to a document that was -- that is in OEB Staff's compendium that was circulated yesterday.  And I guess first that should be entered as an exhibit, Mr. Sidlofsky.

MR. SIDLOFSKY:  That is right.  That will be Exhibit KTU1.1.


EXHIBIT NO. KTU1.1:  OEB STAFF COMPENDIUM


MR. RITCHIE:  Okay.  And so you have seen the Staff's compendium, Mr. Holt?

MR. HOLT:  Yes.  That would be -- yes.

MR. RITCHIE:  Okay.  And tab 1 of the compendium is, I believe, an eleven-page document titled "Consumer price index annual review, 2021", and it was released by StatsCan on January 9th of 2022.

MR. HOLT:  Yes.

MR. RITCHIE:  And I guess as I read this document, it provides discussion and some summary analyses looking at the movement of the consumer price index in 2021, and on what components or factors were driving the movements in the CPI.  Is that a reasonable characterization?

MR. HOLT:  Yes.  Mostly factual in nature, as I would expect from Statistics Canada.

MR. RITCHIE:  Okay.  Now I would like to turn to page 4 of that document, and to the bottom of that page.  Okay.  Stop there.

Basically in this there is a blue shaded text box titled "Base year effects in the CPI in 2022".  Okay.

I guess, again, sort of a summarization of the first two paragraphs is that what StatsCan seems to be indicating is that beginning in the second half of 2022, they expect that CPI changes to be somewhat dampened by higher prices that started to appear in the latter bit of 2021 as inflationary started to ramp up fairly aggressively.

Then in the second paragraph they're basically saying that this is the reverse of what happened in -- for CPI in 2021 due to the price declines, again due to the over-supply, lock-down restrictions, and other factors that reduced prices and the CPI in 2020.  That is a reasonable understanding of those two paragraphs?

MR. KEIZER:  Well, I think, first of all, we weren't sure what paragraphs you were going to go to with respect to this.  So we may want to give Mr. Holt time to read those paragraphs to be able to see --


MR. RITCHIE:  Okay.

MR. KEIZER:  -- if you have interpreted them correctly.  My other question is, is -- I know you have produced this, but is this tied back to a particular interrogatory that you have addressed, this stat?

MR. RITCHIE:  Yes.  In fact [audio dropout] and I will be going to it, where I wanted to sort of like point to both the data and also Stats Can's reference and again on this idea of base-year effects.

MR. KEIZER:  Okay.  So this is the interrogatory that goes to whether or not -- the deflationary period of 2020?  Is that the interrogatory?

MR. RITCHIE:  I will be coming to -- yeah, it is OEB Staff 358 part B, which is next.

MR. KEIZER:  Okay.  Well, maybe we can give Mr. Holt an opportunity to read these two paragraphs.

MR. HOLT:  [Reading]  Yes, okay.  I have read it.

MR. RITCHIE:  Okay.  And if we can now go to the interrogatory response O-Staff-358, part (b).  And again, there is sort of like two -- two sentences that are in that response.  And sort of like -- I'm -- I would like to clarify exactly what you are trying to say in your response here, because in the first sentence I am trying to understand, like, like, especially the ending part of the first sentence, where you say "instead of 2020".

Can you maybe explain first off what you were meaning by that first sentence?

MR. HOLT:  Yes.  Okay.  So one way of controlling for the impact of changing base effect, so year-over-year comparisons on inflation, would be to, instead of relying upon that year's actual numbers -- in this case 2020 -- extrapolate a -- what had been a fairly stable trend for quite a few years before that point, extrapolate the price level index going forward.

And if we had have had similar inflation performance in 2020 as we had in the years leading up to it, we probably would have had inflation just under 2 percent, 1.9 percent. Instead, the unique shocks of the pandemic dropped that to -- I believe it was just over half a percent year-over-year, compared to the actual rate of inflation that was roughly three-and-a-half.

And so a portion of the acceleration of inflation on an average annual basis was explained by the initial dis-inflationary impulses of the pandemic in 2020.

MR. RITCHIE:  Okay.  And so I think this is really helpful because, again, I guess really then I was trying to understand the second sentence in that response, where, you know, yes, it is 3.5 percent is the actual that Stats Can calculated and published and that.

But I guess in this one I am then sort of saying, okay, what really is sort of like the, you know, base-year effect versus what is sort of like the real inflation in 2021, you know.  And can you help me on that?

MR. HOLT:  Yes.  It is an important issue.  I think we are -- since then we have well-transitioned beyond the point at which inflation is a base-effect-driven phenomenon.  Even back then, the acceleration in 2021 was only partially explained by the weakness of the prior year, and the 7 percent -- almost 7 percent inflation we have right now is already being based upon some of the hotter numbers as they started to evolve, began to evolve last year.

And my preferred way of looking at this is actually month-over-month annualized changes in prices that are not going down.  They are neutral to year-over-year base-effects issues, and a present reading right now is about 10 percent.

And so we're getting inflation that is a very different phenomena than could be even remotely explained by a temporary soft patch on prices in 2020.

MR. RITCHIE:  Okay.  And I guess, you know, we're having to see -- like, I'm sure that you, just like myself, will be awaiting to see the Bank of Canada's announcement tomorrow and sort of like whether and how quickly that maybe has an impact on things.  But -- okay.

But I guess -- and I am not disputing sort of the longer-term.  I guess in terms of the 2021 number, you know, so the 3.5 percent, like, really, if you had to decompose it in any way, could you distinguish it, like, between what's base year and what is sort of like what was sort of like the additional inflation that we're seeing?

MR. HOLT:  On the assumption that 2020 was weak only because of the pandemic and hence that was the only reason for deviating from that trend, I would suggest that maybe an added one-and-a-half, 1.6 percent inflation on an average annual basis was driven by factors other than the weak starting point in 2020.

And as the year evolved in 2021, those base effects became much less important, and that is when many, including ourselves, pivoted much more aggressively toward higher inflation forecasts into late last year, by which point the base effects had become moot.

MR. RITCHIE:  Okay.  Thank you very much, Mr. Holt.  Those are my questions.

MR. HOLT:  Okay, thank you.

MR. SIDLOFSKY:  Thanks, Mr. Ritchie.  We are on to Mr. Rubenstein for Schools.
Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  Sorry.  Do you see me?  Can you hear me?

MR. SIDLOFSKY:  Yes.

MR. RUBENSTEIN:  All right.  Good morning, Mr. Holt.  I just have a couple of questions.  The first one I just want to clarify -- I think you mentioned it this morning, but can you confirm to me that you have not been asked, nor are you opining on the appropriateness of Hydro One using Ontario CPI as an inflation measure in its application to forecast changes in its costs?

MR. HOLT:  That's correct.  That was outside of the scope of the work that I did.

MR. RUBENSTEIN:  Thank you very much.  Can I ask you to turn to Staff 359, attachment 2.  This is the May -- sorry, the March report.  Please go to attachment 2.  And go to page 3.

MR. HOLT:  Okay.

MR. RUBENSTEIN:  Go to page 3 of that report.

MS. LEE:  One moment, please.

MR. RUBENSTEIN:  Maybe we can zoom in on the commodities section.  I just want to make sure I understand what I am looking at here.

So in this report you are providing a number of -- Scotia is providing a number of forecasts of various indices and countries.  And with respect to the commodities portion, you are forecasting -- you are providing actuals and you are forecasting commodity prices changes.  Correct?

MR. HOLT:  Yes.  For the select commodities that are shown in that table, that's what we forecast.

MR. RUBENSTEIN:  And just to be clear, unlike in -- unlike when we were talking about CPI which is about changes, these are absolute prices over those years.  Correct?

MR. HOLT:  Yes.  In all instances, yes.

MR. RUBENSTEIN:  And with respect to the input on the CPI model, am I correct that when I -- as I understand the model, only -- it is only oil that is forecasted into the model as an exogenous variable?

MR. HOLT:  For purposes of forecasting inflation, yes.  We would also apply judgment on when we expect supply chain pressures to ease, as they're something that is not model-driven.  Those would be among the major forms of imposed judgment.

MR. RUBENSTEIN:  Okay.  But you are not -- you have these forecasts and you see the sources.  Some come from various sources here, but for example copper, you are not forecasting that into the model, or zinc or nickel, which we can use as an example.

MR. HOLT:  Okay.  So as a point of clarification, the sources in that line, they are not the producers of the forecast.  They are the sources for the original historical data.  It is ScotiaBank economics that produces the forecast, just to clarify that.

And then in terms of what goes into the model, a broad commodity index that is significantly weighted to these is in the model.  And in terms of the inflation forecast specifically, it is WTI oil that goes into the model.

MR. RUBENSTEIN:  Does ScotiaBank undertake forecasting of other commodities, for example, aluminum and steel?

MR. HOLT:  ScotiaBank?  Yes, we have analysts who are more closely aligned to that sector and its companies than we would be as macro economists.  But these are the commodity prices that we as economists forecast.

MR. RUBENSTEIN:  Sorry.  I don't mean do you have sort of analysts who interpret trends and produce sort of those type of reports.

I am talking about specific numbers.  So for here, for copper, zinc, nickel you have forecasted specific numbers.  Do you do that for aluminum and steel?

MR. HOLT:  We do not.

MR. RUBENSTEIN:  Okay, thank you.  Just so I understand, lastly, about the models more generally, I think you touched on this.  CPI itself, as I understand it, is a basket of goods and Statistics Canada is forecasting or actually getting the actual prices of the individual items that make up the basket.

But your model is more -- it's -- I think you used the language it is a macroeconomic model that sort of forecasts the changes in the overall Ontario CPI using different inputs, but you are not forecasting and you are not forecasting the individual basket items that make up the CPI.  Is that correct at a high level?

MR. HOLT:  Yes.  Selectively.  I mean we forecast WTI oil for example as one component, but it's -- given its strong correlation with gasoline prices that are explicitly captured in the CPI basket.  But generally speaking at the higher level, attempts at forecasting the overall basket.

MR. RUBENSTEIN:  So for oil for example, would it be the same -- so as I understand the basket -- the items in this when Statistics Canada does calculation, they're weighted.  There is a certain percentage would be reflective for example of gasoline.

Would that be the same for your model?  So could we say your inputs or you have inputted, you know, oil at a certain price that reflects -- that is reflective in the overall, your overall Ontario CPI forecast of a certain percentage?

MR. HOLT:  Yes.  It doesn't quite work that way.  We don't forecast the -- from a bottom-up component standpoint in our macro models, we forecast more from a top-down broad driver of overall price trends perspective.

And so it's at that higher level in terms of our forecasting approach.

MR. RUBENSTEIN:  Sorry.  So is that a no?  You could not say that of our model similar to the Statistics Canada, just making up a number here, 10 percent is representative of the price of oil?

MR. HOLT:  Yes.  It would be aligned with the -- I believe it is three or four percent as a share of the basket represented by gasoline and there is also a component for home heating costs, natural gas for example.

So it would be aligned with that.  But my point is, we don't weight those individual components of a forecast from a bottom-up standpoint.

It is macro -- it is driven by a higher level macro forecasting attempt, but that would -- what would drop out of that would be something that would be consistent with a composition of the basket given the statistical properties of those models that we use.

MR. RUBENSTEIN:  But for something -- for example, housing costs, that is different because it is not an individual input?  Or is that the same?  By individual input I mean it is not an exogenous input into your model.

MR. HOLT:  No.

MR. RUBENSTEIN:  Okay.  And so with respect to fossil fuel costs, it is only the oil component of that that you input in.

For example natural gas, that's a, you know, a fossil fuel that is included within the -- my understanding in the Ontario model.  That you are not inputting as an exogenous input.

MR. HOLT:  Yes.  So the way our inflation model captures energy prices is it takes the lagged growth of the price of oil and we use both West Texas Intermediate crude as well as the Western Canada Select measure that applies more directly to Alberta's oil sands and experiences generally speaking a discount to WTI.

And then we also include a real exchange rate term because of the, well, the fact that our currency is somewhat of a petro-currency, significantly driven by energy and other commodities.  So that is how we capture energy price influences upon CPI.

And the way we do that is in order to capture the strong correlations with other energy price benchmarks like gasoline prices, but without tossing-in so many variables into our model that you wind-up achieving no greater explanatory power for some of the other things that might be sacrificed in terms of the statistical properties of that equation.

MR. RUBENSTEIN:  Are you able to tell me, and you can do this by way of undertaking, what the weighting in the Ontario CPI is for housing costs and for fossil fuel related costs?

MR. HOLT:  I can certainly get back to you on that.  I don't know it off the top of my head for Ontario.  Sorry, could you repeat that, please?  Ontario --


MR. RUBENSTEIN:  -- CPI which is what you forecasted.  If you can tell us the weighting of housing costs, that is one.  And two, for fossil fuel costs.

MR. HOLT:  Yes, okay, sure.

MR. SIDLOFSKY:  We will make that JTU1.4.
UNDERTAKING NO. JTU1.04:  TO ADVISE THE WEIGHTING IN THE ONTARIO CPI FOR HOUSING COSTS AND FOR FOSSIL FUEL COSTS; TO COMMENT ON THE MODEL AND THE OUTPUT OF THE MODEL TO EITHER IMPLICITLY OR EXPLICITLY CONTAIN THE SAME WEIGHT.


MR. RUBENSTEIN:  And then I guess the second part of that is if you can comment on how that -- if you can consider your model, too, and the output of your model to either implicitly or explicitly contain the same weight.

MR. SIDLOFSKY:  Do you want to make that a single undertaking, Mark?

MR. RUBENSTEIN:  Yes, yes, yes.

MR. SIDLOFSKY:  Okay.

MR. HOLT:  Sorry, I think you trailed off at the end.  I apologize if I didn't hear it.  Whether the model explicitly or implicitly considers these weightings?

MR. RUBENSTEIN:  Well, if we looked at your model, could we say that either explicitly or implicitly the same Ontario CPI weightings for these categories by Statistics Canada would also apply to the numbers you are providing.

MR. HOLT:  All right, okay.

MR. RUBENSTEIN:  Thank you very much.  Those are my questions.

MR. SIDLOFSKY:  Thank you.  I understand, Mark Garner, you might have one or two questions for Mr. Holt?
Examination by Mr. Garner:

MR. GARNER:  Yes, I do.  I hope you can hear me.  I do intend to stay within my 15 minutes, so when we get to panel 2, hopefully we will make it up there.

Mr. Holt, my name is Mark Garner.  I am with the Vulnerable Energy Consumers Coalition.  I have a couple of questions.

Just one was, with regard to CPI, am I right that the Bank of Canada actually has three measures of CPI, doesn't it?  It has different measures of CPI, doesn't it?

MR. HOLT:  Believe it or not, they actually have more.  They have -- I believe they have emphasized seven different measures of underlying inflation in addition to headlined CPI inflation.

MR. GARNER:  Right.  And the purpose -- the reason for that is that there is variation depending on the way you are measuring inflation, right?  That is why they do have different measurements like that, because for instance energy prices or gasoline prices can -- "skew" may not be the right word, but influence that measure quite a bit.  That is why they do that.  Isn't that right?

MR. HOLT:  That could be one of their points.  I think their main point is to focus upon measures of inflation that may be more likely to be under the control and influence of monetary policy.

And so it can't necessarily impact global food prices, for example, but they would want a more -- trim the measure of inflation that speaks more directly to the impact of the policy actions that they undertake.

MR. GARNER:  Right.  Thank you.  That is very helpful.  And this morning when you were speaking with Ms. DeMarco, you were talking about uncertainty in the modelling right now, and specifically the extreme events that are happening right now.  You mentioned the pandemic and then you mentioned the war in Europe.

But the one I only caught a little bit of, and maybe you could help me a little bit more with is, you were talking about fiscal and monetary policy, and I want to ask you about that, because are there other, what I might call extreme changes happening?  For instance, the Bank of Canada is doing what I understand is something called quantitative tightening.  That is kind of unusual, as I understand it, if you look over the past ten or 15 years.  Is that correct?

And maybe just explain more what you meant by that third uncertainty in monetary policy and fiscal policy.

MR. HOLT:  Okay.  Sure.  So briefly going back to the start of the pandemic in March/April 2020, I believe that if central banks and governments had not applied the magnitude and breadth of stimulus that they did on a globally coordinated basis, that the risk of deflation and depression scenarios would have been much, much higher.

And so the fact that they, through a number of different programs and very aggressive cuts to interest rates and buying up bonds and pushing longer-term costs of borrowing down, and the fact they did these things I think is part of the reason that at least bought us some time before vaccines and behaviour could adapt to the pandemic.

And so that's -- it would be a very different game in terms of forecasting inflation if they had not done those things.

MR. GARNER:  Well, what I am really trying to explore with you just a little bit, and we did this I think in VECC 150 and I think Schools did it in 257, is the level of uncertainty now in the forecasting models per se, yours and everybody else's.  I am not looking at you particularly.  I mean, how long have you been doing -- how long is your experience doing this type of modelling?  How long have you been doing this type of work?

MR. HOLT:  I hate to age myself, but I have almost three decades of applied experience.

MR. GARNER:  Thank you.  I get to ask the questions so I don't have to age myself, so thank you.

[Laughter]

MR. GARNER:  And in your experience have you ever seen anything like the amount of fiscal, monetary, and inflationary uncertainty that is going on in the global economy right now?

MR. HOLT:  There's been plenty of uncertainty.  It's taken a different form now.  So the global financial crisis, for example, was a very different animal.  It was a deep balance-sheet recession and shock, and where we didn't do enough in terms of policy measures early on enough.  That was former fed chair Ben Bernanke's lament years later, that he wishes I could have done more at the very beginning.

So we have had enormous periods of uncertainty, but never something like the nature of which we are dealing now with the pandemic and a war superimposed upon policy changes and behavioural adaptation.

MR. GARNER:  Do you recall the last time -- and you spoke earlier today about 10 percent.  Do you recall the last time anybody spoke about 10 percent inflation?

MR. HOLT:  Okay.  So that was month-over-month annualized, the current measure right now.  The kind of year-over-year ratings that we are -- readings, rather, that we are getting right now for CPI, Canada has not seen since just before the Bank of Canada adopted inflation targeting back in the very early 1990s.  So it's been quite a while.

MR. GARNER:  And so the final real question I have about all of that uncertainty and all of that modelling that you are doing is, you also explained that you applied -- in addition to the econometric parts of the model, you apply judgment to the model also.

So as I understand it -- maybe you can help me with this -- so when the model produces an outcome, do you then adjust that outcome for these judgments?  Or the judgments go into the model?  Maybe just help me first of all understand that.

MR. HOLT:  Sure, okay.  Good question.  Judgments go into the model.  The way in which we try to capture that in our inflation model is using the Ivey purchasing manager's index for Canada, the supplier deliveries component, and as a way of capturing how supply chains are deeply strained with delays and in fulfilling orders and getting them out to factories, the business gates, and going forward -- well, first off, we found that adding that variable into our inflation forecasts improved its statistical properties and overall ability to model inflation to date.

But we still have to impose judgment going forward upon those supply-chain pressures, and that's why in our reports and interrogatories I've emphasized that we are making the assumption that pandemic pressures ease up over the duration of this year.  That's looking a little bit optimistic, to be frank.  For instance, China has been -- compared to our earlier forecast rounds, only added further negative supply shocks and has pursued COVID zero.

But the other part of the supply chain challenges would be independent of the pandemic, and we are expecting those to persist longer.  Those could be, for example, the impacts of the war in Ukraine, as one example.

MR. GARNER:  All right.  So a final question about this.  You may have been in this a long time, all these shocks, and there are different measures as we talk about inflation.

Well, let me put it this way.  The modelling that you do, econometric modelling, is, as I understand it, based on data trends.  So you are putting in a lot of data and then you are trending it and projecting from that trend, correct?

My question is, if you have extreme changes in trend, do not -- isn't the fact that models -- those types of models then tend to be less predictive, if that is the best way to put it?

MR. HOLT:  Okay.

MR. GARNER:  Because the trend is changing so quickly?

MR. HOLT:  Okay.  I understand where you are coming from.  I would respectfully disagree.  There is a portion of our inflation model that has a lag that's dependent for prices, and the purpose to that is to try to capture how expectations are adapting to a trend, given the evidence and the literature, that that can be a significant driver of inflation, how people form expectations and whether they expect price pressures to persist.

But beyond that it is not a time-trend model.  It is an econometric model that uses independent variables backed by theory to assess the drivers of variability in inflation independent of any trends that may exist.

So as those independent variables change, we should observe changes in prices at the margin, whether they are on or off a time trend.

MR. GARNER:  So you don't think that this would be -- what is the word?  Maybe a difficult moment to, let's say use yours or anybody else's model to predict where let's say I should buy a mortgage or how long I should produce a mortgage based on someone's expectation of inflation, because you have a high degree of certainty as to where inflation will be based on these models over the next 12 months?

MR. HOLT:  I would soften that a bit.  As a professional economist, I am aware of the high uncertainties around forecasting and evaluating global developments and at home, but we have confidence that our models are being constantly adapted, refined, and incorporating new information as it arises.  That is why we produce frequent forecasts and we do that on a best-efforts basis.  So I have high confidence in our team's ability to do that.

MR. GARNER:  Okay, thank you, Mr. Holt.  Those are all of my questions.  Thank you for that.

MR. HOLT:  Thank you.

MR. SIDLOFSKY:  Thanks very much.  It looks like we are now moving on to panel 2.  Power Workers' Union will be up first, currently scheduled for 30 minutes.  I think what we might do is move the lunch break up before CME, depending on how things go with you, Richard.

MR. KEIZER:  Mr. Holt, you are now done.  So you can now exit the call, if you wish.

MR. HOLT:  Thanks, Charles.  I wasn't sure.  All the best, everyone.  Thank you.

MR. KEIZER:  Thanks, Derek.

MR. HOLT:  Thanks.

[Mr. Holt withdraws]

MR. SIDLOFSKY:  Do you need a couple of minutes, Mr. Keizer, to switch panels?

MR. KEIZER:  I believe everybody is up.  I can't get them all on one screen, but I believe that everyone is there.  If Hydro One can confirm they agree with that.

MS. BURKE:  Hydro One is ready.

MR. KEIZER:  Mr. Sidlofsky, maybe I could introduce the panel.  I won't do it in any particular order.

MR. SIDLOFSKY:  That would be great, thank you.

MR. KEIZER:  It is a large panel.  If I could start with Mr. Bruno Jesus, vice-president, planning; Alexander Jackson, director, strategy and integrated planning; Joe Cornacchia, senior vice-president, finance; Joel Jodoin, director, strategic finance; Sabrin Lila, director, compensation and HR analytics; Andrew Spencer, vice-president, transmission and stations; Chong Kiat Ng, vice-president, distribution; Stephen Vetsis, director, pricing and regulatory policy; Bijan Alagheband, manager, economics and load forecasting; and Rob Berardi, vice-president, shared services.
HYDRO ONE NETWORKS INC. - PANEL 2

Mr. Bruno Jesus,
Mr. Alexander Jackson,
Mr. Joe Cornacchia,
Mr. Joel Jodoin,
Ms. Sabrin Lila,
Mr. Andrew Spencer,
Mr. Chong Kiat Ng,
Mr. Stephen Vetsis,

Bijan Alagheband,
Mr. Rob Berardi.

MR. SIDLOFSKY:  I feel this is an advantage of having a virtual technical conference.  I think we'd need the whole room just for your panel.

MR. KEIZER:  We are unfortunate and fortunate, I guess.

MR. SIDLOFSKY:  Okay, Mr. Stephenson?
Examination by Mr. Stephenson:


MR. STEPHENSON:  Thank you and good morning, panel.  Can you hear me?  Okay, thank you.

My name is Richard Stephenson.  I am counsel for the Power Workers' Union.  I have spoken to most of you in the past.

I wanted to start with an update on information, if I can.  In your updated material, you mentioned that one of your collective agreements with CUSW, the Canadian Union of Skilled Workers, expired as of April 30, 2022.

Can somebody tell me whether or not you have reached a new agreement with CUSW?

MS. LILA:  Yes, we have.

MR. STEPHENSON:  Okay.  And can you give us a high-level synopsis of what the terms of that are, at least from a compensation perspective?

MS. LILA:  Yes, I can.  So the term of the agreement is a four-year term from May 1st, 2022, to April 30th, 2026.

And overall, from a total wage package increase perspective, in 2022 the increase is 3 percent.  The same for 2023.  In 2024 and 2025, two percent.

MR. STEPHENSON:  Okay.  Can you assist us as to how those increases for 2022 and 2023 compared to the forecast that was embedded in your application?

MS. LILA:  Sorry, could you repeat the question?  Which years were you referring to?

MR. STEPHENSON:  So you gave me numbers for 2022 through 2025, I think.  And so I was looking at the numbers in particular for 2022 and 2023, those three percent numbers and how those numbers compared to the numbers you used as a forecast embedded in your application.

MS. LILA:  The information in our assumptions for when we did not have collective agreements was forecast at 2 percent.  So there is a 1 percent increase overall, comparatively.

MR. STEPHENSON:  Okay.  And just following up on that, you have collective agreements with both the Power Workers  and the Society expiring next year, I think, in 2023.  Correct?

MS. LILA:  Yes, that's correct.

MR. STEPHENSON:  Okay.  And I just want to understand how you anticipate that the higher inflation -- which is reflected by your update -- you anticipate it will manifest in those renewal negotiations.

Is it fair to say that you anticipate that each of those unions are likely to seek catch-up, in effect, that for 2022, the increases embedded in those agreements is significantly below 2022 inflation.  And so it would be fair to assume that those unions are likely to seek some catch-up on -- in respect of 2022.

MS. LILA:  I would agree with your statement that we expect our union partners to seek, you know, higher than normal or higher than past increases in base wages due to inflation.

I can't sort of comment further than that, unless we sort of speak confidentially.

MR. STEPHENSON:  I am not asking about your strategy.  I am asking about your expectation from your unions.

It is fair to say that you anticipate they will be making that demand, even if inflation in 2023 is trending downward again?

MS. LILA:  Yes, I would agree with your statement that they would have those expectations.

MR. STEPHENSON:  All right.  Okay.  And am I right that with respect to the other major union partners -- whether it is EPSCA or the Labourers -- their collective agreements don't expire until later on in the -- in your rate years.  Is that correct?

MS. LILA:  That's correct.  EPSCA agreements are currently in place until 2025.

MR. STEPHENSON:  Okay.  I just want to talk about your work plan a little bit.

As I understand it from your update, you have not -- you continue to propose to undertake the same level of work that was embedded in the TSP and DSP in the original application.  Am I right about that?

MR. JESUS:  Yes, that's correct.

MR. STEPHENSON:  Okay.  And at a very high level, your rationale for that is that the system needs demand it, fair?

MR. JESUS:  Fair.  We are committed to the plan.

MR. STEPHENSON:  Okay.  Now, there has been developments that affect some aspects of what you are going to be doing, as I understand it.  And I wanted to talk a bit about broadband in particular.

Your original application makes reference to you undertaking work in conjunction with broadband.  I take it you are familiar with that activity?

MR. KEIZER:  Mr. Stevens (sic), are you directing this to a particular IR?  Or are we going back over --


MR. STEPHENSON:  Well, what I want to do is I want to test this proposition that you are going to be doing the same work under your work plan, because -- well, let me just ask this question and then you can figure out what you want to do about it.

As I understand it, very recently, in April of 2022, a new regulation was enacted, Regulation 410.22, which affects your work plan in relation to broadband.  Is somebody on the panel familiar with that regulation and the work that is entailed as a consequence?

MR. BERARDI:  Mr. Stevens, it is Rob Berardi.  Yes, I am familiar with that.

MR. STEPHENSON:  Right.  And as I understand it, there is a very -- it is likely that there is a very substantial amount of work that Hydro One is expected to do in the next few years in relation to its -- its infrastructure in order to facilitate broadband expansion.  Correct?

MR. BERARDI:  Mr. Stevens, yes, you are correct.  There is significant amount of work for make-ready for broadband.  But I just warranted to emphasize it is not included in the joint rate application.

MR. STEPHENSON:  Right.  Because there is a separate funding mechanism in respect of that work.  Correct?

MR. BERARDI:  Yes.  That's correct.  Also, to note, we have implemented a different operating model as well with the broadband services.

MR. STEPHENSON:  I am not quite sure what you mean by operating model.  Can you assist me?

MR. BERARDI:  Mr. Stevens, with the broadband program, because of the Building Broadband Faster Act, there is a significant amount of enabling work that Hydro One must complete as part of those regulations that you are referring to.  This work will be completed utilizing our qualified service providers to do that.

MR. STEPHENSON:  So you mean it is contracted out.  Is that what you are referring to?

MR. BERARDI:  Yes, that's correct.

MR. STEPHENSON:  Okay.  Does that work affect, at all, the work that you need to do or were otherwise planning on doing as part of a TSP and the DSP regarding the replacement and refurbishment of assets?

MR. NG:  [Audio dropout] I don't see it -- I don't --


[Reporter appeals.]


MR. SIDLOFSKY:  We're having a problem hearing you, Mr. Ng.

MR. NG:  Is it better now?  Hello?  Is it better now?

[Technical interruption]


MR. BERARDI:  Sorry, Mr. Stevens, it is Rob Berardi here.  I wonder if you could repeat the question and I will attempt to answer it while Mr. Ng gets his technical difficulties sorted it.

MR. STEPHENSON:  Let me just give you a little background on this.  As I understand it, you made reference to this make-ready work.  This make-ready work, as I -- would include Hydro One working on somewhere in excess of 200,000 poles in the next four years, say, three to four years.

And what I want to understand is, that work is discrete from the work you need to do working on your poles in order to refurbish or replace them.

MR. BERARDI:  Yes, it is discrete work, and over and above our current joint rate application.

MR. STEPHENSON:  The point I am getting at is, I mean, if you are out doing some make-ready work on a pole somewhere in Ontario, that pole may well have been already slated for either refurbishment or replacement.

MR. BERARDI:  Yes, that's possible, Mr. Stephenson.

MR. STEPHENSON:  But I take it that the overlap is just not material?

MR. BERARDI:  We don't know if the overlap is material or not.  The program and scope of the program and area of the province for broadband has not been well-defined as of yet.  So we will be making that assessment once we have visibility to awards that are being led by Internet service providers.

MR. STEPHENSON:  Okay.  And the management of this program, I assume even if it is all contracted out you need to have contract managers, people doing oversight work, you know, management-level people running the program.  Fair?

MR. BERARDI:  Yes, that's correct.

MR. STEPHENSON:  And they are part of your regular FTEs?

MR. BERARDI:  The broadband program will be incremental to our current regular FTEs.  So in order to complete that program, it will require some internal resources.  Again, they would be incremental to our current joint rate application.

MR. STEPHENSON:  So they are not reflected in your FTEs in the application.  Is that what you are telling me?

MR. BERARDI:  That's correct.

MR. STEPHENSON:  And are they going to be wholly funded by the broadband funding?  Or is some part of them reflected in the revenue requirement sought on this application?

MR. BERARDI:  They will be wholly funded separate from this application.  There has been an approval for a deferral account for broadband -- for the broadband program.

MR. STEPHENSON:  Okay.  I just want to address -- and this is a very high-level question.  I don't think you need to look at anything.

You were asked in interrogatories about the potential intergenerational equity effects of your proposed -- the deferral of the recovery of the incremental revenue requirement associated with the inflation update.  Somebody just confirm for me that you were asked about that issue?

MR. JODOIN:  I can confirm that we were asked about that issue, Mr. Stephenson.

MR. STEPHENSON:  Okay.  And as I recollect your -- the answer to that, it was that Hydro One did not consider that to be a material issue, because the customers in the future have a very high degree of overlap with the customers of today.

MR. JODOIN:  I think the interrogatory you're referring to, Mr. Stephenson, is Staff 384.  I think you have captured part of our response to that interrogatory, in that deferring five years out to the future, we expect that the customer base will be materially consistent.

But the other part that I think is important to highlight in this context is Hydro One deemed that the benefits of mitigating rates to our current customer base outweighed the potential minor intergenerational inequity concerns that may have been brought forward in this application.

But you did characterize the first part right.

MR. STEPHENSON:  Okay.  Can I suggest to you that there is another weighing exercise that you can apply to that, which is that the disbenefit of deferring work out to the future exceeds the -- any potential issue regarding the deferral of the recovery of the cost of the work.

MR. JESUS:  Mr. Stephenson, we are committed to delivering the plan, consistent with our evidence.  We're committed to all of the customers without impacting proposed transmission and distribution rates over the 2023-2027 period.

We are also doing our part to defer that inflation recovery to 2028 to mitigate the impacts on our customers associated with the unprecedented inflationary times.

MR. JODOIN:  Mr. Stephenson -- and thank you, Mr. Jesus, I do agree with that and I think just to add a little bit of context on top of that, and I think we elaborated as part of response to CME 22 -- and we don't need to pull it up, I can briefly outline.

There were really two options that Hydro One faced in order to deliver the outcome to the plan.

And actually only one remains to deliver the outcomes of the plan and it was to adjust costs per the inflation update as we filed as we had an obligation to update for the material changes, we could have sought revenue requirement increases today.

We felt a balanced approach was to defer while still executing on the work plan, which I believe is the point you are alluding to, Mr. Stephenson.

An alternative was to defer altogether to the next plan.  But in that case, we would not have been able to execute on the work plan that Mr. Jesus has identified.

So Hydro One does stand behind the approach that we took when filing our inflation update.

MR. STEPHENSON:  And can you just assist me.  Do you have -- are you able to quantify what your customer turnover is on an annual basis or otherwise?  And I guess part of the issue is -- I am not interested in people that change one household address to another household address within the Hydro One service territory, since they were customers at both locations.

But do you actually have that data about the degree of turnover?

MR. JESUS:  We don't have it with us here, but we could certainly look into that.

MR. STEPHENSON:  Yes.  Could I get that undertaking?

MR. SIDLOFSKY:  That will be JTU1.5.
UNDERTAKING NO. JTU1.05:  TO LOOK INTO WHETHER HYDRO ONE IS ABLE TO PROVIDE DATA ABOUT THE DEGREE OF CUSTOMER TURNOVER THAT EXCLUDES CUSTOMER MOVES WITHIN HYDRO ONE TERRITORY. IF AVAILABLE, QUANTIFY HONI'S CUSTOMER TURNOVER ON AN ANNUAL BASIS OR OTHERWISE.

MR. KEIZER:  Can we just clarify the wording, Mr. Stephenson, of the undertaking.  You are asking us to undertake to?

MR. STEPHENSON:  I don't know whether it is on an annualized basis or how you measure it.  I will leave that up to Hydro One.

But I am looking at the turnover of customers, that is to get a sense of magnitude of the materiality of the customer change over time.

MR. KEIZER:  Okay, thank you.

MR. STEPHENSON:  Those are my questions.  Thank you, panel.

MR. SIDLOFSKY:  Thanks, Mr. Stevens.  It is 12:06.  Why don't we take the lunch break now, unless CME has a need or burning desire to go ahead right now?

MR. POLLOCK:  I am in your hands, Mr. Sidlofsky.  Either way works.

MR. SIDLOFSKY:  Okay.  So you will be okay waiting until after the lunch break then?

MR. POLLOCK:  That's fine, yes.

MR. SIDLOFSKY:  Let's reconvene at 1:05 and we will start with CME after the break.  Thanks, everybody.
--- Luncheon recess taken at 12:08 p.m.
--- On resuming at 1:09 p.m.

MR. SIDLOFSKY:  Good afternoon.  We're back, and we are going to go ahead with Scott Pollock from CME.  Go ahead, Mr. Pollock.
Examination by Mr. Pollock:

MR. POLLOCK:  Thank you, Mr. Sidlofsky.  Can everyone hear me okay?  Perfect.

So as mentioned, my name is Scott Pollock.  I am counsel for Canadian Manufacturers & Exporters.

Thank you for your time today, panel, and thank you for allowing me to schedule myself now to fit within my other commitments.

I was hoping we could turn up CME 22, which is -- I believe Mr. Jodoin referenced it before the break, and I actually have a couple of follow-ups on this interrogatory.

So that would be Exhibit I, tab 4, Schedule O, CME 22.  I am not sure if it is the same for everyone else.  It is sort of on the side of my screen.  Is it centred for everyone else?  Oh, there we go.  Thank you.

So in this interrogatory, there are a number of parts to it, but the part that I wanted to focus on is part C.  And essentially, I asked whether or not Hydro One had considered any other levers besides the proposed measure, I guess, that you were doing on behalf of customers, which is deferring the recovery of a part of the revenue requirement.

And I had asked whether there were other levers considered, and my example was, did you consider curtailing or reducing your capital investment plan, and you anticipated me to the answer, yes.

And as I understood your answer, you sort of had two options.  One was defer incremental revenue requirement to the next rate period or defer work to the next rate period.

And so I had some questions about your answer to (2).  So in (2) you said that you had perhaps examined looking at doing less work, but there were three reasons, as I understood it, why you felt that wasn't appropriate.  One was it exposes the system to risks that are inconsistent with Hydro One's safety and reliability commitments; two, it is inconsistent with customer expectations; and, three, that you would have to do the work in the later rate period anyway.

So stopping there, do -- do I have the question and answer correct, as far as you know it?

MR. JODOIN:  That's correct.

MR. POLLOCK:  Okay.  Perfect.  So I had a couple of clarifications for (2).  And so the first thing you mentioned is it exposes the system to risks that are inconsistent with Hydro One's safety and reliability commitments.

So in your answer here, are there specific commitments that you had in mind or is this just sort o a general commitment to operate a safe and reliable system?

MR. JESUS:  It is associated with operating a safe, reliable system in managing the operational risks that we have on the system, the work that we have identified, not only for system renewal, addressing the core condition assets --


[Reporter appeals.]


MR. JESUS:  It's Bruno Jesus.  Okay.  So where was I?  So effectively it balances -- we have a number of asset and system needs.  We have customer needs as identified through the engagement process, and it is a balance of costs as well.

So all three things -- we have put forward a plan that addresses all of these needs in a balanced manner.  So to defer it would be inconsistent with the work that we have scheduled, consistent with customer outcomes and consistent with the asset system needs.

MR. POLLOCK:  Okay.  So just to be clear, there's not -- when you are saying there are commitments, there is not -- you know, for instance, on March of 2020 you made a commitment to the OEB that said -- you're not thinking of a very specific commitment.  You are thinking more broadly than that?

MR. JESUS:  I am thinking more broadly than that, but I am also thinking about the customer demands that have been coming through from a load growth as well.  So it is system access, system renewal, as well as all of the system service requirements that have been put forward.  So they are commitments that we need to follow through on as consistent with what we filed in our pre-filed evidence.

MR. POLLOCK:  Okay.  Okay, thank you.  So I wanted to know -- I guess I will take a step back.  So as I understood your pre-filed application -- I am going to take an example.  So conductors, for instance.  You weren't proposing to fix 100 percent of the conductors that were in poor condition.  Correct?  It was a subset of that that you were --


MR. JESUS:  That's correct.

MR.  POLLOCK:  Okay.  So what --


MR. JESUS:  It was a subset of the poor condition conductors that were identified.

MR. POLLOCK:  So what is it about this level of investment in particular such that if you were to lower it it would be inconsistent with your commitments to safety and reliability, but that that level of investment as opposed to a higher level investment would not be inconsistent?  Like, what analysis does Hydro One do to determine where that point is?

MR. JESUS:  I think you need to look at it from a balanced approach.  As I indicated, there are a number of operational needs, asset system needs, customer needs and preferences, and then obviously customer engagement.

The plan that we put forward was built on those -- addressing those needs, as well as fulfilling the customer engagement -- customer engagement expectations that we collected during the pre-filed evidence.

And the plan is a balance that considers all of these factors put together.  We stand by the commitments.  We stand by the plan.  And to defer the work ultimately we need to get that work done.  Pushing it out to the next rate application just means more work would need to be done during the next rate application.

MR. POLLOCK:  Understood.  Thank you, Mr. Jesus.  I guess my question was a little bit more in terms of the mechanics of it.  So I know there is a great deal of evidence in the pre-filed application about the way that you sort of evaluate and ran various investments based on the risks they're mitigating.  And I guess I just wondered if you could take me or plug in this analysis as to, you know, what is consistent with and what is not consistent with the reliability and safety commitments into that asset planning process.  Like, when does it take place?  Who does it?  If you could just guide me through that, that would be helpful.

MR. JACKSON:  So with regards to our asset planning process, which is documented in SPF section 1.7, it includes sort of the end-to-end process from the development of candidate investments that are put forward for consideration to the prioritization, and then ultimately the finalization of our investment plan.

I think it is important to note particularly as it relates, I believe it is to line 15 and 16, as part of a comprehensive two-phase customer engagement process, we did go to our customers for feedback as it relates to key outcomes.  Customers were supportive of a variety of different outcomes; for example, addressing poor condition infrastructure to maintain liability, targeted reliability improvements, and whatnot.

So ultimately the feedback from that two-phase customer engagement process has informed our ultimate investment plan, and we are putting forward an approach to try to lever on those outcomes.

MR. POLLOCK:  Okay, thank you.  Maybe I will come back to my question, just because you mentioned the customer engagement.

Did Hydro One do any customer engagement exercises sort of, I guess, after the advent or realization of the surge in inflation?  And by that I don't just mean did you go to a polling company or do anything formal like that, but did Hydro One go to its customers through its normal customer relationship points of contact and do any sort of sounding about, you know, whether inflation may have changed their views?

MR. JACKSON:  If we could bring up Anwaatin 7, please.

So within the response to the interrogatory that is now up here on the screen, we do note that we did not do a separate set of engagement.

However, we do stand by the comprehensive engagement that we took -- that took part in support of the original filing and it is our belief that the outcomes that customers did support, particularly within the sort of cost parameters that have been put forward as part of the, you know, update application are still consistent with those that were supported by customers earlier on.

MR. POLLOCK:  I guess just a points of clarification since I didn't set it out.  With respect to these answers, are they equally applicable between transmission and distribution?

MR. JACKSON:  Yes, they are.

MR. POLLOCK:  So can I take it then if we -- if we go back to CME 22, I just want to re-centre us back there.

Maybe, Mr. Jesus, one of your previous questions touched on this, but I understand there is a bucket or a category of investments that are required by regulation to be done.

But is it true then that the rest of the investments that are proposed have an impact on, or if they're not done, would have a negative impact on either safety or reliability?  Or are there other investments that would not have that impact?

MR. JESUS:  So the investments that we put forward address a number of operational risks, notwithstanding the mandated system access system service.  But it is also to address safety, reliability, environmental risks, as I indicated.

And these are prioritized via the planning process that Alex put forward, and there would be an impact. Obviously, most of the assets that are in the poor condition category have a higher likelihood of failure and those are the assets we're focussing in on.

So the plan that we have put before you would have a consequence from a -- from those operational risks, i.e. safety, environment and reliability, as well as the mandated work, regulatory work, NPCC work, customer demand, customer needs and preferences.  Those are all part of the plan.

MR. POLLOCK:  Understood.  So is it fair to characterize then Hydro One's position is there is no fat to trim, essentially?  There is no parts of the plan that could be cut back without risks or impacts that are unacceptable?

MR. JESUS:  I would agree with that characterization.  There is no fat to the plan.

MR. POLLOCK:  Okay.  Understood.  In terms of the final part of the puzzle from your answer, you basically stated that, you know, if we were to defer work, we would have to do that work in a future plan.

And I guess I just wanted you to confirm whether or not it would be the case that that's true for all levels of work.  To the extent you don't do them now and they're needed for the system, you would need to do them later.  There is nothing special about the work in that regard that you are planning to do for this application, right?  Or is there?

MR. JESUS:  Can you characterize -- can you define what "special" means?

MR. POLLOCK:  I guess my question is -- part of your answer was, you know, if we decided not to do the work as part of this plan, we would have to do it as part of a future plan and that is one of the reasons that you gave for keeping your plan consistent despite inflation, as I understood it.  Right?

MR. JESUS:  The work that we put forward is required.  It addresses a number of needs as I indicated and so, therefore, we are -- we are staying consistent with the plan that we have put forward that balances, as I indicated, the asset system needs, customer needs, as well as cost.

So the plan before the Board strikes a reasonable balance and is work that is absolutely mandated, absolutely required during this next rate application.

MR. POLLOCK:  Thank you, Mr. Jesus, but I don't think that was quite my question.  You asked me to define "special", and I guess my answer would be, it is true for all of the work that Hydro One would need to do that if you didn't do it now, you would need to do it in a rate application in the future.  Right?

There is no category of work which, if you didn't do now, you could just not do forever.

MR. JESUS:  There is no category of work that basically can be deferred forever, if that is what you are asking.

MR. POLLOCK:  Okay.

MR. JESUS:  This work must be done.

MR. POLLOCK:  Okay, thank you.  Those are my questions.

MR. SIDLOFSKY:  Thanks very much.  We will move on to Mark Rubenstein, Schools.
Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  All right.  Can someone see me?  All right.

Panel, I have a number of areas I would like to walk you through and seek clarification.  But first maybe we will start on CME 22 on a follow up to some of the questions Mr. Pollock was asking.

And this relates to your response to part C.  In the original question, you were asked if you considered other options and then you provided these options on the page in part (c).

I just want to understand the option to defer work to the next rate period.  As I understand from the response we have just gone over, you decided not to undertake that option and the preferable option was option number one.

I just want to understand what type of analysis you undertook with respect to option 2.

MR. JACKSON:  As it largely relates to option 2, we did --

With respect to option number two that's been put forward in CME 22, we did consider a number of different factors.  We considered both the potential -- I guess I will call it the gap as it relates to the various different inflation assumptions that informed both our pre-filed evidence as well as the latest, I will say, indications of inflation that we had in hand in the January/February time period.

We also had a look at the feedback we had received during the second phase of customer engagement.  Ultimately through that process, we did put forward a number of different investment categories that did relate to different pacing that customers provided their feedback on.

We felt, when we had a look at the gap as well as potential areas that could be impacted if we were to defer work, it will ultimately be inconsistent with the feedback we received from our customers that ultimately informed our final plan which, from our vantage point, is responsive to the needs and preferences that have been identified by our customers.

MR. RUBENSTEIN:  So with respect to the -- let's just say the delta between the revenue requirement in the original application and your seeking approval for in the updated application as it relates to the impact of inflation, what exactly did you look at when you said, well, we cannot absorb this, the inflation impact?  Did you rerun the -- did you look at which programs you would have to remove?  Really practically speaking, what was done?

MR. JACKSON:  Sorry.  One moment.  I am just going to bring up part of the pre -- or the updated application.  One moment, please.

If we could turn up Exhibit O, tab 1, schedule 2, page 11 of 42, please.  

And just as it is coming up I will start the recap of the analysis that we went through.

So we did have a consideration of our, I will call it discretionary, and within that category it is ultimately work that is not directly mandated by, you know, government legislation, regulations, third party, things along those lines, and ultimately we did have some degree of discretion over the timing of it.

When we had a look at the work that would fall into those categories -- which is outlined on page 11 there, including station refurbishments, conductor replacements, station renewal, as well as grid modernization -- we had a look at, you know, ultimately the work that we do have some flexibility as it relates to the timing.

That type of work -- not necessarily specific projects, but more just the general outcomes of this work would deliver on -- would be the non-mandatory work.

Ultimately when we had a look at the types of investments that fall into those categories there was a very direct overlap as it related to the feedback that customers opined on during phase 2 of customer engagement, and ultimately when we sort of have a look at the two elements and the overlap within them we did come to the conclusion that any sort of deferral [audio dropout]

[Reporter appeals.]


MR. BERARDI:  This is Rob Berardi.  I think Mr. Jackson is having some technical issues right now.

MR. JACKSON:  I'm sorry, could you please repeat the [audio dropout]

MR. KEIZER:  I think just the last part of your response, Mr. Jackson, that we didn't hear because you were distorted with respect to that last part.

MR. RUBENSTEIN:  Well, maybe I'll just ask further questions, then.  Your response is a little -- not exactly what I was asking.  I am asking really on a real practical level, when you said you looked at it, it is unclear what that means.  Does that mean -- and I don't mean this in a derogatory sense at all -- you all sat around and the planning team sat around in the room and sort of generally discussed what the impacts are?  Did you rerun the risk, your risk-based prioritization if you lowered the budget to take a look at which projects would essentially -- which non-discretionary projects would have to be deferred?  That is what I am asking.

MR. JACKSON:  So I believe I caught at least the last part of that.  Apologies if I leave out something that may have been mentioned a little earlier.  I am having a few audio issues.  We did look at our prioritization criteria and looking at the work that would fall off or fall below the line.

Ultimately based on those types of projects we looked at the outcome that those projects would achieve and then ultimately the consistency with the feedback we received that has underpinned the basis of the plan that's been put forward.

MR. RUBENSTEIN:  Okay.  Can you please provide the list of projects that would fall off if you -- there was no change in the proposal based on the impacts of inflation?

MR. JACKSON:  I think it is important to note as it relates to this question that ultimately the assessment is based on a point in time.  In order to actually operationalize such a scenario, we would have to look at updated contextual information that we have in terms of projects that have matured during their project life cycle, reach a point of execution, you know, customer commitments that may have emerged since the original application was put forward.  And so, you know, such an analysis would have to have such qualifiers associated with it.

MR. RUBENSTEIN:  Okay.  But I am actually just looking for the analysis you looked at when you made the decision.  I am not asking you to redo anything, do something new, essentially.  I am asking what you looked at to come to your conclusion that you need to or you thought it was [audio dropout]

MR. KEIZER:  Can I confirm, did Mr. Jackson hear the question?  Are there still audio or technical issues that he is having?

MS. BURKE:  One second, please.

[Technical interruption]


MR. JACKSON:  My audio issues are continuing.  I will at the break do a disconnect/reconnect.  But with regards to the question and the additional [audio dropout]

MS. BURKE:  So we will undertake to provide that.  I think we will give Mr. Jackson two minutes to do a restart.

MR. SIDLOFSKY:  We will make that JTU1.6. 
UNDERTAKING NO. JTU1.06(1):  (A) TO PROVIDE THE LIST OF PROJECTS THAT WOULD FALL OFF IF THERE WAS NO CHANGE IN THE PROPOSAL BASED ON THE IMPACTS OF INFLATION; (B) TO PROVIDE THE MATERIAL HYDRO ONE LOOKED AT WHEN MAKING ITS DETERMINATION THAT THE DEFERRED APPROACH WOULD BE TO MAINTAIN THE CAPITAL PROGRAM AND DEFER THE AMOUNTS TO 2028, AS OPPOSED TO ANY OTHER OPTION.

MR. SIDLOFSKY:  And let's go off the record for a few minutes and, Kathleen, you can let us know when you are ready to come back on.

MS. BURKE:  Thank you, Jamie.

[Off-the-record discussion.]

MR. SIDLOFSKY:  Mr. Rubenstein, if you can continue.

MR. RUBENSTEIN:  Sorry.  I believe Hydro One agreed to provide the undertaking.  I just want to clarify what the undertaking is.

Essentially I am looking for the material that Hydro One looked at when making its determination that the deferred approach would be to maintain the capital program and defer the amounts to 2018 as opposed to any other option.  Is that understood?

MR. KEIZER:  I think, subject to any qualifications that Mr. Jackson may have or the panel may have, I think that is understood.  We will have to go back and look at exactly what is available and how we provide it.

MR. RUBENSTEIN:  That's fine.

MR. SIDLOFSKY:  Sorry to interrupt.  Go ahead.

MR. RUBENSTEIN:  No.  You, please.

MR SIDLOFSKY:  As I said, that will be undertaking JTU1.6.
UNDERTAKING NO. JTU1.06(2):  TO PROVIDE THE MATERIAL HYDRO ONE LOOKED AT WHEN MAKING ITS DETERMINATION THAT THE DEFERRED APPROACH WOULD BE TO MAINTAIN THE CAPITAL PROGRAM AND DEFER THE AMOUNTS TO 2028, AS OPPOSED TO ANY OTHER OPTION.


MR. RUBENSTEIN:  All right.  Can you go to 0-SEC-242, attachment 1?

If we can go down to page 2, as I understand it, this is part of a presentation you provided to your board of directors.

Then in the last bullet point, it says -- sorry, for context, this is with respect to the inflation impact.

The last bullet point says:  
"Given our commitment to putting customers first, we worked with the board election readiness advisory group to consider a number of mitigating options."


Do you see that?

MR. JESUS:  Yes, we do.

MR. RUBENSTEIN:  Were there any other mitigating options that the board considered or is referred to here, as opposed to what you provided in response to CME 22?

MR. JESUS:  There were no other options.

MR. RUBENSTEIN:  Okay, thank you very much.

Can I ask you to turn to Staff 367, that is 0-Staff-367.  So in this interrogatory, you were asked by Staff about essentially the impact on the 2022 work plan as it relates to the impact of inflation.

And in your response, you say:  
"Hydro One plans to manage its capital and service additions in 2022 to remain within the total envelopes set out in its as-filed evidence for both transmission and distribution, as necessary will leverage its internal redirection and reprioritization process to accomplish this.  Accordingly, Hydro One expects that the opening rate base for 2023 remains appropriate.  However, Hydro One is experiencing external pressures from a variety of factors, including factors that are both demand and inflation related to.  To the extent that these pressures prevent Hydro One from remaining within the as-filed 2022 envelopes for transmission and distribution, adjustments will be made for the capital and service additions for the 2023-2027 period."


I just want to make sure I understand.  I was a bit surprised by the response.

Putting aside what the change to the request is in terms of dollars, considering it is already the end of May, five months into the year, and with your own evidence on the inflationary impacts, it would seem that to remain on budget, you will have to or already have made changes to the work plan in 2022.  Correct?

MR. JESUS:  We continue to deliver to the 2022 plan.  As the interrogatory explains, we are experiencing significant pressures, as witnessed this previous storm, of which we still are doing the accounting for that.  We will not have those numbers, but suffice it to say we are experiencing tremendous pressures associated with system access, trouble calls, again based on this storm.

So we are still working the plan, to answer your question.

MR. RUBENSTEIN:  Putting aside the storm of last week, even when you filed this interrogatory and you filed the updated evidence, I just don't understand since the evidence -- the whole point of the inflation update was you are experiencing this significant inflation in 2022.  I think you are forecasting based on the Scotia report 4.5 percent or 6.3 in the March plan.

Thus all things being equal, either your work plan will cost more money, or you are going to do less.

I am just kind of unclear as to how five months into the year, you don't know the answer to that.

MR. JESUS:  Bottom line is we continue to work the 2022 envelopes that we have currently filed with the Board, and we are experiencing higher volumes of work that are causing tremendous pressures from a capital demand perspective on both transmission and distribution.

MR. RUBENSTEIN:  And ultimately, what will you do based on that as well as the inflation?  Will you remain at your 2022 envelope, or do less work so-to-speak?

MR. JESUS:  So as per the last sentence, to the extent that the pressures prevent us from remaining within the as-filed 2022 DRO envelopes for transmission and distribution, we will offset these during the JRAP period for both capital and in-service additions.

MR. RUBENSTEIN:  Sorry, does that mean in 2022 you will spend more money?  Or does it mean you will do less work?

MR. JESUS:  It means to the extent that we spend more money to accomplish the mandated work, we will offset that during the JRAP period.

MR. RUBENSTEIN:  I have a couple of questions that all relate to the distribution station refurbishment program work, and they all relate to some interrogatories.

And I am trying to reconcile some numbers, so bear with me as I take you to a number of interrogatory responses and see if you can help me.

The first relates to AMPCO 132.  So O-AMPCO-132, in which you provide an update to B2-AMPCO-87.

So maybe if we can move down to the attachment.  Scroll down.  Scroll down to page -- let's go to page 11.  And you were asked -- just for context, you were asked -- this relates to part D of the interrogatory where you were asked to provide appendix A plan for years 2018 to 2022 and include additional columns as part A.

And what you did -- and in the updated interrogatory response you changed the 2021 amount to $12.37 million.  And there are six stations listed there.  Yet in the original AMPCO 87 there were 22 stations listed, and $21.27 million that you planned to work on.

And I didn't understand why.  Considering this was -- relates to planned work, what was this update related to and what happened?

MR. JESUS:  Yeah, I don't know the answer to that.  We will take an undertaking to reconcile those numbers.

MR. RUBENSTEIN:  Thank you very much.  I guess, and then sort of a follow-up question as it relates to planned.  The question asks about planned, and I guess my question to you is, when you interpreted this interrogatory, both now and I guess the first time, what did "planned" -- what did you mean -- what did you think "planned" meant?  Did "planned" meant the DRO, did "planned" meant, you know, planned at the time and essentially the forecasts?

MR. KEIZER:  Can we go back to where the question 
is --


MR. RUBENSTEIN:  Sure.

MR. KEIZER:  -- Mr. Rubenstein, just so we can see the right context?

MR. RUBENSTEIN:  Sure.

MR. SIDLOFSKY:  While the panel is looking at that, Mr. Rubenstein, did you want an undertaking number for what you just asked, or are you still sort of building up the content of the undertaking you are looking for?

MR. RUBENSTEIN:  Let's just hold one minute, as we may just add to it --


MR. SIDLOFSKY:  Sure.

MR. RUBENSTEIN:  -- in the context of the same one --


MR. SIDLOFSKY:  Okay.

MR. KEIZER:  Sorry, which question are you directing it to, Mr. Rubenstein?

MR. RUBENSTEIN:  Yeah, so the part D says:

"Please provide appendix A and planned for -- sorry, please provide appendix A planned for years 2018 to 2022 and include the additional columns in part A."

As I noticed the change, I wanted to understand, actually, when you responded to this interrogatory, what did you consider "planned" to mean?  For example, the DRO announced -- you know, and projects at DRO time in the last case, or is it when you were forecasting the application?

MR. KEIZER:  Why don't we just add that to the undertaking.  [Audio dropout] the witnesses necessarily answered this are on that panel, so...

MR. RUBENSTEIN:  That's fine.

MR. SIDLOFSKY:  So let's make that JTU1.7. 
UNDERTAKING NO. JTU1.07:  (A) RE O-AMPCO-132, ATTACHMENT 1, PAGE 11, TO RECONCILE THE NUMBERS SHOWN; (B) TO CONFIRM THE MEANING OF "PLANNED" AS REFERRED TO IN PART B D ATTACHMENT 1, PAGE 11.

MR. RUBENSTEIN:  Okay.  And now if we can go to part C.  So if you go to page 13.  And as I understand this part of the interrogatory, it essentially asks for the actuals on a similar basis to part B.

And where I got a bit confused here is, so for the 2021 actuals it says 8.09 million.  Do you see that?

MR. JESUS:  Sorry, I don't.  Mark -- Mr. Rubenstein, can you identify exactly what you are looking at here?

MR. RUBENSTEIN:  Yes.  If you look at the farthest column to the right, and for the 2021 numbers you see 0.89 -- 8.09 million dollars, which, as I understand it, is the cost of the projects that are listed for 2021.

MR. JESUS:  Page 13?  Sorry, you said 8.09?  Or 8.69?  Which one are you referring to?

MR. RUBENSTEIN:  8.09.

MR. JESUS:  Okay.  Okay.  I see it, yes.

MR. RUBENSTEIN:  Okay.  Now, when I go and look at the 2021 actuals in a couple of places, but first let's go 
to -- in the updated evidence at O-2-1, attachment 8.  And this is -- and this is essentially updated information related to -- this is the 288 spreadsheet with updated for 2021 actuals.

The numbers in SRO 4 for 2021 are different.  You will see an $11.7 million.  I couldn't understand why those two numbers would be different.  In fact, they're different for all of the other actuals that are contained in the updated version of AMPCO 87 and the 2AA for this program.  I couldn't reconcile why that would be the case.

MR. KEIZER:  So are you asking us to go to find the reconciliation between the 8.09 number that you identified in AMPCO 87 and the number it relates to in 2AA?  Is 
that --


MR. RUBENSTEIN:  Yes, yes, and I would ask you to do the reconciliation for the previous years, because as I investigated, looked at -- the same issue arises for all of the other years [audio dropout].


MR. JESUS:  In the earlier years?

MR. RUBENSTEIN:  Yes.

MR. JESUS:  That's fine.

MR. SIDLOFSKY:  We will make that JTU1.8. 
UNDERTAKING NO. JTU1.08:  TO FIND THE RECONCILIATION BETWEEN THE 8.09 NUMBER IDENTIFIED IN AMPCO 87 AND THE NUMBER IT RELATES TO IN 2AA, AND TO DO THE RECONCILIATION FOR THE PREVIOUS YEARS.

MR. RUBENSTEIN:  All right.  Maybe now we can go to O-SEC-264, attachment 1.  This is the distribution capital performance report for 2021 that you filed.  If we can go to page 7.  And if we look at SRO 6, which as I understand was the ISD in the last case for distribution station refurbishments -- do you see that line?

MR. NG:  This is Dr. Chong Kiat Ng from Hydro One speaking.  Yes, Mr. Rubenstein, I see the line.

MR. RUBENSTEIN:  Now, I can't match the 2021 capex numbers, actual capex numbers, actual ISA numbers, or unit numbers with either what was provided in the updated Appendix 2AA or what was provided in the updated AMPCO 87(b) for 2021, and then as I look back at previous years I couldn't find the same -- I couldn't -- they didn't match either, and I don't under -- I was wondering if you can reconcile that.

MR. NG:  So the R50, we consult this line item here SRO 6 on this page with Appendix AA.

MR. RUBENSTEIN:  As well as -- because that is dollars, but also, from our last undertaking, it was different dollars, but also unit numbers that are provided in AMPCO 87, the updated AMPCO 87(b).

MR. NG:  I have to take it away.  I can't do it verbally right now.

MR. RUBENSTEIN:  No.  I wasn't expecting you to.  And I would ask you to do then the similar thing with respect to the previous years, because when I started looking at this I went back and looked at the similar capital program reports included in the evidence for 2019 and 2020, and I couldn't match those either.

MR. KEIZER:  Sorry, Mark, maybe we have lost you a bit.  This table that is in front of us, we were talking about AMPCO 87 and 2AA, and what we talked about the earlier undertaking, JTU1.8, and now you have gone to this table, so -- and then you were also talking about AMPCO 87.  So how does this table relate to what you are asking for in terms of tying this together?  So I am just clear on what the question actually is.

MR. RUBENSTEIN:  So back to our previous undertaking, it was to reconcile the dollars, essentially, from AMPCO 87 actuals as well as the 2AA tables.

MR. KEIZER:  Okay.

MR. RUBENSTEIN:  Those do not match.  Then another set of things that don't match is the capital program report included for 2021, as well as the previous ones included in the evidence.

For SRO 6, which is the same program, different number in this application.  The dollars don't match, either the 2AA, the updated 2AA or the updated AMPCO 87, as well as the unit numbers don't match here as what is provided in the AMPCO 87.

MR. KEIZER:  Okay.  So a general reconciliation between -- I think we understand.

MR. RUBENSTEIN:  Okay.

MR. DAVIES:  So is that JTU1.9, that undertaking?

MR. RUBENSTEIN:  Yes, it is.
UNDERTAKING NO. JTU1.09:  TO RECONCILE THE NUMBERS IN THE CAPITAL PROGRAM REPORT INCLUDED FOR 2021, AS WELL AS THE PREVIOUS ONES INCLUDED IN THE EVIDENCE.


MR. RUBENSTEIN:  Can I ask you to go to O-AMPCO-138.  You were asked in this table to provide the number of station transformers you are undertaking by ISD, and you refused to provide the response.  So I am going to ask you to provide the response, but just to give -- at least from my perspective, to give you some context here.

First, as we walked around the reconciliation and I was talking about station numbers, but the same thing is with respect to transformer numbers in those interrogatories, it is very unclear actually, on the same basis over time, how much work is actually being done.

In addition, obviously there was a significant variation in 2021 and you are now seeking to change the dollars in 2023-2027.

So I think it behoves us to get on the record how many station transformers are you doing, you're planning to do per year and you have done historically by SEC, so we can get the right information on the record.

MR. KEIZER:  How does this relate to 2021?  Because really, based on Procedural Order No. 5, as we indicated here, related to the updated itself and not going back and dealing with questions that you otherwise could have dealt with in --


MR. RUBENSTEIN:  There is a couple of things.  As I mentioned when we were doing the last couple of undertakings, there is inconsistency throughout the evidence and it is really highlighted by some of the updates you provided.

Second, in 2021 itself, there is a variation in terms of the units that you said you would do and you did.

As well, you are seeking in this application -- for 2023-2027, you are seeking to update the costs for this entire program, right, there is the inflationary aspect.  So I think it behooves us to get simple -- this is not complex information, to get the amount of transformers you are doing and the various programs on the record.

MR. KEIZER:  With respect to the 2023-2027, that is -- you know, that is the update that Hydro One has done through the proration factor.  So it is not related to any change in units or, you know -- so I don't think it is a justification to go back and redo what could have been asked previously.

So I think we can do it for 2021, and we will indicate in the undertaking as to any reasons why we aren't doing any other periods.

MR. RUBENSTEIN:  Well, I will just say with respect to 2023-2027, you are changing the costs of the program.  So that adds a little more scrutiny to the work program especially as it relates -- we've been talking about SRO 4.

In addition, as I just talked about with respect to the update to AMPCO 87 and I talked about units, but it also includes transformers, there is now inconsistency going through -- if you take a look at the historic programs in the capital performance reports on the evidence, those numbers don't line up.  So I think it behooves us to get the right numbers on the record.  I don't think this is some onerous, you know, interrogatory.

MR. KEIZER:  We will look to see the extent there is inconsistencies and deal with that if there's evidentiary concern with respect to it.  But if we can otherwise reconcile it, but we do want to go back and avoid reploughing  areas that could have been asked before as part of the previous inquiry.

So I think what we can do in the undertaking is obviously deal with 2021 and to the extent that there is some kind of error or problem, clarifying previous amounts, we will do so.  But otherwise, we will stick within the confines of Procedural Order 5.

MR. RUBENSTEIN:  Well, I would ask you to fill out the table with respect to SRO 4.  All right.

MR. KEIZER:  Mark, I missed that last part.  Can you repeat that again?

MR. RUBENSTEIN:  At least with respect to SRO 4 the full table, so that we have previously SRO 6 -- so we know for this ISD program how many transformers you are doing historically and doing in the future.  Honestly I think it is better we deal with this now than in the middle of the hearing where, you know, having to do undertakings or stuff like that, I don't think that is helpful to the panel.  All right.

MR. DAVIES:  So is that JTU1.10?

MR. KEIZER:  I believe it is in accordance with the parameters I set out.
UNDERTAKING NO. JTU1.10:  TO COMPLETE THE TABLE IN I-03-O-AMPCO-138 WITH RESPECT TO ISD D-SR-04 FOR 2021, AND TO INDICATE IN THE UNDERTAKING AS TO ANY REASONS WHY WE ARE HYDRO ONE IS NOT DOING ANY OTHER PERIODS.  TO EXPLAIN IF THERE ARE ANY ERRORS OR INCONSISTENCIES REQUIRED TO CLARIFY PREVIOUS AMOUNTS.

MR. RUBENSTEIN:  Can I ask you to turn to --


MR. KEIZER:  Sorry, for the record, it is Charles Keizer speaking, just so the court reporter has that.  Sorry.  Just to make sure everyone knows who the "I" is.

MR. RUBENSTEIN:  Can I ask you to turn to -- I have a similar set of questions with respect to SR11, that the numbers don't match up.

I am just going to point you to the issues and they really fall out in response to O-SEC-264.  This is attachment 1; this is the report we just went through.  This is with respect to distribution line sustainment initiative.

If we can go to page -- it is page 11.  Sorry.  It is not page 11.  Go up.  Sorry, go up to the table.  One more table.

So you have provided the 2021 capital performance report with respect to SR 12, which is distribution line sustainment initiative using the ISD categorization numbers from the last proceeding.

I cannot match those numbers with the updated 2AA either the capex numbers or the in-service numbers that you updated in-service addition numbers that you provided for SR 11, which is the distribution line sustainment initiative.

I was wondering if -- and I have again the same problem as I go back in time.  I look -- once I noticed this, I went back and looked at the 2020 and 2019 capital performance report in the pre-filed evidence and they did not match the information in either the 2AA or the variant of the 2AA that you provided on in-service addition bases.  I was wondering if you could reconcile that.

MR. NG:  Mr. Rubenstein, you're referring to the SR 12, right?  Not eleven?  SR 12.

MR. RUBENSTEIN:  It is SR 11 as I understand in this proceeding.  That is the -- the answer may be they're slightly different, I don't know.

MR. NG:  So SR 12 distribution lines up with sustainment initiative.

MR. RUBENSTEIN:  Yes.  And my understanding in the current proceeding, there is ISD SR 11, which is distribution line sustainment initiative.  And I cannot match the SR 12, which is the previous proceeding's ISD numbers, with the actuals -- capex or actual in-service addition numbers that are contained in the updated 2AA and the variation of the 2AA, which has been provided for in-service additions.

MR. KEIZER:  Just so I understand, so you are going back to the last ISD comparing that to the updated 2AA table in this proceeding?  So are you talking about in the last distribution proceeding numbers, or --


MR. RUBENSTEIN:  This proceeding.

MR. KEIZER:  You have confused me.

MR. RUBENSTEIN:  No, it's okay.  No problem.  So SR 12 was the program called distribution line sustainment initiative.

MR. KEIZER:  Okay.

MR. RUBENSTEIN:  And SR 12 was the ISD in the last proceeding, and that is how these reports are done, on that basis.

In this proceeding you have a program called SR -- the same program called, as I understand, looked at essentially the same thing, as I read it, called distribution line sustainment.  It is called SR 11 in the ISD numbers in this proceeding, and that is how the 2AA tables and the ISA versions of those tables -- but I cannot match up the numbers.  They're different, between what is --


MR. KEIZER:  Between what's in this and what's in the 2AA related to the SR 11 in the 2AA and the SR 12 in this one, right?

MR. RUBENSTEIN:  Yes.  Yes.

MR. KEIZER:  Okay.  I think we can undertake to find that out for you.

MR. RUBENSTEIN:  Yes.  Just because the same issue then, at least with respect to the 2019 and 2020 program reports, have the same issue.  Okay.

MR. KEIZER:  Sorry, are you asking us to go back and redo the capital performance reports from previous years?  Is that what you are asking?

MR. RUBENSTEIN:  Well, I'm -- the same issue -- there is the same discrepancy.  Once I noticed this one when I was looking at the actuals and you filed this, I went back and I noticed the same type of discrepancy, so presumably the same response, or can explain why there is a difference.

MR. KEIZER:  Yeah.  Well, we will focus on this proceeding.

MR. RUBENSTEIN:  Sorry, this proceeding.  Of course we're talking about this proceeding.

MR. KEIZER:  Yes.

MR. RUBENSTEIN:  What I would ask you to do is to similarly explain the 2019, 2020.

MR. KEIZER:  All right.  We will take it under advisement and consider what we can do.

MR. SIDLOFSKY:  We will make that JTU1.11. 
UNDERTAKING NO. JTU1.11:  TO CONSIDER THE FOLLOWING REQUEST AND TO ADVISE AS TO WHAT CAN BE PROVIDED IN RESPONSE TO IT:  FOR THIS PROCEEDING TO EXPLAIN WHY THERE IS A DIFFERENCE, IF ANY, FOR CAPITAL AND ISA AMOUNTS FOR D-SR-12 AND D-SR-10 IN THE CAPITAL PERFORMANCE REPORTS AND OTHER EVIDENCE IN THIS PROCEEDING.

MR. RUBENSTEIN:  Thank you very much.

Can I ask you to go to AMPCO 142.  In AMPCO 142 you were asked to complete some tables.  I won't get into all of the details of what information you did provide.  I think Ms. Grice will follow up with that.

But ultimately you didn't provide -- you didn't complete the tables as requested, and you cited PO 5, as I understand.  Similarly to my request with respect to the transformers, I would ask you to complete this table.

I think there is significant confusion now, as there are different quantity -- there are different dollars and different tables.  I think it would behoove us to sort of just make sure we have got the right numbers on the table in the right categories.

MR. KEIZER:  I think at most what we would do is undertake to consider whether we would or not and whether we would continue with the same objection or provide something different.

MR. RUBENSTEIN:  Okay.  That's fine.  Much of my same comments on the previous one will apply here.  I won't repeat it any further.

MR. SIDLOFSKY:  And we will make that JTU1.12. 
UNDERTAKING NO. JTU1.12:  IN RESPECT OF THE REQUEST TO COMPLETE THE TABLE IN I-03-O-AMPCO-142, TO FURTHER CONSIDER THE REQUEST AND TO ADVISE IF HYDRO ONE MAINTAINS ITS OBJECTION TO THIS REQUEST OR IF IT IS PREPARED TO PROVIDE SOMETHING DIFFERENT IN RESPONSE.

MR. RUBENSTEIN:  Thank you very much.

Can we now go to SEC 244.  So in this we had asked you to provide a copy of the most recent version of all third-party economic and price forecasts that Hydro One has in its possession or has access to, with the consensus forecast, and you provided a number of them and explained sort of different categories and where in the company they're used.

At the bottom you note that with respect to the IHS Global Insight Economic Forecast April '22, you are still seeking permission.

Just to stop there, does Hydro One have possession on this report?

MR. VETSIS:  Hi, Mr. Rubenstein, it is Stephen Vetsis here from Hydro One.  Just to give you sort of a bit of an update, we have since the filing of this interrogatory heard back from the provider who are comfortable with us providing it on a confidential basis.  So I think our legal team and our regulatory team will be working to find a way to get this on the record on a confidential basis.

MR. RUBENSTEIN:  Okay.  Maybe we should just do this by way of undertaking.  Maybe it is just some -- that is the easiest way.

MR. SIDLOSKY:  I am thinking, and then if you -- you know, if you are going to make a request for confidentiality when you are filing it, you can do that.

So we will make that JTU1.12.  Sorry, 1.13. 
UNDERTAKING NO. JTU1.13:  TO PROVIDE THE IHS GLOBAL INSIGHT ECONOMIC FORECAST, APRIL 2022.

MR. KEIZER:  The undertaking is to provide the IHS Global Insight Economic Forecast, April 2022.  Is that correct?  And we will propose that on a confidential basis.

MS. DeMARCO:  Jamie, this is Lisa.  It is also of interest to us and any rationale for why it needs to be confidential would also be great in that undertaking.

MR. KEIZER:  Yeah.  We have to set that out anyway, so we will, as part of the filing requirements.

MR. RUBENSTEIN:  As you provide the list of reports, what I was struck by that [audio dropout] it is incorrect, I don't see any -- and maybe they don't exist -- any reports or analysis or something that you'd get with respect to forecast commodity prices.

So as a bit of background, the evidence talks about steel, aluminum, copper, having a significant impact, the inflationary impacts having a significant impact on the company's costs, and I don't see any reports that go to that.

Does your supply-chain group or similar groups subscribe to any sort of forecasts and look at those prices?

MR. BERARDI:  Mr. Rubenstein, this is Rob Berardi.  We do have some of those reports that we have from an inflationary cost modelling with respect to supply chain. So we do have some of those reports.

MR. RUBENSTEIN:  Could you provide them?

MR. BERARDI:  Yes, we can.

MR. SIDLOFSKY:  That will be JTU1.14. 
UNDERTAKING NO. JTU1.14:  TO PROVIDE THE REPORTS ON INFLATIONARY COST MODELLING WITH RESPECT TO SUPPLY CHAIN.

MR. RUBENSTEIN:  Thank you.  Can we go to SEC 254.

MR. SIDLOFSKY:  While that is happening, I am wondering, Mr. Rubenstein, what your thoughts are on timing.

MR. RUBENSTEIN:  I will be at least another -- we're picking up pace here, so half an hour.  I apologize.

MR. SIDLOFSKY:  Okay.

MR. RUBENSTEIN:  We had asked you in this interrogatory to break down costs into various categories.  And if we flip over to page 3, with respect to C, D, and E you say:

"Hydro One does not separate its non-labour contract costs by pricing structure; i.e., variable or fixed price.  Contracts are fixed at the time of signing and contain predetermined price adjustment mechanisms to allow Hydro One to mitigate short-term commodity fluctuations.  These long-term contracts differ by each category/supplier.  However, each contract contains..."

And then you provide some explanation.

Do I take it, then, that you do not have any -- so it's non-labour costs -- you do not have any contracts that are what I would call sort of -- we would normally consider fixed-price?

MR. BERARDI:  It's Rob Berardi from Hydro One.  We do have fixed-price contracts at the point that they are awarded.  And that is the clarification we tried to provide in this interrogatory, is within those contracts we do have adjustment clauses, and that's why it's difficult to say that these are fixed-price contracts, because they're fixed-price at that point of award.

MR. RUBENSTEIN:  Well, so let me just -- do you have contracts that you would have entered into before inflation got -- started to get high?  That would be fixed in the sense of, they do not include price adjustment clauses that are based on external things, such as, you know, price of a commodity or such.  They're just either -- they were agreed upon in advance.  They would increase by one, two, three percent a year or were just straight the price was fixed?  I assume you have some of those contracts.

MR. BERARDI:  The answer is, yes, we had in the past contracts that were fixed price.

But pre, you know, global supply chain issues, all of our contracts going forward do have inflationary protections such as, you know, with commodities and with shipping and other transportation as well.

MR. RUBENSTEIN:  With respect to the category of contracts I was talking about, do you have -- do you have a sense -- let's leave it as a sense, a ballpark estimate of what percentage of those contracts would have been -- that are in place now and will remain in place, let's say to the end of 2022 or 2023?

MR. BERARDI:  Mr. Rubenstein, I'd say with our current contracts that are in place for 2022 and 2023, previously they may have been fixed price contracts, for instance under engineer procured construct.  Going forward, they are not fixed price, in that they do have some inflationary adjustments within those contracts.

MR. RUBENSTEIN:  Does that mean you have amended the contract?  Or are you talking about new contracts of that type?

MR. BERARDI:  I'd say both.  In some cases, we have had to amend contracts and new contracts do have those adjustment clauses.

MR. RUBENSTEIN:  With respect to the first category there, there's been no amendments and we're talking about an existence of set of contracts that were entered into before the inflationary environment we're in now that essentially locked prices in, or price escalations were predetermined before, you know, where there were no price escalations.

Do you have a sense of what percentage of the contracts or value of the contracts you essentially locked in?

MR. BERARDI:  I do not have that sense, or that estimate.

MR. RUBENSTEIN:  Is that something -- I am not asking for some detailed analysis.  I am wondering if I asked you for an undertaking to provide a better sense -- I mean, I am trying to get an order of magnitude.  Are we talking very small?  Is it sizeable?  I am really trying to get a sense of what has been locked in.

MR. BERARDI:  We can provide that estimate by way of an undertaking.

MR. RUBENSTEIN:  Okay.

MR. KEIZER:  Sorry, can I just be clear.  The time period, are you talking about what was pre-inflationary times, or are locked in during the current inflationary  times?

MR. RUBENSTEIN:  I am talking about pre-inflationary times.  Essentially contracts where Hydro One gets the benefit of potentially locking things in before the inflation came in.

MR. KEIZER:  I see.  I guess clarity as to whether those things continue to exist or not?

MR. RUBENSTEIN:  Yes.  And I guess also to the extent of how long we're locking in.  I am not asking for specific numbers in the sense that I don't know if that is really feasible for you to do.  I am trying to get a sense here of what we're talking about.

MR. KEIZER:  So a sense of magnitude of contracts that were under some kind of fixed price or fixed escalator at the time prior to the inflationary increases?

MR. RUBENSTEIN:  Yes.  I won't stop you from putting in numbers where you can, but I recognize they may not be available or be easy to do.

MR. SIDLOFSKY:  We will make that JTU1.15.
UNDERTAKING NO. JTU1.15:  TO PROVIDE A SENSE OF MAGNITUDE OF CONTRACTS UNDER FIXED PRICE OR FIXED ESCALATOR, AT THE TIME PRIOR TO INFLATIONARY INCREASES, WITH NUMBERS AS AVAILABLE OR EASY TO PROVIDE.


MR. RUBENSTEIN:  And I would agree -- would one type of contract be EPC contracts -- let me back up.  As I understand for some of the large transmission projects that Hydro One does, it contracts out that work by way of an EPC contract?

MR. BERARDI:  Yes, that's correct.  We do have multiple execution models and one of the execution models is to contract out some of that work, utilizing our engineering/procure/construct vendors.

MR. RUBENSTEIN:  And would those contracts generally be fixed price?

MR. BERARDI:  Mr. Rubenstein, I will reiterate and hopefully this provides a little bit of clarity.  They are fixed price at that point in time.

However, our new contracts do have some of those adjustments that we've talked about.  And to the extent that we're table to provide some of those previous contracts pre inflation that were fixed price, we will do that via that previous undertaking.

MR. RUBENSTEIN:  No, I understand.  I am just having a discussion with you.  I recognize you will have some contracts for transmission work that you procured by way of a fixed price EPC contract, and that the project takes multiple years to complete.  Correct?

MR. BERARDI:  That's correct.

MR. RUBENSTEIN:  Can I ask you to turn to SEC 50.

MS. LEE:  Mr. Rubenstein, would you mind repeating the cite, SEC?

MR. RUBENSTEIN:  Sorry, 250.  I apologize.

MS. LEE:  250.  Thank you.

MR. RUBENSTEIN:  So you -- we had asked you in this interrogatory to provide for Hydro One's five most significant material contracts in terms of monetary value, and to provide specific details providing the price adjustment clauses in those contracts.

And you have provided -- you provided an alignment with the top categories of spend provided in SEC 251, you provided the top five material contracts in each of these categories.

And you provide a contract description, the contract price adjustment timing and the price adjustment formula index input.

When I read this, the problem is I don't really know what the price adjustment formula is, what is actually being adjusted when you say "copper" -- I guess I was asking for a step beyond that for each of these things to actually explain what is being adjusted, what is the indices that it may be adjusted against, who is making that decision.

The attempt to ask the question was not for you to provide the contracts and price adjustments, but to provide a description.

I was wondering if could by way of undertaking essentially explain the price adjustments in each, for each of the -- explain the adjustments for each of the price adjustment formula and index inputs.

MR. BERARDI:  Mr. Rubenstein, it's Rob Berardi again.  Just to clarify, is this for 2021 and 2022?

MR. RUBENSTEIN:  Well, I guess what -- I mean the question asked for the top five contracts you have, essentially your biggest five contracts.  So I don't --presumably, those are the ones in force now.

I mean, what did you answer with for this here?

MR. BERARDI:  I guess the sensitivity is if we provide, you know, level of contract details, if you are looking for very specific contracts, it would have to be done on a confidential basis.

But if you are looking at generally how these adjustments take place within a category or subcategory, that is maybe a different -- a different perspective.

MR. RUBENSTEIN:  Well, I guess I would like to know on the contracts.  I mean, these are some of your largest contracts and I would like to know how they are being adjusted.

MR. BERARDI:  And we would have to do that on a confidential basis.

MR. KEIZER:  Is it the mechanics that you have are looking for, Mr. Rubenstein?  Just the mechanics of how the adjustment occurs, is that correct?

MR. RUBENSTEIN:  What do you mean by mechanics?  What are you scoping in or out?

MR. KEIZER:  I guess I am trying to get a feel for where we don't have to get into a lot of further confidential filing, but if there is a way -- I guess I am trying to get to what you are seeking.  Are you trying to understand, okay, we have these five contracts.  We have these price adjustment clauses that are tied to these commodities. 

I think what you are trying to understand is, okay, what are the mechanics of, that actually happens.  What escalator factor do you use and whatever else.  Is that what you are trying to understand?

MR. RUBENSTEIN:  Yeah, yes --


MR. KEIZER:  Without us having to give up a 50-, you know, 100-, 200-page, you know, contract, and they don't want to do that.

MR. RUBENSTEIN:  Well, that's what I had hoped the question would avoid, essentially --


MR. KEIZER:  Okay.  So the undertaking would be is, we would go and try to see if we can, for these contracts identified, identify the mechanics of the price-escalating clauses related to the price-adjustment clauses shown in that last column of the table and -- to the extent that we can, and if we cannot do so publicly, then we will have to, you know, set it out in confidence.

MR. RUBENSTEIN:  That's fine.

MR. KEIZER:  And I think it would be more a description than it would be the actual physical clauses, because I think that would cause us to be -- you know, start to get into the confidential (inaudible) area, right?

MR. RUBENSTEIN:  Well, I -- the problem was, I 
don't -- I actually want to understand.  So when you say that, when you say there will be some general description, I mean, it has to be specific enough that I can understand and say, oh, on a quarterly basis you are adjusting the copper component of the first contract and it is based on whatever it is based on, some sort of international indice --


MR. KEIZER:  Yeah.

MR. RUBENSTEIN:  -- or based on whatever they tell you.  That is what I am dealing with.

MR. KEIZER:  Yeah, no, understand.  Understood.

MR. SIDLOFSKY:  That will be Undertaking JTU1.16. 
UNDERTAKING NO. JTU1.16:  FOR THE CONTRACTS IDENTIFIED, IDENTIFY THE MECHANICS OF THE PRICE ESCALATING CLAUSES RELATED TO THE PRICE ADJUSTMENT CLAUSES SHOWN IN THAT LAST COLUMN OF THE TABLE TO THE EXTENT IT CAN BE DONE, AND IF IT CANNOT BE DONE PUBLICLY, TO SET IT OUT IN CONFIDENCE.

MR. RUBENSTEIN:  Okay, thank you very much.

Can I ask we go to O2 -- sorry, O-SEC-252.  And in part C we had asked you to explain any changes to the proposed ESM calculation between '23 to '27 in light of the proposed deferral recovery mechanism, which will result in a mismatch in each year between approved costs in revenue.  If Hydro One proposes any change, please provide an illustrative example of the revised calculation.

You provide a response on page 18 of the interrogatory.  I want to make sure I understand.

MR. CORNACCHIA:  Mr. Rubenstein, it is Joe Cornacchia here.  Sorry, I am just looking that up.  But essentially we're not considering any change to the mechanics of the ESM calculation.  What we're seeking as part of the proposal is OEB approval of the deferred revenue requirement.

And so that would still be considered in actuals as well as OEB-approved in calculating the ESM amount for future -- in future reimbursement to customers if we would reach that threshold.  So there would actually be no change in the mechanics.

MR. RUBENSTEIN:  I just want to make sure.  You provide a response.  I just want to make sure I understand how this will work, because you are -- actually are deferring some amounts.

So do I take it what you mean is that for each year between 2023 and 2027, whatever amount is deferred will be recorded as revenue in that year for the purposes of calculating net income for ESM purposes?

MR. CORNACCHIA:  That's correct.

MR. RUBENSTEIN:  Can I ask you to go to SEC 261.  You provided a table in this response that broke down your procurement spend and your procurement spend before inflation.

I was wondering -- for Tx and Dx.  Are you able to break that down into capital and OM&A for each of Tx and Dx?

MR. BERARDI:  Yes, we can.

MR. RUBENSTEIN:  Can you please do that.

MR. BERARDI:  Yes.

MR. SIDLOFSKY:  That will be JTU1.17. 
UNDERTAKING NO. JTU1.17:  TO BREAK DOWN INTO CAPITAL AND OM&A FOR EACH OF TX AND DX THE FIGURES IN THE TABLE THAT BROKE DOWN PROCUREMENT SPEND AND PROCUREMENT SPEND BEFORE INFLATION.

MR. RUBENSTEIN:  Can I ask you to turn to -- let me make sure I am on the right IR here.  I apologize.

Can I ask you to turn to CCC 57, attachment 2, which is an update to CCC 12.  Can I ask what the driver of the overearning in 2021 for both Tx and Dx are -- drivers?

MR. JODOIN:  I can handle that, Mr. Rubenstein, and for the court reporter, it is Joel Jodoin speaking.

Just bear with me for one second.  Yes.  In transmission, the primary driver in 2021 was higher load.  On the distribution side, the primary drivers, similarly, higher load or higher consumption, also lower depreciation expenditures and also lower OM&A contributed by incremental productivity.

MR. RUBENSTEIN:  What was the driver of the lowered depreciation?

MR. JODOIN:  Part of the driver was lower expenditures associated with asset removal costs.

MR. RUBENSTEIN:  Thank you very much.

You don't need to pull it up, but in a number of interrogatories we had asked you -- you updated some previous interrogatories with respect to the OEB's scorecard and if there were any -- we asked you to provide your 2021 actuals in an update to SEC 83, and we had asked you if there were any changes going forward.

I just was wondering -- and I'm not sure if it is on the record.  Maybe you could tell us -- since we're now at the end of 2021 with respect to your corporate scorecard, you didn't file an updated 2021 actuals for the scorecard.

MR. JODOIN:  Mr. Rubenstein, apologies.  I think we will need a very quick breakout room, if you don't mind.

MS. SANASIE:  The room is open.

[Witness panel confer in breakout room]

MS. LILA:  Mr. Rubenstein, can you just confirm you are looking for our 2021 actuals for our team scorecard or corporate scorecard; is that correct?

MR. RUBENSTEIN:  Yes, that's correct.

MS. LILA:  I believe we did file it.  We will either find the reference or we will file it.

MR. RUBENSTEIN:  Okay.  And I'll just -- can you also file your 2022 corporate scorecard?

MS. LILA:  Yes.  We can file the -- some may require company confidentiality as per usual practice, so we can provide that.

MR. SIDLOFSKY:  Let's deal with both of those as undertaking JTU1.18.
UNDERTAKING NO. JTU1.18:  TO FILE UPDATED ACTUALS FOR THE 2021 SCORECARD, TEAM AND CORPORATE, AND TO FILE THE 2022 CORPORATE SCORECARD.


MR. RUBENSTEIN:  Can I ask you now to turn to Staff 365 -- I apologize, I have the wrong reference.  Just give me a moment if you would, please.

If you could go to part B number  -- sorry, give me a second.  Yes.  Sorry, part B on page 3.

You note in your response here that -- you see this at line 6, for its AMI 2.0 program, Hydro One has recently finalized a 20-year capacity and pricing agreement with its vendor AMI 2.0 program.


MR. BERARDI:  Yes, I do.

MR. RUBENSTEIN:  I just want to -- is this since you had provided some commentary at the technical conference, the previous technical conference?

MR. BERARDI:  Mr. Rubenstein, we finalized that agreement in March of 2022.

MR. RUBENSTEIN:  Well, can I ask you then to provide by way of undertaking an explanation of the agreement, as well how it differed both with respect to the pricing and the units completed and other relevant information as compared to what is filed in the application?

MR. BERARDI:  We can provide some details as you requested.  As you can appreciate, some of the information is commercially sensitive and confidential.  So by way of understanding that some of the details we may need to disclose or to have in confidential form.

MR. RUBENSTEIN:  You can seek confidentiality as you see fit through the normal processes.

MR. BERARDI:  Okay.

MR. SIDLOFSKY:  We will make that JTU1.19.
UNDERTAKING NO. JTU1.19:  TO PROVIDE AN EXPLANATION OF THE 20-YEAR CAPACITY AND PRICING AGREEMENT WITH ITS VENDOR AMI 2.0 PROGRAM, HOW IT DIFFERED BOTH WITH RESPECT TO PRICING AND THE UNITS COMPLETE AND OTHER RELEVANT INFORMATION, AS COMPARED TO WHAT IS FILED IN THE APPLICATION. AS SOME OF THE INFORMATION MAY BE COMMERCIALLY SENSITIVE, THE RESPONSE MAY SEEK CONFIDENTIALITY THROUGH THE NORMAL PROCESS.

MR. RUBENSTEIN:  In response to LPMA 37, you provided some updated PP&E and depreciation continuity schedules as it relates to 2021 actuals, and I understand your position is you are not changing the 2023 opening rate base.

But one thing I was trying to understand as compared to the actuals, I could not find similar tables with respect to the PP&E continuity tables that you provided in LPMA 37, in the DRO for the last application, you understand.  What is the closing 2022 PP&E and depreciation numbers that would -- what were the closing 2020 numbers?  

I couldn't find similar material in the DRO materials in the last proceeding.  Maybe I missed it.  There is average rate base, but it doesn't show what the closing is so we can compare against.  So I am wondering if you can provide that.

MR. CORNACCHIA:  Mr. Rubenstein, it is Joe Cornacchia here.  We can take a look at that by way of undertaking.

MR. RUBENSTEIN:  Thank you very much.  And provide them if you don't -- if they weren't provided.  But obviously they were used.

MR. SIDLOFSKY:  JTU1.20.
UNDERTAKING NO. JTU1.20:  TO PROVIDE THE CLOSING 2022 PP&E AND DEPRECIATION CONTINUITY FIGURES FROM THE DRO IN THE PRIOR APPLICATIONS

MR. RUBENSTEIN:  I am going through my notes.  Just give me a moment.  My last question is not related to an undertaking.

Just while we're here, just a bit of clarification on just one thing.

On February 15th in response to JT4.27, Hydro One filed the Wills Tower Watson report with respect to management compensation in response to -- in the evidence, it said you were going to file the report when it was completed.  I just wanted to confirm that the only Wills Tower Watson report that was undertaken since that has not been filed in other applications is with respect to management compensation.  So there is no Power Workers' Union or Society report more recent than the last application?

MS. LILA:  That's correct.

MR. RUBENSTEIN:  Thank you very much, panel, for all of your answers.

MR. SIDLOFSKY:  It is 2:45 right now.  Now VECC is scheduled for two hours this afternoon.  I am wondering if at this point maybe we will take our afternoon break.  So 2:45 to three o'clock, and then that will give us potentially two uninterrupted hours for VECC, if the panel is able to continue on until five o'clock this afternoon?

MR. GARNER:  Mark Garner, VECC.  Can I make one suggestion, amendment to that?

I think I only have one question before Mr. Harper will take you through a long, I am sure, cost allocation rate design discussion.  I am wondering if I could fit that in just before the break, then I am done and he can continue uninterrupted after that.

MR. SIDLOFSKY:  I am sure it will be a long but valuable discussion with Mr. Harper.  But in the meantime, sure, why don't we deal with your question first.

MR. RUBENSTEIN:  I want to make a clarification.  I made an error and I wanted to clarify so we're all on the same page.

When I was asking questions about distribution line sustainment initiative information as contained in the capital performance report under SR 12, I said in this application it is SR 11.  I apologize.  It is SR 10.  SR 10, not SR 11.  I apologize.
Examination by Mr. Garner:

MR. SIDLOFSKY:  Okay.  Mr. Garner.

MR. GARNER:  Thank you.  I just have one question following up on the inflation discussion this morning and it is in response to VECC 149.  And this is the 10 percent cap, I will call it, on the inflation number.

I just wanted to clarify, basically what was asked -- the question was why 10 percent, why not something else you and you provided a response.

But I just want to understand clearly what one might expect in the future if this were to be utilized.  Would it be correct to say that the way you are saying this works is that under a 10 percent cap, later in the future if we were to come back and look at this, you would not be saying our capital program in 2022 or 2023 was larger than expected because of inflation above 10 percent.

So that would not be an explanation being used, because in your proposal, you would be adjusting your capital program for inflation under 10 percent.  Is that a fair way of reading that proposal?

MR. JODOIN:  I think, just to align across various panel members, a breakout room makes sense for this particular question.

MR. GARNER:  Okay.  Maybe I should just ask the next one because it may help you make your full response, because I am just trying to understand how it works with to begin with.

So my follow-up would be anyways would be, and let's say that is true or not true, what I am trying to figure out is, let's say inflation were somehow -- you know, we go into a recession and inflation becomes much lower, 2 percent, et cetera.  Does one then under your model sort of expect lower capex spending because of that response?

So I will give you both of those.  Maybe you want to talk about both of them and just give me a better understanding of how the 10 percent concept is to be interpreted in the future when one looks back at the capital programs.

MR. JODOIN:  Okay.

MR. KEIZER:  Would it be fair, Mr. Garner if we undertook to take that away and set out Hydro One's position for you?

MR. GARNER:  Yeah, I mean, I am in your hands, Mr. Keizer.  And in some ways if I walk through the questions maybe that is a better way.  I mean, if it is something you need to think about, or if you want to come back after the break and say, we have thought about this and here is the response, I am in your hands, right?

MR. KEIZER:  We can either chat at the break, but we still may want to undertake to do it, just because -- rather than doing scenarios on the fly kind of thing, it might be better.

MR. GARNER:  Right.  And so my basic question is just around how that 10 percent is to be interpreted in the capital programs for '22 and '23 if inflation is, let's say, significantly below or, unfortunately, significantly higher.

And I am really -- I am putting my mind to the place where one looks at your capital program or your rate base later in the future and the utility comes forward and makes an explanation saying, well, we were hot.  We have a larger program because, let's say inflation was higher, that sort of thing.  I will try to figure out whether that would be on the table.

Maybe I could ask then -- sorry, go ahead, Mr. Keizer.

MR. JODOIN:  It is actually Joel Jodoin here.  I think I can answer the first part for sure, and just clarifying what we're seeking for.  And then at the break we can work with the cross-functional panel members to talk a little bit about the scenarios, and we can come back and respond by either way of undertaking or clarifying it directly after the break.

But I just want to be clear about what our initial ask is, and really, you know, this morning we heard about unprecedented levels of inflation from Mr. Holt, and certainly the Scotia report talks a lot about that.  We talked a lot about speculation and how things have changed over the past few months.

And really what Hydro One is intending to do is update for our best cost forecast for OM&A, capital, and in-service additions as at the time of the DRO.

Now, today, as filed in our evidence, we've utilized a 4.5 percent inflation rate for 2022 and a 3.3 percent rate for 2023.  Since updating the application we know that the 2022 rate has increased a little bit.

Really, at the time of the DRO it is our opportunity to utilize likely 2022 actuals, so we will have certainty as to what 2022 came in at, as well as the latest and greatest Ontario CPI forecast for 2023.

And the intent of the application is to reset those 2023 costs, the rebase year, starting off at the right spot.

The 10 percent cap is Hydro One's effort to provide the OEB certainty as to the upper limit on the revenue requirement, but what is important to note here is that that is 2022 and 2023.  Of course, we all don't have crystal balls, and what's coming down the pipe in 2024 or '25, '26, and '27 of course could vary.  Our assumption right now is 2 percent consistent with some of the testimony that Mr. Holt gave this morning.

Now, we have a custom IR framework that allows for inflationary adjustments as we move through the application term.  I know that is something my colleague, Mr. Vetsis, can elaborate more on, but I just wanted to be clear, in 2023 it is really about those first two years of the bridge year and also the first rebasing year.

MR. GARNER:  Right.  Thank you.  And that is helpful for '22.  I do understand what you are driving at in the sense of certainty there.

I guess the concern or the -- what I am trying to explore in the proposal is if inflation is really going to be potentially a big variant or variants in your plan period, let's say, you know, if there is more uncertainty, as we spoke about earlier today, the question about the 10 percent cap becomes an issue, I guess, in this way, is that then does one rely on that to say in the future as one goes forward that Hydro One was living in that 10 percent cap irrespective of actual inflation?  Do you know what I mean?

And so when one comes forward later the -- "excuse" is a wrong word, but let me use it because I can't think of something better -- the excuses that my program is larger because inflation exceeded that expectation can't be utilized.  You in turn have to actually adjust your capital program.  That is the so-called expectation of the program during the rate period.  That is kind of what I am trying to understand.

MR. KEIZER:  Yeah, I think that was your original question, Mr. Garner.  I guess, you know, there may be a number of different parameters, so that's why I think, you know, it would be best if we take it away and provide you with a position on it.

MR. GARNER:  Fair enough, Mr. Keizer.  And that is my singular question before Mr. Harper's, so thank you.

MR. SIDLOFSKY:  So we will make that JTU1.21. 
UNDERTAKING NO. JTU1.21:  AS A FOLLOW-UP TO THE RESPONSE TO VECC-149:  TO CONSIDER AND ADVISE OF HYDRO ONE’S POSITION IN RESPECT OF HOW THE 10 PERCENT INFLATION CAP CONCEPT IS TO BE INTERPRETED IN THE FUTURE WHEN ONE LOOKS BACK AT THE CAPITAL PROGRAMS, IN THE SCENARIOS WHERE (i) INFLATION IS SIGNIFICANTLY ABOVE 10 PERCENT, AND (ii) INFLATION IS SIGNIFICANTLY BELOW 10 PERCENT.


MR. SIDLOFSKY:  And it is now 2:55.  Let's come back at 3:10, and we will move right to Mr. Harper.  Thank you.
--- Recess taken at 2:55 p.m.
--- On resuming at 3:10 p.m.

MR. SIDLOFSKY:  Okay, good afternoon, everybody.  We're back and we are back with Bill Harper.
Examination by Mr. Harper:

MR. HARPER:  Good afternoon, panel.  My name is Bill Harper, and I'm a consultant with VECC.  I have actually questions on three different areas.  One is the transmission and external revenue variance account update.  The second is the load forecast update, and the third is the treatment of the deferred revenue and your setting of rates from 2023-2027.

I only have one question on the external revenue account, so maybe I could start off with that.

Maybe you could turn to your response to VECC 173.  I just want to scroll down to the numbers.  Now, if I understand it, here you set out the principal adjustments you have made to the variance account for each of the years 2023 -- excuse me, 2013 through to 2020 in order to account for the adjustments you made to the actual revenues in the account for each year. Is that correct?

MR. CORNACCHIA:  Joe Cornacchia here.  That is correct.

MR. HARPER:  Maybe if we could scroll down to the next Interrogatory, which is VECC 174, and just look at the preamble to that, if we could.

In the preamble to this question, we originally set out both the external revenues for 2018, 2019 and 2020 as you filed in your original application.  And then just below that are the updated values for 2018, 2019 and 2020.

Now when I compared those two values, those two tables, I would have expected that the difference between the two in any one year would have been equal to the principal adjustment you would have made to the account.  Except that isn't the case.

If I can take 2018 for example, the difference between these two tables is about 0.9 million, whereas if you look back at VECC 173, the principal amount was 5.3.  I was wondering if you could explain to me why my thinking is wrong, or why the difference between those two tables don't equal the principal amounts you're showing in VECC 173.

MR. CORNACCHIA:  I can take that away or respond by way of undertaking.  I would have to take a look into that.

MR. HARPER:  Okay, fine.  Thank you very much.

MR. SIDLOFSKY:  We will make that JTU1.22.
UNDERTAKING NO. JTU1.22:  TO CONFIRM WHY THE DIFFERENCES IN THE 2 TABLES NOTED IN VECC 174 DO NOT CORRESPOND TO THE PRINCIPAL ADJUSTMENTS NOTED IN THE RESPONSE TO VECC 173.

MR. HARPER:  I would just like to move on next to the load forecast update.  Now in the March load forecast update, you updated both the historical CDM values you used in developing your load forecast models, as well as the forecast CDM values for over the test period.  Am I correct in that?

MR. ALAGHEBAND:  That's correct.

MR. HARPER:  Maybe --


MR. ALAGHEBAND:  It is Bijan Alagheband, yes.

MR. HARPER:  Thank you.  Sorry for interrupting you.  Can you turn to your updated response to VECC 40 (b).  That was part of the update filing in March?

MR. ALAGHEBAND:  Yes.

MR. HARPER:  Now if I look at VECC 40 (b), I want to confirm what you have set out here are the updated historical values you used, and these would be the total Ontario CDM savings values that you used when you updated your load forecast models.  Am I correct?  If you look at the response to part B.

MR. ALAGHEBAND:  B?

MR. HARPER:  Scroll down a bit, please.

MR. ALAGHEBAND:  Okay.  So this one -- that's correct.

MR. HARPER:  I would like you to take note of the value for 2015, which is 12,800 gigawatt hours or 12.8 terawatt-hours.  Keep that number in your mind, and I would like you now to turn to VECC 151 (a).  If we go to your response to part A and look at the first table in that response --


MR. ALAGHEBAND:  Yes.

MR. HARPER:  -- you will note that the number that you quoted here is 12.39 terawatt-hours.  Actually you have megawatt-hours here, but I assume that's terawatt-hours as being the value that you used for 2015 in the update.  That is 12.39.  I assume it is terawatt-hours.

If you want to scroll down to the third table in the response --


MR. ALAGHEBAND:  Yes.

MR. HARPER:  -- under 2015, you have a total of now 13.97 terawatt-hours.  So out of the three numbers -- we have three different numbers for 2015 on the update.  I was wondering which of the three numbers was correct.  And maybe as an aside whether or not you used the correct number when you were updating your load forecast models.

MR. ALAGHEBAND:  Okay.  So can I take an undertaking on this so we can go over what is the reason for this difference, yes.

MR. HARPER:  Sure like I said.  My main concern was whether or not the correct number was used when you were updating your models, and therefore your models were correct in terms of coming up with the load forecast.

MR. ALAGHEBAND:  Sure.

MR. HARPER:  So --


MR. SIDLOFSKY:  That will be -- sorry, go ahead Mr. Harper.

MR. HARPER:  I will just remind you we need a number for that.  That was all.

MR. SIDLOFSKY:  Okay.  So that will be JTU1.23.
UNDERTAKING NO. JTU1.23:  RE VECC 40B, TO CONFIRM WHAT ARE THE UPDATED HISTORICAL VALUES


MR. HARPER:  Now if we could turn to your response to VECC 154(f).  If you go down, this is where you show how you calculated the adjusted megawatt savings for transmission.  And you show here how as a result of the revised CDM savings for 2019 the peak savings you originally had 2511 megawatts in the original application it was updated to 2639 megawatts for purposes of your March update.

So with that in mind, can we now turn to your response to VECC 52?  Here in VECC 52, we specifically asked if the revisions to the historical CDM savings impacted the calculation in either 2018 or 2019 of your CDM and demand response variance account amounts.

You said the answer was no, because there were no revisions made to the -- due to the CDM historical savings.

I think we just went through and looked at 154 and you indicated there was an adjustment made there, revision made there to the savings.  I was wondering if you could reconcile this response when you say there is no change in the savings with the response we saw to VECC 154f and whether there actually does need to be a change to the calculation for this variance account.

MR. ALAGHEBAND:  There was no change in the 2019 value.  It was unintentional.  We just copy, you know, using the Excel file, copying going back to 2019 the same formula we are using for other years.

And the only reason it was there is because the table that we show for transmission it starts from 2019.  And then later on, you know, actually we looked at it and realized 2019 should have not been changed because it was already -- the 2019 that we had in the original application was as a result of discussion with IESO last year and this was considered to be finalized already.

So we are not -- it was in the preliminary forecast that we show -- so 2019 in this table should be actually --


MR. HARPER:  Sorry I cut you off.  What was the last sentence that you said?

MR. ALAGHEBAND:  The last sentence is that the 2019 figure that we have in this table which calculates the new peak should be actually -- there shouldn't be any change.  It was just as a result of copying the other columns backward to 2019.

So the formula should have been changed to go to one.  So the ratio we used to update the forecast for 2019 should be one resulting in no change in peak forecast.

MR. HARPER:  Does that mean there has to be a change to VECC 154?

MR. ALAGHEBAND:  2019 is not changed then -- no, we are not using 2019 actual for any purpose for transmission load forecast.  The only thing that matters to us is 2020 base year and incremental CDM after that.  That is all that matters to the transmission load forecast.

MR. HARPER:  No, I was trying to understand whether or not there needed to be a change in the calculation you made for the CDM and demand response variance account, which relies on 2019 actuals.  And --


MR. ALAGHEBAND:  Yeah.  I understand.

MR. HARPER:  And so am I correct in saying that the numbers that you used in the original calculation for that variance account were updated IESO numbers and did account for the change that you are now showing in VECC 154?

MR. ALAGHEBAND:  Sorry about misunderstanding your question.  My answer was that 2019 that is shown in this last table that you were referring to should have not been changed, because 2019 was already verified results by IESO from last year and there has not -- there shouldn't be any revision to 2019 peak values.

MR. HARPER:  When you say this last table I showed, can you tell me which table you are actually referring to?

MR. ALAGHEBAND:  I think it was table -- it was -- the last thing you referred to is VECC 154, part (f).

MR. HARPER:  Okay.  So if we can go to that.

MR. ALAGHEBAND:  Yes.

MR. HARPER:  And maybe --


MR. ALAGHEBAND:  Part (f) is the first column in that table.  That column should have not been actually there, because we are not altering anything regarding the peak values.

MR. HARPER:  Okay.  But your CDM megawatt-hour forecast -- your actual CDM energy value changed in the update for 2019.  Did it not?

MR. ALAGHEBAND:  The CDM actual energy changed, but not the peak number.  IESO didn't come up --


MR. HARPER:  Okay.  Fine.  I'm sorry.  I understand now.  I apologize.  Okay.  Thank you very much.

MR. ALAGHEBAND:  No problem.

MR. HARPER:  If we can maybe go to -- it was one of the interrogatory responses originally filed, VECC 38.  There was an attachment to that, attachment 1.  If we could perhaps just call that up.  I just want to look at this for purposes of context going forward.  VECC 38.  There would be an attachment to that.  There is an Excel spreadsheet attachment to that.  Attachment 1.   It would have been an Excel file.

MS. LEE:  One moment, please.

MR. HARPER:  Thank you.  That's great.  Okay.

Now, as I understand this table, the first row, which is the row 1, those were the energy saving -- the CDM energy savings values that you received from the IESO when you were doing your initial application?

MR. ALAGHEBAND:  Let me just check the checklist here.  11.81.  This 11.81 is...  And what year?  Oh, it is '19.  Okay.  So let me check the '19.

MR. HARPER:  Well, I would just -- looking, just say at 2020, you have got 11.87.  I think that was the Energy saving value that -- the question I asked you, can you provide the material you got from the IESO, and you gave this as an attachment.

MR. ALAGHEBAND:  Okay.  I am just trying to figure out, you know, what -- is it energy efficiency or in includes the (inaudible).

MR. HARPER:  Well, and I guess my question was, in the original application the adjustment -- the amount of CDM you added back into your 2020 actuals was 2,493 megawatts, which is the number on line 2, and  this table basically -- line 2.

MR. ALAGHEBAND:  Okay.  Yes.

MR. HARPER:  And this Excel spreadsheet basically shows how that number was calculated based on the energy value that you got from the IESO of 11.87 terawatt-hours.  That was my understanding of what this Excel spreadsheet was doing in the 2,493 -- you can confirm for me, that was the number you used in the initial application for 2020, right?

MR. ALAGHEBAND:  Let me just check.  So I have the initial application here.  This should be D-4-1...

MR. KEIZER:  Mr. Harper, are you asking these questions about VECC 38 as a context for bigger questions --


MR. HARPER:  Yes.  Because I -- yes, because I am then going to move to VECC 154, yes.

MR. ALAGHEBAND:  2,493 was the value that we have in D-4-1, Exhibit D-4-1 in the original application.

MR. HARPER:  Right, right.  And if you look at that spreadsheet you were just looking at, the attachment to VECC 38, that was calculated based on an energy savings value of 11.87 terawatt-hours.  Correct?

MR. ALAGHEBAND:  Okay.  I should make a qualification here.  There are different -- you know, we had two discussions with the IESO.  One was through the April 2020, and then we had a February 2021 discussion with IESO.

Our energy forecast refers to the February 2021 forecast.  And there has not been a change in the peak forecast that they provided.  So that was the -- so we are not linking this energy that you see here to summer peak that is shown on this score sheet.

MR. HARPER:  Well, there is a direct link.  You went through -- our original question was asking you, what were the energy savings values, and show how you got the megawatts, and this was the sheet you gave us and showed us that you derived the 2,493 from the 1,187, and you have got a load profile here for the entire year showing how that was derived.  Correct?

MR. ALAGHEBAND:  The 2,493, I can confirm that this is our peak value.  But the energy -- we had a larger number.  I don't know how that energy was calculated here.

MR. HARPER:  Well, you gave me this spreadsheet, and this spreadsheet, you show the 2,493 was calculated from the 1,187.  Am I correct in that?

MR. ALAGHEBAND:  But if it is coming from this spreadsheet I cannot check the formula in this worksheet, but as it should be, I mean, the formula is correct, it should be correct, but this is not what we used in -- for -- as the energy figure for the original application.

We used February 2021 energy figures that was discussed with the IESO.  We used that one.

MR. HARPER:  Right.  Okay.  Maybe we can go to VECC-154(f), because this is the problem that I was having.  Maybe this will satisfy Mr. Keizer that I was going back here for a reason.

If you could just blow up this table, please, in the response to part F.  If you look at 2020, 2020 is the base year of your transmission load forecast.  Correct?

MR. ALAGHEBAND:  That's correct.

MR. HARPER:  And the number you have here in the original filing was the 2493, which is the number we were just looking at.

What you have got down here is the energy savings associated with that as being 19.67 terawatt-hours, and I was struggling with the fact that the VECC 38 had only shown 11.87 terawatt-hours.

I was wondering why you used 19.67, when I understood it was the 11.87 that was linked back to the 2493.  That's the issue I am having.

MR. ALAGHEBAND:  As I mentioned earlier, the file that we used to calculate that one, it was also working from IESO.  There was an energy number in that, and that energy number excluded certain, I think you would say categories and we went back to IESO.  We discussed and we revised the energy figures, but there was no revision to the peak figures.  That is what we got.

MR. HARPER:  Why would there not be a revision to the peak tables when the attachment showed that the 2493 was clearly calculated using the 1187?  Can you explain to me why there is no revision to the peak values?

MR. ALAGHEBAND:  Actually because IESO is not, you know, up taking the peak.  That is one of the concerns that we had and this concern -- this is what we are trying to ask in this application, the updated application, that the peak figures are actually -- are not correlating with the energy and that is what we are doing.

If we were going to use -- just once you get to some argument here that if we had used the energy figures from IESO to do the same calculation that we did in this table instead of the finalized energy figures in February, from February 2021, we would have ended up having a much greater CDM for peak.

And we knew that, you know -- this is, you know -- this would be a little bit, you know, more out of proportion than we consider to be realistic.

So we use our own energy figures to escalate the peak values.

MR. HARPER:  Okay.  So the 19.67 that is shown on this table for 2020, is that a number that you got from the IESO?

MR. ALAGHEBAND:  These are the numbers that we had, we used in the application and it was arrived at in discussion with IESO.  And I think it was answered in one of the interrogatories that we had.  We can go back and find that interrogatory.

MR. HARPER:  I was going to come to that a little later, so we will come back to this again, believe me, okay.

MR. ALAGHEBAND:  Okay, yes.

MR. HARPER:  I would like to now look at the historic CDM savings you used for distribution.  If we can go to the updated version of VECC 57, that is parts B and C.

Now in part C, if you look at that, in part C you basically state that the CDM savings for Hydro One distribution is based on the total energy savings for Ontario.  In the updated evidence, the 2021 APO is used as the source of total energy savings.

Does that statement apply to both the historic period and the forecast period?  So basically for both the historic period and the forecast period?  The Hydro One distribution savings have now been created based on the total for Ontario?

MR. ALAGHEBAND:  That's correct.

MR. HARPER:  Okay.  And I think -- you don't have to turn it up.  But in response to VECC technical conference question number 13, you outline the methodology you used for deriving the distribution savings from the total savings.  Was that same methodology applied in the update and was it applied -- similarly applied for both the historical and the forecast total Ontario values?

MR. ALAGHEBAND:  That is correct.

MR. HARPER:  Okay.  That's fine.  That is all -- I just wanted to understand how that came together.

Now, as I said I was coming back to this and -- so if we can go back to VECC 154 (f).  And as you say in 
column -- in row 4, those are the energy savings you were assuming from CDM in the original application because they're the ones used as the denominator in your adjustment factor.  Correct?

MR. ALAGHEBAND:  So row four?  Yes.

MR. HARPER:  Right.

MR. ALAGHEBAND:  Yes.  That's fine, yes.

MR. HARPER:  Can we turn to VECC 153(a), please.  Here we asked you for the energy forecast used in the original application, which you gave us in row 2.  We also asked you for the -- where those values could be found in the evidence and you gave me two references here.  One was JT VECC TCQ 06 and the other was VECC 38, attachment 1, which is what we have been looking at.

Now, when I look at VECC TCQ, 06 all it has is historical values; it doesn't have any of the forecast values for the test period.  When I look at VECC 38 as we just looked at it, the numbers there aren't the same as the ones you have listed here.

So I was wondering if you could tell me where in the evidence you've filed to date do we find the numbers that you have listed on row II here?

MR. ALAGHEBAND:  I see it is already listed in this interrogatory.  These are the numbers that we had in the filing.

MR. HARPER:  But that is what I am asking you, where in the original filing prior to me asking this IR.  I asked in this IR where were the energy numbers that you used in the original evidence?  Where are they?  You gave me these as the references.  These references don't actually provide me a source for these numbers.

So is this the -- maybe put it this way.  Is this the first time we are seeing these numbers?  Or are they somewhere in the earlier evidence you filed with us?

MR. ALAGHEBAND:  If you go back to the original evidence, we have different figures that are reflecting the CDM that we used.

One is -- so if you go back to it, it will be D-05-01,  table 4.  This is part of the evidence that actually are based on those numbers and in this figures we have the retail shown, at least -- and then, you know, we have to account for the fact that we are actually integrating the acquired utilities at the year 2023 onwards.  So that -- those accounts are also added.

Another place that figures are consistent with what we mentioned in that interrogatory is shown -- is actually, we go to the last table, actually, in that document, which is the table E-4, which are shown at the C exhibit.

So there are, you know, different places that CDM that are used practically in our application are shown, and these are the, you know, the figures that we have, you know, have used in the original application.

MR. HARPER:  But --


MR. ALAGHEBAND:  You asked for an aggregate number here.

MR. HARPER:  But the tables you have shown me are all just at the distribution level.  I was asking for where in the evidence filed to date have you, prior to responding to that interrogatory, had you provided the energy values for Ontario overall that you were using for the adjustment at the transmission level.

MR. ALAGHEBAND:  Yes.  With all due respect, we were answering your question, you know, that you asked from everybody, when we presented from theirs.  And -- but in the application itself we were not using those numbers directly in the application.  We were using derivatives of that.  For example, energy -- by CDM at the (inaudible) level excluding -- excluding losses, and also energy at the purchase level, and on the CDM of energy at the purchase level, which are in table 4 that was previously shown.

So all of those numbers were there, and the question in that interrogatory was from where we derive these numbers, then in that response we provided the numbers.  That was our response.  This was the response to your question.  And those numbers translate into the numbers that you are showing in the application.

But you are correct.  In the original application we didn't show that aggregate that was mentioned in that response.  So that was the first time it was shown, yes.

MR. HARPER:  Okay.  Well, maybe I think you referred me to table 4 in the original Exhibit D, tab 5, Schedule 3.  That is on page 7 of that schedule.  And that was the retail savings -- retail CDM savings in your original application.

MR. ALAGHEBAND:  That's right.

MR. HARPER:  Maybe just to close the loop on this, if you could perhaps show me the actual calculation of the 3,456 gigawatt hours you're showing there for 2020 and how that -- because that should have been derived from the 1907.  Correct?

MR. ALAGHEBAND:  Yes.  Because we are adding the LDCs.

MR. HARPER:  So maybe if you could just show me using the methodology you set out in VECC TCQ 13 how you started off with the 1,907 and derived the 3,456.  I think that would at least show that at least for that year we were -- we certainly were using the same number as the basis.  Could you undertake to do that for me?

MR. ALAGHEBAND:  Before taking the undertaking I want to bring your attention that this question was asked in -- let me just get back to the question quick.  Sorry.  I have to find it.

Okay.  In VECC -- O-VECC-158 we answered this question regarding the updated evidence.  We broke down that table 4 into various components that constitute that table.

MR. HARPER:  Well, actually, I was going to come later on to this response as well, because you didn't really answer the question I asked.  The question that I asked here was the same question I am asking you to do for the undertaking, that was, show me how you actually derive the number.

And so you provided the breakdown here, but you didn't actually show me how you derive the number -- how you derive the total to begin with, the 3,986.  And really, so this was going to be another one of my follow-up questions to you here, and I was just asking you to it earlier now.

Can you show me how you derive the 3,986 from the 1,907 using the methodology set out in TCQ 13 from VECC.

MR. ALAGHEBAND:  Yes.  We can take that undertaking.

MR. HARPER:  Okay, thank you.

MR. SIDLOFSKY:  So we will make that JTU1.24.  
UNDERTAKING NO. JTU1.24:  TO SHOW HOW THE 3,986 FROM THE 1,907 WAS DERIVED USING THE METHODOLOGY SET OUT IN TCQ 13 FROM VECC.

MR. VETSIS:  Just to be clear, Bill, you just needed a sample calculation for 2020 to run you through the methodology?

MR. HARPER:  Right.  Because I think if I see 2020 and how it is sourced from the 1,907, that I am assuming it's the similar methodology when applied to, I could probably do the calculation myself, probably, if I follow through the methodology for the subsequent years, as to how that gives me the subsequent years.

MR. VETSIS:  Okay.  Sounds good.

MR. HARPER:  If you want to do all 10 years you are welcome to, but I only asked for the one.

MR. VETSIS:  We will see how Excel [audio dropout]

MR. HARPER:  Thank you very much for your patience on that.

If we can go to Staff 393(d).  Part D.  If you want to scroll down to the table that is on that next page, please.

Now, in table 2 you have provided here a sort of detailed work-up of the energy savings from APO 2021 that you included in your updated load forecast.

As I understand it, you have included the numbers -- the totals at the bottom I can't quite read, the 36-something, 37, 38.  Those are the numbers you have used in your updated load forecast.  Am I correct?  Excuse me.  2,638, 27, 28, 30, 31.49.

MR. ALAGHEBAND:  That is correct, yes.

MR. HARPER:  And I notice one of the categories that is included in here is the incremental conservation potential.  That is at, you know, figure 18, the third line from the bottom.

MR. ALAGHEBAND:  Yes.

MR. HARPER:  Okay.  Now, actually, I circulated a document at the beginning of the week titled -- from the IESO titled "demand forecast module 2020", from the 2021 APO, and I was going to refer to -- have this labelled as an exhibit and refer to it.  But I noticed in the Staff compendium at tab 3 is precisely the page I wanted to refer to.  So rather than introducing a separate exhibit, maybe we can just go to the Staff compendium.  Tab 3.


If you scroll down to the third page in that, which is section 3-7 -- that one right there.  Do you want to blow that up a little bit, please.  If you notice here it says:

"Separately from the annual energy conservation savings considered in the reference demand forecast, there is considerable potentials to achieve incremental savings as identified and quantified."

And it goes on to explain where it came from, and then it shows you a graph.

Now, can you confirm that this graph shown on this page, these are the incremental conservation potential savings that were set out in that table you provided in Staff 393.  Correct?

MR. ALAGHEBAND:  From the slope of the graph I can confirm that these are -- this should be the same, yes.

MR. HARPER:  Now, what I was wondering was, now, it is clear from this statement that these -- the IESO did not include these savings in the reference demand forecast it provided in the 2021 APO.  And I was wondering why you would have included these savings in your forecast if the IESO didn't include it in theirs?

MR. ALAGHEBAND:  A similar question was asked regarding the Peterborough to Kingston integrated resource planning, and IESO response was this, that they get a gross forecast from us.  They deduct the CDM that are set at provincial level and allocate it to the area.

And after that we still have to look for incremental CDM conservation potential in that area, given that we are there, and people in the field can identify more potential than what was in the mind in the headquarter, you know, of IESO for the whole province.  They can identify better potential there and we have to take that into account as well.

So there are -- this potential is used also in the, you know, integrated resource planning.  As the name implies, this is an integrated planning.  It has to take account of all of the potential solutions that can exist in that area, including transformer or line or more CDM potential, or whatever can solve the problem.

MR. HARPER:  Right.

MR. ALAGHEBAND:  And when they apply the CDM, that affects our forecast, of course.  That affects our revenue because it would be a reduction to our demand.  So we have to take that into account.

MR. HARPER:  But you would agree with me that the IESO, when it prepared its 2021 APO, did not include this conservation in the load forecast it used in that APO.  Correct?

MR. ALAGHEBAND:  IESO methodology is basically very different from Hydro One.  They don't include many things in their forecasts.

For example, they don't include all kinds of demand response.  And it's the same thing here, because they are looking at this type of conservation as being a source of supply, okay.  So you can ask demand and supply two ways.  Either reduce demand or, and don't deduct something from demand but assume it would be supplied from, you know, from this CDM that we are looking at or from demand response.

So these are considered to be source of supply. It is not a kind of CDM that we are using.  Our CDM is whatever is there in terms of deduction from demand that affects our revenue, because we don't have a supply-side actually, you know, to satisfy our revenue requirement.  We just have the demand-side.

MR. HARPER:  Okay.  Maybe could we go to -- the actual 2021 APO is attached to DR, Interrogatory No. 11.  Can we go to that.

MS. LEE:  Can you please repeat the cite?

MR. HARPER:  It was DRC Interrogatory No. 11.  There was an attachment to that where I believe they had asked you to file the 2021 APO, and you did so as an attachment to that interrogatory.

If you go to page 24 of that, this is the actual annual planning outlook.

Is this page 24?  Can you scroll down a bit more.  The quote I've got isn't here.  I am looking for it.  Sorry.  Maybe it is on the next page.  Can you go to the next page, please.  I'm sorry, I...


Yeah.  It is this paragraph here.  The last paragraph above the 2.4.6.2 section says the overall -- oops.

Okay, it says the overall level of demand savings from all conservation programs in Ontario is forecast to fluctuate remaining at about 14 terawatt-hours from 2023 to 2028.

So the IESO has assumed that the energy demand savings from all conservation programs will be about 14 terawatt-hours basically over your test period.

Now, if we can go back to VECC 154(f), we can see compared to the overall energy savings of 14 terawatt-hours that the IESO is talking about during that period at line three here, you've got savings considerably higher than that, and the difference is actually that incremental conservation potential.

So I still put to you that it appears to me that the IESO, when they're doing their forecast from the test period, have not included incremental, the incremental conservation potential as being something that they view as being a resource or reduction in demand that they're taking into account in the APO.

Would you agree with that statement?

MR. ALAGHEBAND:  IESO has been involved in integrated resource planning for a long time.  And that had impact on Ontario demand and those potentials are shown in that table that are included in this table and because it is happening.  This is the best estimate that IESO has arrived at, because of the experience in that field.  They knew these things are going to happen and they were shown in the Excel file that they had as one of the components related to conservation.

So we simply add up all of the components of the conservation into the -- in that work sheet and they arrived at the total number there.  That is our response.

MR. HARPER:  Okay, fine.  I think that is as far as --


MR. VETSIS:  Just to paraphrase what he is saying there -- what were are seeing is -- the IESO is actively seeking to achieve those incremental savings, and that will have an impact on our load.  And for that reason, we built it into our forecast.

MR. HARPER:  So you are building in conservation savings that the IESO says are potentially there?

MR. VETSIS:  Which it is actively seeking for incurrent regional planning and IRP processes.  So it's --


MR. HARPER:  But it has not included it in the reference load forecast it's using, or as conservation it views it's going to achieve as part of its APO 2021.  Correct?  Well, we will just leave it at that.

Thank you very much.  I think we're getting into argument.  I apologize.

We will just move on, then.  Can we go to VECC 156.  Here at the transmission level, we asked for a general explanation at the transmission level as to the variance between the values for the Ontario demand load forecast prior to deducting any impacts for embedded generation or CDM as you presented in the update sources in the original application.

Based on this response and other IR responses, I just want to go through what I understand as being the three sources for the variants.  One is you have the change in the 2020 CDM energy savings which basically changes the gross demand for the base year, which is your starting point.  That is one part.

Secondly, is you changed your historical CDM values which changes the models, which basically changes the forecast you produced.  And the third is at the transmission level, you made a reduction to the other adjustments for transmission due to a decline in the economic outlook.

Have I got it roughly correct in terms of what are the three sources of variances, or reasons for change between the two forecasts?

MR. ALAGHEBAND:  If you go to CME 23, O-CME-23.  The question that CME asked is, apart from CDM -- which was the major reason, you know, that we operated that calculation 

-- what other options did you consider, and some of that you just mentioned, you know, and there were some other ones.  For example, we added -- increased the -- increased this load for distribution to direct customers because, based on the industry analysis, we were observing more, you know, potential in that area compared to what we had in the original application.  So we took that into account in the forecast.

MR. HARPER:  But, no, I was talking -- VECC 156 was dealing with the transmission level load forecast, not the distribution level load forecast.

So at the transmission level, you know, you updated the CDM, but in the other adjustments you basically reduced the other adjustments because, in your view, there was a decline in the economic outlook relative to what there was at the time you filed the original application.  Am I correct in that, at the transmission level?

MR. ALAGHEBAND:  At the transmission level we needed that downward adjustment basically because of the matter of principle.

There are, you know, there are very, you know, you might say that, you know, pessimistic views right now in the business news.  People are predicting -- some are predicting a recession, in view of rising inflation, rising interest rates that reduces the demand in the economy and therefore load, and in view of all of this -- other events happening, like, you know, the supply-chain constraints.

So then there is -- under this situation we find it difficult to continue saying that Hydro One, you know, is optimistic.  Okay?  So that was the idea.  They're saying, okay, we have to remove this statement somehow, because these are -- these statements are going to be public, and then people see that -- they may say that, you know, we are not realistic, and that may affect our credibility of our forecast.

That amount of adjustment was very minimal.  Actually, over the -- first of all, it was not cumulative.  It was each year separately deducted.  Plus the average value of these deductions were less than, say, around -- around 42 megawatt compared to 20,000 megawatt provincial peak.  So they are not really very significant.  And it was just -- you know, so the deduction was just a matter of principle.

MR. HARPER:  Actually, I was going to refer to another IR, but I think my issue is covered off in CME 23, which is on the screen right now, so maybe we'll stay with that.

And I think you mentioned the fact that at the distribution level you did update or increase your load forecast for your direct customers, which are part of your ST class in the updated load forecast?  Am I correct?

MR. ALAGHEBAND:  That is correct.

MR. HARPER:  And can you tell me, what was the main driver behind deciding you should -- you know, you made reference to sort of an industrial analysis and other things, but what was the main driver as leading to a higher forecast now for those direct investor customers at the time you made the original application?

MR. ALAGHEBAND:  The main driver was basically, as I mentioned, we are doing the (inaudible) analysis.  We are doing the some monitoring.  So we are looking at different industries across Ontario on a continuous basis.  We look at business news coming out, and all of those things point out that our distribution -- Dx direct customers may have a greater potential in the coming years.  And to have an unbiassed forecast to the benefit of our customers, we increased the load, for those, the forecast for those customers.  This was, again, kind of, you know, change that we would have done on a -- when we are doing our own forecast, but, you know, this was an opportunity to implement that.

If we were not going to change CDM, we would have not -- we wouldn't have applied for that increase, you know, or decrease in the Tx separately.  We wouldn't -- there was not enough reason to do that.  But when we saw it, we took that into account.

MR. HARPER:  Okay, fine.  I guess what I was struggling with was, you know, not only do you have your direct customers in your distribution service territory, you have other commercial customers, you have other industrial customers.

What I was struggling with was whether the same underlying drivers that lead to more optimism for your direct customers would not have similarly sort of led to thoughts that perhaps the load forecast for those customer classes within your distribution service territory should have increased as well for similar reasons.

Can you comment on that, as to why it wouldn't be reasonable to assume there would be increases for other types of industrial customers and, you know -- or maybe a bit smaller than your direct customers, but still there's sort of -- and there's industrial customers all the same in your distribution service territory.

MR. ALAGHEBAND:  This is, you know, to -- if you're going to go by all the customers, then we have to take account of all of the macroeconomic news that is coming in, and those general news were actually going down, as I mentioned, you know, so it wasn't basic reason to have to correct for or to, you know, revise the forecast for other groups in the distribution system.  For the reason that -- as I mentioned, the reason that we looked at the direct -- we increased the forecast for our direct customers was basically based on our industrial analysis and business news that we were hearing.  So we noticed these customers have more potential for load and we have a numbers forecast -- to increase the forecast.

For other groups it is very difficult basically to do so, because we have to rely more on aggregate economic news, which are, you know, on the pessimistic side, actually.

MR. HARPER:  Okay, fine.  Thank you.  I think that is enough on the load forecast side.

I would like to turn now to the deferred transmission revenue, and maybe if we could turn up your Exhibit O, tab 1, Schedule 4, page 8.

Here there is table 1 on that page.  Thank you.

Now, in the original -- let's just focus on 2023.  In the original application you provided a breakdown of the transmission revenue requirement for 2023 into the three rate pools, network, line connection, and transformation connection.

Are you able to do a similar thing for the updated 2023 transmission revenue document you have here, 18,949.3?

MR. VETSIS:  Can I take you to SEC 252?  And on the beginning there, part B.

MR. HARPER:  Right.  Okay.  Okay.  Okay.  I'm sorry, I must have missed that, I apologize, Mr. Vetsis.

MR. VETSIS:  No worries.

MR. HARPER:  And quickly, if I was to look at the proportions for network line connection, transmission connection here for 2023, as opposed to those in your original application, would the proportions be the same or would they have changed?

MR. VETSIS:  The proportions should be consistent with the pre-filed application.  We didn't do a rerun -- a bottom-up cost allocation for the update.

MR. HARPER:  Well, actually, that is what my question had been when I asked you, was -- when you were able to break it down, had you provided -- had you undertaken an actual cost allocation breakdown of the updated transmission revenue requirement.  I guess what your answer is, no, you haven't done that.

MR. VETSIS:  No.  And I think, given the nature of the update on the cost side, as you know, like, the way the inflationary update was applied, it is sort of, you know, a proportional increase across all of the pools.

And so as a result we didn't expect there would be -- given that this was all proportional, we didn't expect that there would be a material change in the outcome and relied on all of the work that had been done in the pre-filed.

MR. HARPER:  Actually, it is a proportional change only in the OM&A and in the additional capital that is being added.  It isn't a proportional change to the existing capital because that's not been affected by your inflation update.  The existing rate base isn't affected by your inflationary update.  Am I correct?

Like your capital spend at the end of, you know, up to the end of 2019 or 2020, that isn't affected at all.  And those rate base values and depreciation values aren't affected at all by your update.  Correct?

MR. VETSIS:  Correct.  Again, however, we wouldn't expect, you know, that would make up the majority of the rate base I would expect.  So even with the proportional update to the forecast costs, we wouldn't expect a material change in the output of the process.  And so we relied on the proportions that were determined in the pre-filed evidence.

MR. HARPER:  Okay.  I guess when you come to doing your -- when you come to doing the draft rate order for 2023 and you will have a -- you will have an updated -- I guess an updated approved revenue requirement and then you will have an updated as filed revenue requirement, I guess, based on the Board's decision and, you know, will you be doing a cost allocation update for the approved revenue requirement?

Like that's the one with the updated inflation factors and all of that.  Will you be doing an updated cost allocation for that between the three revenue pools?

MR. VETSIS:  Subject to check, Mr. Harper, typically I think at the DRO stage on the transmission side, we don't rerun a full bottom-up at the time of the DRO.  We just use the existing proportions.

But I can check that sort of after the break and confirm first thing tomorrow morning.  But I wouldn't expect that we would do a bottom-up on the transmission side.

MR. HARPER:  So you would just be using the same proportions as your initial application?

MR. VETSIS:  Correct.

MR. HARPER:  Okay, fine.  And when you are setting your transmission rates going forward, as I understand it, you know, in each year you will be updating the as-approved revenue requirement for the new Board-approved inflation factors, subtracting off your deferred revenues for inflation, and the deferred revenue for the load forecast update and coming up with a with a new revenue requirement and setting rates for each of those test years.

You will then just be applying those same proportions from the initial application to come up with the revenue requirements for the network pool, line connection pool, and the transformation connection pool.  Would that be correct?

MR. VETSIS:  That's correct, those proportions that are maintained through the test period.  I think that is consistent with our last application.

MR. HARPER:  Fine.  I just wanted to understand how this all worked through to the rates at the end of the day.

MR. VETSIS:  Yes.

MR. HARPER:  So you won't be able to -- you wouldn't be able to in any way provide a breakdown of the deferred revenue requirement on a first principles basis, the deferred revenue requirement due to the inflation update into the three pools?

MR. VETSIS:  I think, Bill, are you talking about kind of what the approach would be at the time of disposition?  Because I think that would be something I would expect would be, you know, the specifics would be ironed out in the next application.

MR. HARPER:  I guess what I was wondering about was what information will be available from this application at the time of disposition, so we know -- so we know what ways it can possibly done, if I can put it that way.

I'm sorry, because it seems to me when you come to Disposition, what you probably want to be doing is disposing of it to, you know, allocating it back, assigning it to those network pools in a way they benefited from it when you were setting the rates during the test period.  So I guess I was just wondering what --


MR. VETSIS:  Every year we would have the -- you know, we would have the total Hydro One revenue requirement and the revenue requirement split by rate pool as part of each UTR.

And certainly we would have that historical information if you wanted to use those proportions.

Again, those are details that we would largely sort out in the future in terms of the specifics of disposition, but you would continue to have visibility throughout the period.

MR. HARPER:  Okay.  If you just give me a minute, I think you managed to answer a few of my questions here.

If I can go over to -- turn to the distribution side now.  And I think if you go to SEC 252 (b) --


MR. VETSIS:  This may be a bit of a lengthy one.  Do you have a more specific page reference?

MR. HARPER:  I was just wondering here, here you provided the results of your 2023 cost allocation assuming the deferral proposal had been denied, both the inflation adjustment deferral proposal and the load forecast adjustment, you know, deferral had been denied and you provided a cost allocation based on that.

That's in one of the attachments to the SEC response.  What I was wondering was had you done a cost allocation and rate design and bill impact analysis assuming the inflation deferral proposal was accepted, but the load forecast update proposal was denied?

MR. VETSIS:  So you're saying have we run a CAM with the full revenue requirement, but the old load forecast?

MR. HARPER:  Yes.  Assuming your load forecast adjustment -- you know, because what you did here with the full new revenue requirement assuming your inflation adjustment was accepted.  But with the old load forecast, assuming the Board denied your, you know, your adjustment for the you know, your deferral for the load forecast.

So you would be using the updated load forecast, you know.

MR. VETSIS:  Subject to check, I don't believe that we did.  However, I wonder, Bill, at what value would such a scenario provide.  At the end of the day we are providing you with an updated load forecast which reflects the most current assumptions of, you know, billing determinants on a per rate class basis.

Ultimately, that is what the OEB's going to be approving as part of this proceeding.

And so I think from a cost allocation perspective, what we're proposing is that would be the forecast that would form the basis of our cost allocation exercise.  So I would ask why we would run a cost allocation with a load forecast that we are not technically seeking approval of.

MR. HARPER:  I guess you would have to do that at the DRO stage, if the Board denied your deferral, would you not?

MR. VETSIS:  No.  I mean, they may deny our proposal for deferring certain portions of the revenue requirement.  But the expectation is they would still approve a final load forecast, ideally the load forecast that is filed before the OEB now.

So the final CAM that we would do at DRO would be the final load forecast that is approved by the OEB.

MR. HARPER:  The only reason I was asking is it seemed to me that in Staff 392, you did the reverse.  You filed something based on the as-filed revenue requirement, but the updated billing determinant.  So you did the reverse in Staff 392 with, you know, with one in and one out, but not the other way around.  That is the only reason I was asking.

MR. VETSIS:  Again, subject to check, Bill, I can go take a look.  But I don't believe that we had done the specific scenario you have requested.

MR. HARPER:  Okay, fine.  I will check my notes.

MR. VETSIS:  I think just from a principle basis, I think the billing, the load forecast obviously is an important input to the cost allocation process.  So you know, when we're allocating costs between the classes, what you are seeing here with the two scenarios is essentially allocating the costs based on our expectations of load.  So we are apportioning it based on what we expect from a revenue perspective.

MR. HARPER:  I think you have explained how you are going to set the distribution rates for 2023 and that is you are going to -- you will update the revenue requirement for the, you know, for the Board for a decision and your inflation factors, cost of capital, and at the time the DRO, you will run that through your -- with the updated load forecast, you will run that through your cost allocation model.  You will come up with a set of rates.  You will then reduce those rates to account for the revenue that is sort of, you know, that you are foregoing due to the deferral of the inflation update and the deferral of the load forecast update, and you just basically apply that same percentage reduction to all of the rates and all of the classes.

I think that is my understanding of what you are -- of what you explained is how you would be setting the rates for 2023.  Am I correct?

MR. VETSIS:  I think so.  We outlined it in response to VECC 164, if Julie wants to bring that up.  And I think if you are looking specifically at part A-3, where we talk about the deduction to the deferred revenues, you know, for just an illustrative example, in our response to 392 I believe we gave a rate design sheet where we backed out just the load portion.

So that rate design sheet would give you an idea of how part 3 here would work.

MR. HARPER:  What I was curious about was -- sorry, I think I understand how 2023 works.  I was trying to go forward and think about 2024 to 2027.

And if we go to maybe Staff 390, on page 4.  Here you give an example, using 2024 as an example, as how you would come up with the revenue requirement that you would use for rate-setting purposes, you know, you know, given the fact that the inflation factor approved by the Board might be slightly different than what, you know, than what you have got in your current forecast.

You would derive a total revenue requirement.  Take off the external revenues.  Reduce the -- reduce that amount by your deferred revenues to come up with, I guess, the G, which is the revenue requirement you are going to use for rate-setting purposes.  Correct?

MR. VETSIS:  Yes.  Correct.  This shows how we would determine the rates --


MR. HARPER:  Now, I guess what I was -- after you come up with that, I guess, you know, in the original application -- you don't have to turn it up unless you want to, Mr. Vetsis, in Exhibit L, tab 2, Schedule 1, attachment 1 -- you had set out the methodology as to how in future years you are going to derive the distribution rates, you know, given the updated revenue requirement.

And I guess I was curious as to whether in this particular case now whether you would be applying that methodology you set out in Exhibit L to the -- to, say, line C, and then making a proportional adjustment down like you did for 2023 to account for the, you know, for the deferred amounts or whether you would be applying that methodology to line G.

MR. VETSIS:  I think, Mr. Harper, the methodology in L, like, holds valid, largely.  I think the only tweak is that item 3, which is the deduction for the deferred revenues, and I think if I -- if you give me a second here and we go to Staff 392.  And that would be attachment 1.  I didn't bring my reading glasses, so I will do my best here with the sheets, but largely what you are looking at here -- this is an example of a rate design sheet that I talked about before.

If you kind of take through, you know, after we walk through the steps, Bill, they're all the same as the pre-filed application.  The only real addition here comes at basically the difference in revenue-requirement line, the reduction that you see in sort of that column labelled M, H minus L.

So we basically we run through the same revenue-to-cost ratio adjustments we always would have all using the same process we would have, and then at the end when we have the relative share of revenue requirement per class we would then apportion the deferred revenue in the same manner consistent with what we have outlined in the interrogatory that we discussed before.

MR. HARPER:  Right.  So basically, if I understand it correctly then, for the subsequent years -- like, you have got here, this is 2023 -- for 2024 or 2025 or any of the future years, you would take the revenue requirement, the revenue requirement -- I am trying to put this in my own words so I make sure I understand it -- the revenue requirement before any of the deductions for deferrals, and that would be what you would run through this process on.  And then you would apply the percentage, you would come up with class allocations and rates, and then you would apply the same percentage reduction to all of those to account for the deferrals.  Is that correct?

MR. VETSIS:  That sounds about right.

MR. HARPER:  Okay, fine.  I just wanted to make sure I understood which way it was being done.

And I think, actually, those are all of my questions.  I would like to thank you very much for your patience and for answering them.  Thank you very much.

MR. VETSIS:  Thanks, Bill.

MR. SIDLOFSKY:  Okay.  With that we are actually slightly ahead of schedule.  So why don't we call it a day today, and we will start at 9:30 tomorrow with Anwaatin and DRC.  Lisa, are you going to be combining those again, if you are on the line?

MS. DeMARCO:  We hope to.  They seem to flow neatly from one into the other.  There is just one little add-on we have for DRC, so it should be fairly doable, and I suspect it might be Nick Daube who is attending for us.

MR. SIDLOFSKY:  Okay.  So we will adjourn until 9:30 tomorrow.  Thanks very much, everybody.

MS. DeMARCO:  Thank you so much.

MR. KEIZER:  Thanks, now.  Bye-bye.
--- Whereupon the hearing adjourned at 4:29 p.m., to continue June 1st, 2022 at 9:30 a.m.
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