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Thursday, October 17, 2024
--- On commencing at 9:34 a.m.


MR. JANIGAN:  Please be seated.  Good morning.  We are here today to review and to consider for approval the settlement proposal filed with the Ontario Energy Board by the applicant, Toronto Hydro, in the custom rate application in this proceeding.  My name is Michael Janigan, and I am the presiding commissioner.  With me on my right is Commissioner Anthony Zlahtic, and Commissioner Allison Duff is on my left.  

Before we provide the land acknowledgement, I will speak briefly on the Panel's request for a presentation day today.  In general terms, the Panel has been favourably disposed to the settlement proposal and commend all parties for their efforts in arriving at that proposal.  

The focus of our attention today is on the implementation of the proposal and the subsequent steps in the regulatory process to ensure that its intent and expected outcomes will be achieved.  Our goal in so doing is to achieve clarity and not to present a challenge to the overall expected results of the framework of the proposed settlement.  By so doing, interested parties will benefit in future relevant proceedings, we believe.  

Can we please have the land acknowledgement.
Land Acknowledgement


MS. ING:  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 Anishinaabeg, the Chippewa, the Haudenosaunee, and the Wendat peoples.  This area is now home to many diverse First Nations, Inuit, and Métis peoples.  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.  Thank you.


MR. JANIGAN:  Thank you.  Can I now have appearances.  I don't know what order.  We will start with Toronto Hydro.

Appearances


MR. KEIZER:  Charles Keizer, counsel for Toronto Hydro.  With me is Ms. Amanda Klein, who is here as an employee but not as legal counsel.


MR. JANIGAN:  Okay.


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


MR. LI:  Good morning.  Clement Li, representing Building Owners and Managers Association.


MR. MURRAY:  Good morning, Lawren Murray, counsel to OEB Staff, and with me from OEB Staff are Thomas Eminowicz, Margaret DeFazio, Donald Lau, and Dana Wong.


MR. JANIGAN:  Online, can we also have appearances.


MR. BROPHY:  Good morning.  Michael Brophy, on behalf of Pollution Probe.


MR. GLUCK:  Lawrie Gluck, on behalf of Consumers Council of Canada.


MR. LADANYI:  Tom Ladanyi, on behalf of Coalition of Concerned Manufacturers and Businesses of Canada and Energy Probe Research Foundation.


MR. GARNER:  Mark Garner, on behalf of Vulnerable Energy Consumers Coalition.
MS. GRICE:  Shelley Grice, on behalf of the Association of Major Power Consumers in Ontario.


MR. JANIGAN:  Have I missed anyone?  Okay.  Well, today we expect that the first item up will be Toronto Hydro's presentation.  Mr. Keizer, would you present your panel.


MR. KEIZER:  Yes, Mr. Chair.  If I could ask the panel just to introduce themselves by name and title, starting first with Mr. Higgins.


MR. HIGGINS:  Sure.  Good morning, panel.  My name is Matthew Higgins, director of integrating planning and modernization at Toronto Hydro.


MR. ZENI:  Good morning, panel.  My name is Federico Zeni, director of finance and controller at Toronto Hydro.

MS. COBAN:  Good morning, panel.  My name is Daliana Coban.  I am the director of regulatory applications and business support at Toronto Hydro.

MS. DOLZHENKOVA:  Hi, my name is Ekaterina Dolzhenkova.  I am regulatory analytics senior manager.

TORONTO HYDRO-ELECTRIC SYSTEM - PANEL 1

Matthew Higgins

Federico Zena

Daliana Coban

Ekatarina Dolzhenkova

MR. KEIZER:  Mr. Chair, we filed I believe at the end last week responses in writing to the questions that were posed in the procedural order.  We did not have necessarily, like, a formal slide presentation or anything like that today because we had filed fairly detailed responses to each of those individual questions.  But Ms. Coban does have some introductory remarks about what was filed in response to those questions in the procedural order.  And then, obviously, the panel would be then available for any questions or clarifications that may be required.


MR. JANIGAN:  Thank you very much.  Would you proceed, Ms. Coban.
Presentation by Ms. Coban


MS. COBAN:  Good morning.  Thank you for the opportunity to appear before you today to address the topics that were identified in procedural order Number 9.  As Mr. Keizer said, we did take the time to set out in writing our responses to those submissions so that parties would have the opportunity to review them in advance, and we hope that that was helpful to the Board and to the parties. 

I thought what I would do today, just by way of a quick introduction and recap, as a way to set the table for any follow-up questions that you may have, is just go through the main points in our submission in a very brief way.  I only expect to be about five minutes long and then turn it over to you to ask any questions that you may have. 

I will note that all of my colleagues sitting up here with me today did participate in the settlement conference and have expertise in the areas that you noted in Procedural Order No. 9, so we should be able to deal with the questions that you have as a follow-up.  And then I also want to, just before we dive into the substance, just take a quick moment, if I can, to express our appreciation and gratitude to our settlement facilitator, Ken Rosenberg, for skilfully guiding us through that complex negotiation.  

I also just wanted to say thank you to OEB Staff and the 11 parties that participated for their collaboration, their patience, and their hard work through that process.  And, in that regard, I also want to acknowledge Mark Rubenstein from School Energy Coalition for his leadership of the intervenors during the settlement conference.


MR. JANIGAN:  So noted.

MS. COBAN:  So turning to the substance, there were really three areas set out in Procedural Order No. 9, so what I propose to do is just very quickly go through each one and give you kind of the main takeaway from our submission. 

So, on the first topic of annual capital reporting, you had asked us if we would be open to filing some additional information as part of our annual processes.  In particular, you asked for an annual variance analysis that compares our actual capital expenditures and in-service additions with the amounts that were filed as part of the settlement proposal in Tables 8 and 9, and Tables 20 and 21.  You also asked if we can file every year our prospective budgets for the upcoming year in a format that's consistent with OEB Appendix 2AA, which is a capital program view of the capital plan.  

The short answer is yes.  Typically, we provide this information as part of our rebasing, and, in Exhibit E-4 of the Distribution System Plan, we do a detailed reconciliation of our historicals and our forecast, but we can certainly include this information with our annual reporting requirements if the OEB would find that helpful.  

We do believe that filing this information as part of our reporting framework is going to be the best approach, because that information will then be publicly available on our website so any interested parties can have access to that information, including members of the public. 

On the second topic, you asked a few questions or wanted to understand better how the implementation of the custom rate framework would work in our annual rate update applications and, in particular, the implementation of the custom revenue cap index. 

So what we did in section 3 of our submission is identified a bulleted list of key pieces of information that we would bring forward in the annual applications to support the implementation of the custom index.  And, as you'll note from that list, all of the inputs that would be worked through in the annual update process to get us to the rates for the upcoming year, all of those inputs except the inflation factor, which is set annually by the OEB, are determined in this application and are outlined in the settlement proposal.  So what we are looking to do is to apply those inputs to get to the rates.  

On the third topic of new deferral and variance accounts -- this is addressed in section 4 of the submission -- we did note that there is a commitment already as part of the settlement proposal, to disclose the balances in the revenue variance account and in the demand-related capital variance account each year as part of either annual reporting or the annual rate application.  And we also note that, if the OEB would like us to disclose additional balances -- in particular, I think PO9 highlighted the non-buyers account and the cloud solution accounts as two additional accounts that are of interest -- we would be happy to include that information as part of annual reporting, as well, to file the balances in those accounts, as well. Within this third topic there were some questions around the impact of a high electrification scenario on the two accounts, the revenue and variance account and the demand related capital variance account.  So, we filed with our submissions some comments around how we would see these two accounts working together in that higher electrification scenario.  

In the scenario, as you can imagine, we may find ourselves in a position of having to make incremental grid infrastructure investments to support accelerated electrification of homes and businesses in the City of Toronto.  And the cost of those additional investments and certain eligible programs that are part of the demand related capital variance account, they would be tracked in that account and would be brought forward for review and disposition in our next rebasing application.  

But what I want to highlight in that regard is that disposition of those costs is subject to what the parties have agreed to is a 15 percent deadband that applies to the disposition of those costs, and what that really means in real terms is that Toronto Hydro has to self-fund approximately $24 million of revenue requirement before we are able to clear or ask for disposition of any additional amounts.  

So, that deadband operates as a way to, you know, shift some additional risk on to the utility and require the utility to self-fund a portion of those costs before incremental rate recovery is available.

In this high electrification scenario we could also see incremental revenues as a result of increasing loads and if that is the case, the asymmetrical revenue variance account, the other mechanism that we have to support with energy transition, it kicks in to capture those incremental net revenues and credit them back to customers, and that credit we propose to take place on an interim basis during this rate period so that customers can get the benefit as soon as reasonably possible, and then in the rebasing we would be looking to finalize, to have a final disposition of those balances and give the parties an opportunity to review those balances.

So in a nutshell, that, I think, covers all of the main points in our submission, I hope that was helpful and we are here to answer any questions that you have.
Questions by the Board


MR. JANIGAN:  Thank you very much, Ms. Coban.  I will turn to Commissioner Zlahtic to ask his questions.

MR. ZLAHTIC:  Good morning, panel.  In the OEB Staff submission one of the things they flagged is that due to the programmatic nature of Toronto Hydro's distribution system plan from the custom IR term that ends in 2024, that it cannot ascertain if the scope and volumes of work from the previous DSP that the OEB approved had been achieved with the expenditures made -- and, sorry, and I am paraphrasing from their submission, and they went further on to say that due to this programmatic nature of the DSP, OEB Staff can't comment on the reasonableness of Toronto Hydro's changes to its capital plans in reaction to changing circumstances over the historical period.  And notwithstanding their comments, Staff and the parties to the settlement appear to be unsatisfied with the 2025 opening fixed assets and presumably the opening 2025 rate base.  And, you know, having some industry experience I recognize that Toronto Hydro's annual capital plan will likely undergo changes through the 2025 to 2029 period, and as it did in the prior period.

So, in part the genesis from my perspective in wanting presentation day today was to get some clarification on the information that Toronto Hydro is able to provide prior to your next rebasing application and to provide the OEB and interested parties with greater visibility on its capital expenditures during the 2025 to 2029 rebasing term, as opposed to waiting until Toronto Hydro's next rebasing.  And, Ms. Coban, I mean, you have addressed that in your opening statement, and as well as in your submission, but I just wanted to give you some background as to why we are here today.

So, on page 2 of your submission that you made last Friday, you talk about being able to provide variance analysis and I think what would be helpful to the OEB and interested parties would be if, included in those variance analysis, just as in the spreadsheet of numbers, but that there would be a narrative explaining the category of expenditure and the nature of the variances.  And is that something that Toronto Hydro would be able to provide?

MS. COBAN:  Yes, that is how we think about the variance analysis, as being both supported by the numbers that help you understand the magnitude of those variances and as well as narrative that explain the variances, similar to, you know, what we would provide in the rebasing, but understanding that you're looking to have that information as part of the annual reporting.

MR. ZLAHTIC:  So, I mean, outlined in the settlement is a, you know, capital envelope going forward till 2029, and then within that, in the narrative we just talked about, is also any explanation provide how changing priorities within Toronto Hydro's caused a reallocation of capital would be helpful.  And the whole thing, the concern -- the concern that I have is I don't know if I will be around here for your next rebasing  application, but I pity the poor panel and interested parties after four or five years going through massive variance analysis year by year, and determining prudence of capital expenditures over the prior period.  In other words, what I would really like to avoid is what in my preamble what Staff flagged in their submission on the settlement.

And I just have one more question and these can be pretty easy. On page 2 of the settlement presentation submission Toronto Hydro states:
"For reasons of efficiency and transparency to all interested parties, Toronto Hydro would prefer to provide this information within an existing process." 

Can you elaborate on what that existing process is?

MS. COBAN:  Yes.  So, that existing process is the annual reporting commitments that form part of Appendix A, which will be uploaded to our website along the electricity distributor scorecard and that reporting process that is already in place today.  That information would be, you know, be publicly accessible to the parties and anybody else that's interested in it.

MR. ZLAHTIC:  Okay.  Just one more question.  Actually I think you already answered my next question.  Thank you.  Thank you very much.

MR. JANIGAN:  Thank you.  Commissioner Duff has some questions.

MS. DUFF:  Thank you.  I have two areas of questions, the  first one is just to talk about the settlement in general.  And what I can summarize the context.  We met here May 22nd, we talked about the needs behind Toronto Hydro's proposals that were included in the application.  The settlement has some changes, some of your proposals were accepted and some were not.  

So, I really want to go back to some of your original reasons for the proposals that you made or the circumstances in which Toronto Hydro finds itself in just to make sure that everything is still being addressed; okay?  That's the context.

And, in short, you're asking us to approve a new remuneration for Toronto Hydro, I mean this is different.  It's not a price cap IR, it's like there's a revenue growth variance -- there's a revenue growth factor, there's where we focus on the revenue requirement changes, there is some new DVAs, and in doing that what I am trying to understand is why now and why Toronto Hydro?  Because we don't apply those formulas or DVAs to other utilities.  So, I assume there's some unique aspects and I believe, and I didn't want to read between the lines, that when I go back to KP1.1, which we filed and we talked about then, just what are some of the circumstances that Toronto Hydro finds itself in?  And, Mr. Higgins, I wouldn't be surprised if you'll need to chime in on some of these things as well, so heads-up.

And do you have it in front of you or could somebody put it up on the -- and I will start with page 4.  On page 4 you talked about there's regulatory evolution, that it had -- there was a time now -- and the very first thing you talk about is uncertainty with net-zero.  So, I assume that's still -- this is the first page of your presentation, this is like priority number one.  I didn't want to read between the lines, but is that still the case, and do you feel that your settlement addresses those challenges?

MS. COBAN:  The short answer is, yes, that is one of the primary challenges that is at the heart of this application, given what is happening in our service territory and the priorities of our customers around decarbonization and the priorities of the City of Toronto in that regard.  But those factors also have a high degree of uncertainty related to them, for reasons which we talked about at the evidence day presentation.

So part of the settlement, as I noted in my opening remarks, there are mechanisms like the revenue variance account and the demand-related capital variance account, which are there to deal with that uncertainty and to allow us to respond to that uncertainty as conditions manifest over this next five-year period.

The other thing I will note with respect to that priority that underlies the uncertainty, which is really being able to support electrification, decarbonization in the City of Toronto, is that there is a commitment as part of the settlement in appendix A that this plan is suited to enabling and supporting those objectives within our service territory.

So there is an affirmation of the importance of that objective as part of the settlement, and then there are specific mechanisms, tools, that the parties have agreed to, to manage the uncertainty challenge.

MS. DUFF:  People have thrown around the words, "energy transition."  I mean, I don't know that it's well defined, or electrification -- obviously, the government has changed the name of its ministry to include that.

But let's, if I could just go through specific pages, instead of just using these very broad terms, just specifically the challenges that you face and how this settlement addresses them for Toronto Hydro.  So just bear with me.

So we first went to page 4; if we could now advance to page 8?  So this was your funding needs, the need for a custom rate formula where the revenue cap replaces the price cap.  And the focus on the revenue and the need for that, could you just perhaps summarize the need to make that change now?

MS. COBAN:  Certainly.  So there were really, I would say, two main drivers behind the shift from a price cap to a revenue cap that we talked about at the evidence day.

The first was the revenue growth factor and looking at that growth factor as accommodating increases in both capital and operational expenditures over the period, whereas in our traditional price cap, you know, we would be looking at an inflationary increase on our operational expenditures, and we had the custom fact, C Factor we called it, that enabled us to fund additional capital under this, the prior mechanism.

So the revenue growth factor was a way to kind of expand that funding formula, if I can call it that, to enable investments in both capital and OM&A.

And with the settlement proposal, we did maintain that.  As you saw, we took a slightly different approach to the OM&A, looking at it more as an index base escalator rather than a forecast escalator.  But we still reconciled all of those needs within the revenue growth factor.

The other reason for moving from a price cap to a revenue cap was how we were looking at the impact of growth.  And we talked about this transition from the growth factor in our previous framework, which was really a top-level factor, to getting more granular about taking into account the impact of growth and billing determinants at a rate class level.

So the revenue cap allows us to do that in a more granular way than the price cap did, and those were really the two primary reasons behind the shift.

MS. DUFF:  That's very responsive to my question; I appreciate that.

If we could then go to page 10?  You just briefly talked about demand uncertainties, a need for some flexible mechanisms.  Actually, I don't really think I have any questions on that -- oh, that the demand-related variance account, so this is the aspect, this is the reason that you have come up with the DVA proposal.  And that basically did stay as part of the settlement proposals.  Agreed?


MS. COBAN:  There were some modifications.

MS. DUFF:  Fair enough.

MS. COBAN:  But, in principle, yes.  And I think in substance, you know, we got most of the way there.  There were some programs that ultimately were not included in this account, namely the load demand program on the capital side.

MS. DUFF:  But if you had to characterize the capital programs that are included in that demand related, are they -- how would you characterize them?  Are they externally focused, are they electrification focused?  How would you describe it?

MS. COBAN:  They are all programs that when we came to you at the evidence day we grouped together under that growth bucket of our plan that is really demand driven, with the exception of load demand.  So that is a program that is demand driven.  It is there to enable growth but, you know, the parties agreed not to include that particular program in this mechanism.

I might ask Mr. Higgins if he has anything else to add in terms of these particular programs and how they are suited towards enabling electrification, supporting those goals.

MR. HIGGINS:  I mean, I will reiterate what Ms. Coban said:  These were all sort of underneath that category of growth.  And they do address growth over different time horizons and in different ways, and so they all have their own sort of unique challenges with respect to variability and uncertainty.

You know, the largest of these being the customer connections program, which has proven in even just recent years to be very volatile -- in response to different drivers.  And we expect that to be the case going forward.

We also have a number of programs that are responsive to DER demand growth as well, in this area.  And so it's sort of a package of everything that goes under that growth and electrification category.

MS. DUFF:  And within your rate setting formula, there are mechanisms to recover the capital that you envision.  But then there is almost this extra, I would call it, through your DVAs.  That will capture some of this uncertainty, if it materializes.  That is the balance that I am trying to understand.

What still goes into your revenue requirement in terms of, I don't know, business as usual, or that is going to be pretty much guaranteed with your -- if the custom IR is approved through the settlement.

And then there is this extra through the DVAs.  And that is kind of, using two regulatory mechanisms to address, perhaps, the risk, and if you would agree with that statement or not?  I would appreciate your input.

MS. COBAN:  So what I would say is that what goes into the base revenue requirement is the best information that we have available today about the needs with respect to growth on our system.  And that's underpinned by, you know, the system peak demand forecast, the customer connections forecast, the various, you know, analytical pieces of information that we put forward in the distribution system plan.  And that continues to be the best information that we have available in terms of what those needs are going to be.

But when we also look at what's happening in the environment around us due to changes in policy, changes in technology, and how rapidly technology is advancing, changes in consumer behaviour with respect to the adoption of new technologies and how the policy environment either accelerates or decelerates that consumer uptake, we know that it could change over this five-year period, as we are at the very beginning of this, you know, kind of new era of transition and decarbonization and fuel switching.

So the mechanism, the variance account is there to kind of, as a check and balance, against the base forecast to ensure that we have the ability to adapt if conditions on the ground with respect to the uptake of these technologies change.

And, you know, the thing I will say is that it acts in both ways.  Right?  It also enables us to make additional investments in the eligible programs but, to the extent that the pace of transition decelerates because of, you know, various factors outside of our control, it protects customers in giving back, you know, if we end up spending less in these programs below that deadband, in giving back that revenue requirement.

MS. DUFF:  I did note, looking at the page on our screen -- so the demand related variance account, the capital one, it is still symmetrical.  It is the revenue variance account that is -- and we are going to get to that in a second -- but so that, it's that symmetrical nature, with the 15 percent deadband, that is what you're referring to?

MS. COBAN:  That's right.

MS. DUFF:  Okay.  If we could just then go to page -- my eyesight, is it -- 18, you talked about peak demand forecast.  It's not just the volume of electricity through electrification; it's also your peak demand.  And perhaps we could talk about some of the unique characteristics, perhaps, of Toronto Hydro and some of the things that you're facing.  So on this, on the left-hand side, are these demand drivers.  Are there any unique aspects with Toronto Hydro that you find -- well, obviously you are only thinking about your own utility.  I don't mean to be -- but do you find, like electrified transit, is that something obviously unique to Toronto that perhaps another utility would not find as a demand driver?

MR. HIGGINS:  I think there would be commonalities in sort of just generally the categories of drivers across different utilities, but I do think we are somewhat unique in the sense of just our specific service territory being the urban centre that it is and the level development that comes with that, both in terms of electrified transit but also even just normal building stock, development, housing in-fill.  We have seen a lot of densification and continue to see a lot of densification, and that happens very rapidly.  I believe Mr. Huntley, when he was giving his presentation back on evidence day, talked about some of the challenges we have in meeting just the condo development growth in the city over the last 10 to 15 years, very large developments that come online very quickly.

Add on top of that the appearance now of data centres, which is an increasingly volatile factor, as well, not necessarily unique to us but a unique emerging driver for the industry I would say.

MS. DUFF:  The magnitude perhaps.

MR. HIGGINS:  The magnitude, yes, exactly.  So I think we have some challenges that are unique in terms of just the nature of our service territory and how quickly these things need to be accommodated within a system that is already sort of very densely configured and has a number of other challenges at the same time.

MS. DUFF:  I think you have touched on a number of the factors on page 28, but I am going to ask if we could turn to that, as well.  You are talking about the grid complexities, your operational challenges again from you presentation of May 22nd -- sorry, 28th?  Yes, that one, right.

So, just as you were mentioning, there are four categories that you identified months ago, and that's what you were talking about right now:  The density, the considerations for Toronto Hydro as an urban provider, your customer base; I think you were even talking about cranes currently operating in Toronto, traffic and road restrictions.

I don't want to read between the lines, but could you -- these include, these add on to what you just mentioned?

MR. HIGGINS:  Yes, that's correct, and, actually, the cranes is a nice way to illustrate what I was sort of saying before around just the pace of development.  There is a crane index that is tracked by a consultant, I think called RLB, that has -- I think Toronto has been at the top of the list of North American cities in terms of number of cranes, buildings essentially above 10 storeys or something like that for a number of years, more than all other buildings -- all other major cities combined, or the next five, I think it is.  So I that is a -- yes, there are a number of different operational challenges that we face, and I think we are layering on top of that these electrification drivers.

We are in a jurisdiction where there is a healthy sort of public interest in net zero and electrification, and that's driving different dimensions of growth and DER adoption.  But there remains just a -- I think the bottom line of this rate application is there remains a lot of uncertainty around those things, and that's really what we are trying to grapple with.

MS. DUFF:  I remember when you were talking about DER adoption, at the time, it was around 30 percent.  What was the number if you can elaborate on that?

I didn't mean to put you in a difficult position.  Has there been a change since May?

MR. HIGGINS:  I don't have those figures at hand.  Directionally, the growth rate is similar, and we are seeing an increase now in the number of applications, so it continues along the same trajectory.

MS. DUFF:  Thank you.  So my original question was:  Why Toronto Hydro and why now to change your remuneration?  I took you through a few different pages of your presentation, some categories of thinking or elements to consider.

Did I leave out anything?  Is there anything else?  I didn't mean to just highlight those items, but I just want to give you the opportunity to add to it in case there was something that I should consider.  And, if there isn't, that's fine, too.

MS. COBAN:  I did highlight it in the kind of initial explanation of what's behind the shift from a revenue cap -- from a price cap to a revenue cap.  But I will just as a point of emphasis say that, with this custom framework that you have in front of you and the settlement proposal, there is obviously an important focus on capital investment and investments we need to support customers through that electrification journey while maintaining our grid and our general plan.

But there's also the ability to keep up pace with investments that are needed in our operations, with the expansion of the growth factor to enable that and with in particular the non-wires and the cloud solutions accounts, which recognize that expenditures in those two particular areas of our plan will be escalating at a rate that's higher than inflation as we are shifting.  We are looking at new solutions which are now operational solutions rather than capital.  Those mechanisms enable us to fund those operational expenditures along with the RGF.

MS. DUFF:  Okay.  Thank you.  I am going to change topics slightly now.  I will leave that for a bit.  The person who is putting the documents up on the screen, if we could turn to the settlement proposal, itself, and it's page 27 of 57.  I don't know what it is on the PDF.

I want to talk about the two variance accounts, and this is going to be a little painful.  I am going to give you the heads-up.  But I would like to go through the details of this revenue variance account.  There are some words that, in changing from a symmetrical -- an asymmetrical to a symmetrical -- no, no.  What was it?  It was a symmetrical to an asymmetrical.  See, I don't even know.  I just want to make sure I understand how that all works.  And, if I am missing some exhibit or document in the evidence filed to date, please let me know, but I didn't really see it.

So how -- I am going to embarrass myself, but will try to tell you what I understand, and perhaps you can tell me where I am wrong.  So, first of all, you are going to weather-normalize rate classes, each rate class; is that, like, the first step?

MS. DOLZHENKOVA:  That's correct, yes.

MS. DUFF:  Okay.  Now, a residential rate class, they are fully fixed; there is not going to be any weather normalization to that class?

MS. DOLZHENKOVA:  You are absolutely right, yes.

MS. DUFF:  What I didn't understand was:  Are you going to do this, whether it's positive or negative, for every rate class and then see if the total has a total credit net, or were you only going to add rate classes where there was a credit type entry?

MS. DOLZHENKOVA:  It's going to be a total net distribution revenue.

MS. DUFF:  That part's symmetrical.  I have rate class A, in which their revenue is much higher on a weather-normalized basis compared to what the OEB approved, and I have rate Class B, in which the revenue is much lower than what the OEB approved, and those will net out in determining if there's an entry into the RVA; is that correct?

MS. DOLZHENKOVA:  That's correct, yes.

MS. DUFF:  Okay.  And, if the net of that is positive -- there is a credit -- then, you are proposing to dispense or dispose of that balance on an annual basis on an interim basis, and, to support that in your annual filing, you are just going to provide the balance?

Are you going to provide how you got there, like the steps that I just took you through?

What will we see in that annual filing in order to support the justification of a credit to customers?

MS. DOLZHENKOVA:  That's a great question.  I think, as we typically do as we go through any type of rate application annual update, we always provide the supportive information and then we answer any of the questions that the OEB Staff has to ensure that there is enough evidence to understand what underpins those balances, essentially.

MS. DUFF:  Because the way I am looking at it, what could go wrong?  So I have balances, credit balances, I am giving money back to customers.  What I want to avoid is four years later having to claw back that money in some way, I find, oh, we made a mistake in the calculation.  So, there is some responsibility, I think, to at the time even if it's on an interim basis and it's subject to change to make sure I am using the best available information.  I think you would agree with me; right?

MS. DOLZHENKOVA:  Absolutely.

MS. DUFF:  And when I am looking at the type of information, one, there is one document filed as an exhibit in the, I think it was in response to transcript undertaking --


MS. DOLZHENKOVA:  JT4.35, I believe.

MS. DUFF:  That's correct.  And perhaps we can pull that up, it was an appendix and I think SEC had asked a question in 16 originally in IRs, and that kind of evolved into how did you get that number, and how did you get that number, and thank you very much whoever put this in front of us on the screen.

So, this was an example of you had taken the year 2022, but this type of calculation is something that -- is it this type -- let me rephrase my question.  Is this the type of calculation and page that you would see yourself filing as part of your annual rate application?

MS. DOLZHENKOVA:  Certainly, and I think when you look at the example it does provide the historical period, but by the time we get to the 2025, and we will have the actual numbers available.  We will be able to provide that type of information as well, for the classes where it's applicable, yes.

MS. DUFF:  And you are taking into consideration the loss factor, the heating degree days, the cooling degree days, and if we could scroll a bit to the right, the net-net is that for this particular rate class, in this particular year the actual revenues were decreased on a weather normalized basis but it doesn't really provide what the Board approved for that year for that rate class.  Is that correct?  That's what's missing right here?

MS. DOLZHENKOVA:  That's correct.  It just shows the one part of the equation, where we essentially weather normalized the actual, so the other component of it would be the forecasted revenue as approved by the Board which would make up the variance related to the revenue variance account.

MS. DUFF:  And on that last part, where is it that I am -- this panel is approving, for each year, the revenue for each rate class?  Where is that specifically?

MS. DOLZHENKOVA:  So, I think it will consist of two parts, one of it is the billing determinants that underpin the forecasts which are available as part of our Exhibit 3, load and customer forecasts, and part of the settlement component.  

And I think the other change that will take place as we go through every single year, and we are going to get the -- for 2025 they are going to be approved rates, but when it comes to 26 to 29 we will also have the updates to the CRCI framework that will have the latest rates for us to determine what that forecasted revenue will look like.  But essentially all of the factors related to load and customer forecast they are predetermined as part of the settlement proposal.

MS. DUFF:  To rephrase what you just said:  We are approving the inputs into the calculations, we do not have, today, the numbers for -- or the revenue projections for each rate class for these outgoing years; that's correct?

MS. DOLZHENKOVA:  That's correct in a sense of just the only component that still remains outstanding is the latest rate, so we will have the proposed rates but we will update it for inflation factor to get the final rates.

MS. DUFF:  The billing determinants aren't going to change?

MS. DOLZHENKOVA:  No.

MS. DUFF:  It's just the OEB inflation factor for the year?  That's the one outstanding variable?

MS. DOLZHENKOVA:  That's correct, that's right.

MS. DUFF:  Okay, thank you for answering that.  And before we leave this, let's take a scenario that the, these are revenues on the right-hand side, the weather normalized revenue is 121.12.  So, if we found out the OEB-approved revenue for this rate class was 100, what would happen to this rate class?  What would be the entry, generally?

MS. DOLZHENKOVA:  It would be essentially a credit back to the customers, because we forecasted less revenue than what the actual revenues ended up being.

MS. DUFF:  But I don't know that yet, because I don't know the ins and outs of all the rate classes.  Even though this rate class it contributed more -- and this is distribution revenue, we are not talking about consumption of electricity itself, this is just your distribution revenue; correct?

MS. DOLZHENKOVA:  That's right, yes.

MS. DUFF:  And this particular rate class contributed much more than was forecast or OEB approved in this scenario; okay?  And so, it's a potential credit back to customers, but you don't know that yet.  We don't know that based on the individual rate class, because we are going to use a symmetrical netting among all rate classes in order to determine whether the -- I am going to get through this sentence if it kills me -- the RVA net balance is a credit; is that correct?

MS. DOLZHENKOVA:  Yes, at the time when we have the balances available we will look at the total essentially to identify what the net total distribution revenue balance is going to be.

MS. COBAN:  And if I can just offer what I hope is a clarifying comment, is that the intent behind this account is to operate as a check and balance between ratepayers as a group of interests and the utility; right?  The intent was not for us to get down to that reconciliation at the rate class level; right?  It was meant to be a check and balance with respect to the net.

So, I think, you know, you are looking at it at that rate class level, but really what we are looking at is a global mechanism that helps us reconcile between ratepayers' interests and the utility.  So, I hope that's helpful in terms of just the big picture behind the account.

MS. DUFF:  That's fair enough, but I am also about -- I want to make sure people have rational expectations.  No residential customer is ever going to get money back from this account, they can't, they have a fully fixed rate, they will never contribute to it; is that correct?

MS. DOLZHENKOVA:  We will be looking at it on the -- first of all, we do look at both distribution and the customer variances, but we are also going to be looking at it on the net basis.  So, whatever the total revenue net is going to be and if it's in total it's going to be a credit then the balances are  going to be allocated to all of the classes according to their previous weather normalized distribution revenue level.

MS. DUFF:  So, to unparcel what you just said, I am going to have -- for each rate class there is going to be positives and negatives potentially, and if the net is a positive entry to your RVA, all rate classes could share in that, even the rate classes that had negative entries or contributions to the account; is that correct?

MS. DOLZHENKOVA:  That's correct.

MS. DUFF:  Okay.  I didn't understand that until now, so thank you very much.  Sorry that was painful but I needed to be clear.

You did say one thing that I didn't quite understand, what would be the basis for a residential rate class to contribute to this account?  Because I thought distribution rates were fixed for residential?  You mentioned something about customer.

MS. DOLZHENKOVA:  When we talk about distribution we talk about distribution as a whole, so from perspective that includes the two parts of the component which is the customer charges, as well as the distribution volumetric charges.  So, we will be looking at the variance account on both bases.

MS. DUFF:  Okay, thank you.  And you're -- the one unique aspect about Toronto Hydro that we talked about on May 22nd was also condo owners and the rate class that they may not be in a residential rate class, they may be in a different rate class because of the aggregated nature of their meters; is that correct?  They fall into what rate class?

MS. DOLZHENKOVA:  There are various rate classes that would capture some of those buildings, but some would include the competitive sector in residential, as well as the general service classes.

MS. DUFF:  Less than 50?

MS. DOLZHENKOVA:  It would be if we talk about all customers it would be GS above 50 I would say.

MS. DUFF:  As well, okay, thank you, I didn't know that.  All right, that's it for those questions.  I wanted to -- last area, the last area I wanted to talk to you about was the -- on page -- if we can go back to page 27, I am sorry.  The demand related capital account.  I want to talk to you about this a little bit now.

So, if you didn't have this account, in five years from now you would come to the OEB, you would have maybe spent money and invested in capital that exceeded what was intended at the time, in 2024.  You would have accrued construction work in progress, perhaps you may have put them into service, but you would then at the next rebasing, you would look to say to the OEB this is the net depreciated amount of the assets.  And there would be, like, a prudence review at that time to say whether those amounts should go into rate base, because you may have exceeded the capital expenditures that you had put into the revenue requirement over those five years.

If you didn't have this account, it would be business as usual because you don't have an ICM with a custom IR?

MS. COBAN:  That's correct.  We, with a custom IR, there is no ability to come back in.  And we would be forced to make trade-offs between the growth aspects of our plan and other work that we need to do over the period to keep our system in a state of good repair.

MS. DUFF:  And, unlike the other account that we just talked about, this one is symmetrical.

MS. COBAN:  Yes.

MS. DUFF:  That was part of your proposal, and that is still the way the account has been proposed through the settlement; is that correct?

MS. COBAN:  That's right, subject to the deadband.

MS. DUFF:  So how does the deadband work, upon rebasing?  This account would allow revenue requirement in the period between 2025 and 2029 to actually be recovered; is that correct?  Because this is a revenue requirement account, right?

MS. COBAN:  Yes, the revenue requirement that's in excess of the deadband could be -- would be recovered, subject to a prudence review in the next rebasing.

MS. DUFF:  Because if you didn't have this account in our -- the way we make rates today, with a custom IR that doesn't have an ICM, you would have to wait until your next rebasing and then, in order to start adding that asset to your rate base on a net accumulated depreciated basis, and only then start collecting, perhaps, the revenue requirement impact, assuming it was prudent.  Is that correct?  I want to make sure I understand what this account really provides.

MS. COBAN:  Yes.  We would be -- if we were in an environment where we were making those incremental investments and this account wasn't in place, and we didn't trade off in other parts of the plan, which is the comment that I made about the ability to preserve our investments that are oriented around sustainment of the existing assets and keeping the system in a good condition, if we were spending more than our capital envelope because we had these growth pressures and didn't have this account then, yes, we would be coming back with that overspend, if I can call it, in the next rebasing, and looking to start recovering those investments from 2030 onwards.

MS. DUFF:  Thank you.  And the investments that are part of this capital program, I am not applying a 15 percent deadband when it goes into rate base, am I?  That's gone; is that correct?  When does the 15 percent no longer become relevant?  I am now in 2030, I am about to add this account, these assets into rate base.  I am putting the -- I have got this DVA, perhaps, that was providing me some revenue during the interim years, if the in-service happened before 2030; is that correct?  The DVA provides you with some revenue source in the interim periods?

MS. COBAN:  It doesn't give us additional revenue because we are not collecting anything.

MS. DUFF:  Fair enough.

MS. COBAN:  It gives us an accounting instrument, so that we don't suffer a bottom-line impact as a result of self-funding that revenue.

MS. DUFF:  But when I go to add those assets, I need to put them in rate base.  It's 2030.  They were determined to be prudent.  I am no longer applying a 15 percent at that point, am I?  Or am I not?  I am looking at what was the net asset and the accumulated depreciation as of 2030, and I am putting that amount in a rate base, am I?  That's what I want to understand.

MS. COBAN:  Yes, that's right.

MS. DUFF:  So the 15 percent, and it's positive or negative -- I don't mean to keep on talking about an overspend; that's not necessarily an accurate description of how the account works.

So the 15 percent is just about some rate relief that you will get at your next rebasing for periods that happen between 2025 and 2030; is that an accurate description?

MR. ZENI:  The 15 percent is the deadband, so that's the amount that we are going to be self-funded, self-funding during the period.  So the relief we will get is for the amount beyond the 15 percent, assuming that we see a higher demand for these programs.

The amount exceeding the 15 percent that goes into the DVA, that's the relief that we will be seeking.

MS. DUFF:  But you only get that relief in 2030, and that's correct?

MS. COBAN:  I think what's important to think about is what happens in the absence of that relief during this period.  Two things happen:  Either our financial performance suffers because we don't have an instrument to capture that future recoverable, or other priorities in our plan suffer because we are having to pull back on system renewal, you know, IT investments, things that we need to do to deal with other objectives in our plan because we have these higher growth expenditures that we need to fund to deal with the demand.

MS. DUFF:  I am going to repeat what you just said:  This DVA, in the absence of this DVA, you don't have the certainty.  There is some certainty with the creation of this DVA that, within the 15 -- outside of the 15 percent deadband, there will be some recovery and some rate relief because otherwise, you have to fund it all yourself until the next rebasing.  Well, you won't get any rate relief until 2030.  I guess in either way -- sorry.

MR. ZENI:  Yes, we will collect that money in 2030 and -- when we dispose that DVA.  In the meantime, between 2025 and 2029, we will be accruing for those revenues for the amount of capex exceeding that 15 percent.

MS. DUFF:  Thank you.  Sorry if my questions are all over the map, but I am just trying to understand and I -- you know, I am perhaps not phrasing my questions well.

But, you know, the other account, you wanted interim disposition.  This one, you didn't ask for; that's what I am trying to compare.  I have similar circumstances and needs that you are trying to address, but this one doesn't give you interim disposition.  But at least it allows you to accumulate funds in a DVA, and that's what I am just trying to understand.  Why?

MS. COBAN:  So I think the way to think about it, right, in terms of the other account, the drivers behind that are different.

MS. DUFF:  Fair enough.

MS. COBAN:  So I wouldn't necessarily compare what was agreed to there to what was agreed to here.  I think there are different rationale; the sort of underlying conditions are the same, but there's different rationale.

But with this particular account, what we are looking at is, would be -- the only thing that we are -- because we are deferring that recovery, it would be the collection of that revenue during this period,. which is really a cash flow kind of impact.

As long as we have the account, we are able to safeguard the financial performance, right, because in the absence of that account, we would be taking that as a hit to the bottom line.  So the account, while it doesn't deal with the cash flow issue, we are deferring the recovery in that period, it does deal with another very important outcome, which is financial performance and the ability to have, you know, adequate financial performance under this funding framework.

MS. DUFF:  Thank you, for that answer.  Mr. Janigan, those are all my questions.

MR. JANIGAN:  Thank you, very much, Commissioner Duff.  Commissioner Zlahtic has a question.

MR. ZLAHTIC:  That was an interesting exchange.  I have a question, and this really isn't germane to the settlement and it's more a question of curiosity.

My familiarity with custom IR, this is the first one I have adjudicated.  And so, early stages, it pretty much shorted my brain; I am more familiar with the annual IRM-ICM model.  And I have since sat on a lot of those cases.

The question I have though is in your annual RRR reporting, given that a lot of your expenditures during your 2025 to 2029 period aren't in rate base yet until your next rebasing, and yet you are earning revenue on capital assets that you are adding, how do you report your return on equity?  And, again, nothing turns on this in terms of the settlement.  It's just a question of curiosity.

MR. ZENI:  Let me think about that for a moment.  If you don't mind, can you repeat your question once again?

MR. ZLAHTIC:  Okay, sure.  It's a good one.  I don't know if I can, but I will try.  Let's say we are in 2027 and you have had two years of capital additions and you're earning revenue from those capital additions, presumably, and, given that those assets that you're adding by, say, 2027 aren't in rate base because you haven't rebased yet, so you have got your 2025 opening rate base that we are approving with this settlement, presumably, but then your rate base by 2029 is going to be much bigger, and the revenue stream that you're collecting during this 2025-2029 period, like, you've got revenue, but your rate base is 2025.  So how are you calculating your return on equity?

Does that help?

MR. ZENI:  Yes, thank you.

MR. ZLAHTIC:  It doesn't help that a non-accountant is asking.

MR. ZENI:  The way the rate framework works is based on a forecast.  So what we are presenting and what form the base for that revenue calculation, which at the same time informs the ROE that we will be recognizing, is a forecasted rate base.  So we have a forecast for 2025 rate base, a forecast for 2026, all the way to 2029.

MR. ZLAHTIC:  Right.

MR. ZENI:  And then, as we go through those years, we will execute and now implement those assets, and we are going to build that rate base in actual.  So the rates are based on forecasted rate base, and we will earn a rate of return based on that forecast.

MR. ZLAHTIC:  Okay, that's interesting because -- I will tell you why it's curious to me is that, at the OEB, we are looking at revisiting the ICM model, which has nothing to do with you folks, but what happens with utilities, I understand, that are under ICMs is they don't recognize returns on phantom rate base because the expenditures aren't included in rate base.

So what you're telling me is:  You're calculating, you are going to be reporting your ROE annually based on your projected rate base, based on the settlement, or does it get trued up as you go along?

MR. ZENI:  It gets trued up as we go.

MR. ZLAHTIC:  Okay.

MR. ZENI:  So, when we report ROE on an annual basis, it will be based on the actual rate base.  So we will compare our actual earned -- our actual achieved ROE against the funded ROE.  And the funded ROE is what is embedded in our rates and is also applied to our forecasted rate base.  So the revenue is based on the forecasted rate base and has an ROE as part of that revenue, as part of that rate calculation, and then, when we come every year and we report back on actuals, we will calculate our ROE based on the actual implemented rate base.

MR. ZLAHTIC:  Okay.  Well, that gives me -- again, this question has no bearing on the settlement, but it gives me comfort that, when I look at all the financial performances for the utilities -- because I mean the OEB is -- you are one of our stakeholders, and we need to be concerned about customers and the entities that we regulate.

So what I am hearing is that, when you report, it's a true ROE?  Okay.

MR. ZENI:  That is correct.

MR. ZLAHTIC:  Thank you very much.

MR. ZENI:  Yes.

MR. ZLAHTIC:  Thanks for that explanation.

MR. JANIGAN:  Thank you very much, Commissioner Zlahtic.  As the presiding commissioner, I get to ask the tough question, one last one.  What is the date that our decision must be in place in order to ensure that the application, our decision, will be in place for the 2025 rates?

MS. COBAN:  We know what our date is from a Toronto Hydro perspective in terms of how long it takes us to run through updating the models at the time of the draft rate order.  What we would have to discuss with OEB Staff is how much time is needed on their end to review the information that we would submit.  So perhaps we could just take that away and set out that date for you in writing, to give Staff the opportunity to weigh in.

MR. JANIGAN:  Okay, can I have an undertaking.

MR. MURRAY:  That will be undertaking UP1.1.
UNDERTAKING UP1.1:  TORONTO HYDRO TO CONFIRM PREFERRED DATE OF DECISION.


MR. JANIGAN:  Okay, that's fine.  And those are all of the Panel's questions.  We are grateful for the participation of Toronto Hydro, and it met the very high performance standards you set at the first presentation day, and the information that you've provided to us will be undoubtedly of assistance, not just for us but for others, for the OEB in the future in understanding where this, how we arrived at that decision and how it should be interpreted when the next rates case takes place.

So thank you very much.  Thank you very much to Staff and to the reporter, and that will conclude presentation day.
--- Whereupon the hearing concluded at 10:40 a.m.
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