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Thursday, May 17, 2007


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


MS. NOWINA:  Please be seated.


Good morning, everyone.  We are reconvening this morning in the matter of application of EB‑2006‑0501.  This is day 9 of the evidentiary portion of the hearing.  Today we have an examination of the witness panel number 6 on load forecast, charge determinants and bill impacts.  Are there any preliminary matters?


PRELIMINARY MATTERS:

MR. ROGERS:  I have one matter I would like to address, Madam Chair.


MS. NOWINA:  All right, Mr. Rogers.


MR. ROGERS:  This deals with a matter which has been troubling me over the past few days, which came up in a discussion which occurred on May 14th, day 7, between actually you, Ms. Nowina, and Mr. Innis, the company witness.  


The exchange took place at the end of a very long day, culminating in transcript page 189.  It involved the discussion of the result of applying the Rudden study to the segregation of distribution and transmission costs for the year 2006, and I think you may recall it, involving approximately $10 million or so.


I must say I feel particularly responsible myself for the confusion that was caused, because I was the one who suggested there was no double recovery of costs in my re‑examination.  And I did that without fully understanding the issue, to be perfectly candid with you.


The lightbulb for me went off during your questioning of Mr. Innis on the issue.  And I have given the matter thought and I have discussed it with my client.


I can say this, that from reading the transcript and from listening to the evidence, it's apparent that the company felt, and I think feels, that overall there has been no double recovery from customers as a result of the reallocation of 2006 costs, and I say that for the reasons that were expressed by Mr. Innis and I think also Mr. ‑‑ another witness talked about this, Mr. Van Duesen.


Because there are other offsetting features - for example, the company agreed to forego about $13 million in 2006 as a result of a shift of transmission revenue from Hydro One to Great Lakes Power, and this is referred to at Exhibit F1, table 1, schedule 2 - that avoided the need to adjust the uniform transmission code, I understand -- uniform transmission rate, I understand, and the company has absorbed that loss.  


But having considered the isolated issue of the reallocation of costs for 2006 as a result of the Rudden methodology, I must -‑ I acknowledge, and my client agrees, on reflection, that taken alone, the reallocation of approximately $10 million from transmission to distribution in 2006, when coupled with the earnings sharing mechanism, does amount to a double recovery for that amount of money.


At present, the ratepayers -- on the present proposal, the ratepayers would get back about $5 million, but my client does agree, on reflection, that a further $5 million should be credited to the ratepayers for 2006 as a result of that reallocation.


I want the Board to understand that these cases are very complicated when they're put together and things do get overlooked.  My client and I were fixated on the consistent and faithful application of the Rudden study for transmission and distribution to ensure that it was each treated the same way, and this issue wasn't dealt with appropriately.


I also wish to say -- acknowledge to the Board that on reflection, I don't feel - and my client agrees with me once again - that the applicant has properly responded to the Board's direction at paragraph, I think it was 3.6.9, to report on the results of that allocation for 2006, and for which oversight I, as counsel, apologize and I want to put that right, and we will do that very quickly.


And I would suggest that it be appended to undertaking K7.9, that we simply expand that, so that my client can report to you on the results of the reallocation.


So I apologize as counsel, and I hope this clears up the confusion.


MS. NOWINA:  Thank you, Mr. Rogers.  We appreciate very much your looking into that matter and clarifying it.  
Are there any other preliminary matters?  All right, in terms of appearances, I see Mr. Moran here.  The EDA hasn't been present yet, so, Mr. Moran, you are here to represent the EDA today?


MR. MORAN:  That's correct, Madam Chair, and I am with Mr. Tuzzi from the EDA.


MS. NOWINA:  Thank you.  So with that, Mr. Rogers, do you want to introduce your panel?


MR. ROGERS:  I will move to panel 6.  We can now move to panel 6.  Could the two new members be sworn, please, Mr. Andre and Mr. But.


HYDRO ONE NETWORKS INC. - PANEL 6


Henry Andre, Sworn


Stanley But, Sworn

Andy Poray, Previously Sworn

EXAMINATION-IN-CHIEF BY MR. ROGERS:

MR. ROGERS:  Madam Chair, members of the Board, this panel consists of three members, Mr. Stanley But, closest to the window; Dr. Poray, who has already been sworn in this proceeding; and Mr. Henry Andre, to the left, to my left.


Can I deal first with you, Mr. But.  Your curriculum vitae has been filed in these proceedings as Exhibit A, tab 19, schedule 2.  Can you confirm that that is an accurate summary of your qualifications and experience?


MR. BUT:  Yes.


MR. ROGERS:  I understand, sir, you've testified before this Board before?


MR. BUT:  Yes, for the 2006 distribution case.


MR. ROGERS:  Yes, on load forecast.


MR. BUT:  On load forecasting, yes.


MR. ROGERS:  You hold, among other things, a Master of arts in economics from York University, achieved in 1983?


MR. BUT:  I took all of the courses, yes.


MR. ROGERS:  You took all of the courses.  You completed the courses, but did not receive the degree?


MR. BUT:  Yes.


MR. ROGERS:  All right, thank you.  You have been employed with a number of agencies, as set out in your curriculum vitae, dealing with economics, and most recently have been involved with load forecasting at Hydro One?


MR. BUT:  Yes, that's correct.


MR. ROGERS:  When did you join Hydro One or Ontario Hydro?


MR. BUT:  1986.


MR. ROGERS:  And prior to that, you worked for the Ontario government, I understand?


MR. BUT:  Yes, that's correct.


MR. ROGERS:  You presently are the manager of economics and load forecasting for the corporation?


MR. BUT:  Yes, that's correct.


MR. ROGERS:  And you have held that position since 2002?


MR. BUT:  Yes.


MR. ROGERS:  In that position, are you responsible for the load forecasting work that is done within your company?


MR. BUT:  Yes.


MR. ROGERS:  And has the evidence with respect to load forecasting been prepared under your direction and control?


MR. BUT:  That's correct.


MR. ROGERS:  Can you confirm for us that it is accurate, so far as you are aware, sir?


MR. BUT:  Yes.


MR. ROGERS:  Thank you.  You are here to answer questions about the load forecasting methodology and the results of the load forecast on the rate case?


MR. BUT:  That's correct.


MR. ROGERS:  Dr. Poray, I won't deal very long with you.  I understand, sir, that you are on the panel simply to add some historical perspective to the question of charge determinants, should that become an issue?


DR. PORAY:  That's correct.


MR. ROGERS:  Mr. Andre, this is your first time testifying, I believe, in a proceeding like this?


MR. ANDRE:  Yes, it is.


MR. ROGERS:  Your curriculum vitae has been filed at Exhibit A, tab 19, schedule 2.  Is it an accurate reflection of your qualifications and experience, sir?


MR. ANDRE:  Yes, it is.


MR. ROGERS:  I understand that you were educated at the University of Toronto and achieved your Master of applied science in 1987?


MR. ANDRE:  That's correct.


MR. ROGERS:  You're a member of the Professional Engineers of Ontario?


MR. ANDRE:  I am.


MR. ROGERS:  You have worked with Ontario Hydro and its successor company since about 1986, I do believe.


MR. ANDRE:  Yes, that's right.


MR. ROGERS:  In a variety of positions, now holding the position of manager regulatory affairs, corporate regulatory affairs?


MR. ANDRE:  That's correct.


MR. ROGERS:  I understand that you oversaw the preparation of the evidence on rate design and charge determinants?


MR. ANDRE:  Yes, I did.


MR. ROGERS:  That is your area of responsibility within the company now?


MR. ANDRE:  Yes, it is.


MR. ROGERS:  You are here to answer questions about those topics?


MR. ANDRE:  Yes.


MR. ROGERS:  The evidence that has been filed on those topics in this case is accurate, so far as you are aware, sir?


MR. ANDRE:  As far as I am aware, yes, it is.


MR. ROGERS:  Thank you very much.  


Now, I have some very brief examination-in‑chief, if I could.


MS. NOWINA:  That's fine, Mr. Rogers.


MR. ROGERS:  Madam Chair, thank you very much.


First of all, Mr. But, you have told us that you are responsible for load forecasting and you have also told us that you were here about a year ago explaining the company's methodology to the Board.  Is that so? 


MR. BUT:  Yes, that's correct. 


MR. ROGERS:  Are you applying the same load forecasting methodology now as you explained to the Board last year?  


MR. BUT:  Yes, that's correct. 


MR. ROGERS:  Do you consider your methodology still to be sound for the purposes to which it is put?  


MR. BUT:  Yes, that's correct. 


MR. ROGERS:  And you will answer questions about it today?  


MR. BUT:  Yes.  


MR. ROGERS:  Thank you.  Mr. Andre, I have a little -- I have a few more questions for you, because you're dealing with this issue of rate design and charge determinants which is important to some the intervenors in this case, in fact it is important to all of the intervenors in this case.  


The Board has not looked about looked at this since the year 2000, I think, when the last transmission case was before it.  I thought it might be worthwhile just to summarize briefly what the company's proposals are and why you're making them.  


First of all, can you tell us, please, why you feel that the proposals of Hydro One - I am talking here particularly about the network charges, which is the controversial issue here - are appropriate.  


MR. ANDRE:  There are a couple of reasons.  One, we believe it strikes a reasonable balance between accepted regulatory ratemaking principles, is the primary thing, that balance aspect.  We believe it reflects the input received during the stakeholder consultation, which we undertook last year for this current application.  And then finally, we believe the pros and cons of alternate network rate designs were extensively explored as part of the proceeding RP-1999-0044.  And we feel there has really been no material change to the arguments raised in that proceeding to suggest that the Board's original decision adopting the status quo network rate design should be revisited. 


MR. ROGERS:  I am going to ask you in a minute to just explain to the Board what the proposal actually is but I understand from what you said that the methodology that the company is now proposing is the same as that which came out of the 2000 case, 0044.  


MR. ANDRE:  That's correct, yes. 


MR. ROGERS:  After you had gone through stakeholdering with all of the stakeholders, and while there was not unanimity, after doing that, you believe the status quo is the preferred approach. 


MR. ANDRE:  Yes, that's the feedback we got. 


MR. ROGERS:  Thank you very much.  Not only the feedback you got but is it your belief that this is the most appropriate way for charging for network services?  


MR. ANDRE:  Yes, it is, yes.  


MR. ROGERS:  What aspects of the status quo or the present proposal, the present methodology leads you to conclude that it is appropriate and the best balance of appropriate rate design principles?  


MR. ANDRE:  There are a number of things.  One, it encourages and rewards demand management, which is an issue that has been identified by the government as being of importance.  It is fair and equitable, in that it ensures all customers contribute to the recovery of sunk transmission costs, and it does not unduly disadvantage customers with limited ability to shift their demand.  


It provides revenue predictability and rate stability because transmission customer usage, that is their charge determinants, are more readily predictable with the status quo approach.  And finally, we believe it is a simple and transparent approach that is readily understood by transmission customers and provides clear signals to customers to manage their demand.  


MR. ROGERS:  All right.  Thank you.  Now, one question I have.  The transmission company, the applicant, should be financially neutral in this issue, I do believe.  If an adjustment is made, theoretically the company should be made whole.  Is that not true?  


MR. ANDRE:  Sure.  Provided the charge determinants are forecast correctly depending on the method adopted, yes, financially we're neutral on this. 


MR. ROGERS:  Now, in what way does the status quo or the proposal provide demand management signals that are appropriate?


MR. ANDRE:  I think it is important to just maybe refresh people on what the status quo rate design, how it works.  Right now, the network rate design charges transmission customers based on the higher of their monthly coincident peak - so that is their demand at the hour of the monthly coincident or at the hour of the monthly system peak - or 85 percent of their non-coincident peak, during the peak hours of 7 a.m. to 7 p.m. on working week days.  


So given that that is the current method for charging network services, this dual component, this higher of component, provides two very clear signals.  First, it encourages transmission customers to reduce their demand during all on-peak hours, the second component, it encourages them to reduce demand during all on-peak hours and if possible to shift their demand completely out of the on-peak period, the 7 a.m. to 7 p.m. period.  


Then secondly, it encourages transmission customers to shift their demand away from the monthly system peak.  


MR. ROGERS:  All right.  Then thank you very much.  Those are my questions, thank you very much.  


MS. NOWINA:  Thank you, Mr. Rogers.  Ms. Lea.  


CROSS-EXAMINATION BY Ms. Lea:


MS. LEA:  Thank you, Madam Chair.  


Gentlemen, many of my questions are to achieve a basic understanding of this methodology which is perhaps not crystal clear at first read.  Beginning with you, Mr. But, a couple of questions on load forecasting.  


In your evidence, you indicate that the forecast is used to prepare the charge determinant forecast for network pool, line connection pool, and transformation connection pool.  Can you elaborate on how that is done?  What is it you do?  


MR. BUT:  First, we use the information for each of the developing point and that information is basically the same information that we got from the IESO.  That is where the customer used the information on an hourly basis for the past many years.  


We use that information and we go through a model of the, we call it Helm model, which is an hourly load shape model, and we take out the unusual weather conditions.  We do the analysis according to the day type and weekend, weekday, and we take out the unusual conditions and, at the end, we got normalized load shape.  


This is the same methodology that we use for the generic load shape we most recently developed for the cost allocation filing for about 80 LDCs.  This is the same methodology that we use in our transmission load analysis. 


MS. LEA:  Sorry, go ahead. 


MR. BUT:  After we finish that, we apply the total system forecast and we come up with the charge determinant forecast and we basically use that information and come up with the charge determinant forecast using the load shape information I just described. 


MS. LEA:  Then the charge determinant forecast, what happens with that next?  


MR. BUT:  We do it in two stages.  First, the charge determinant forecast is done on an hourly basis, so for each of the customer, each of the customer, we got a load profile of 8760 hours.  And then we use the current rate, or the approved rate method, determine -- approved in 1999 and 2000 rate case, and we come up with the hourly forecast for each of the charge determinants.  


MS. LEA:  And then how does that feed into the actual rate-setting?  


MR. BUT:  That forms basically the total load that we will charge for the purpose of recovering the revenues.  


MS. LEA:  And can you tell me, Mr. But, if Hydro One made a forecast and they materially underestimated the load, what would be the implication?  Would they be collecting too much or too little in their rates?  


MR. BUT:  If the forecast is underestimated, then the rate would be higher.  


MS. LEA:  The rates would be too high?  And so if you materially overestimate your load, then your rates might be too low because you wouldn't collect sufficient revenue. 


MR. BUT:  That's correct.  


MS. LEA:  And does the load forecast that you produce effect any other aspect of this application before the Board?  


MR. BUT:  The load forecast is also used in business planning by other units in the company.  


MS. LEA:  Okay, thank you.  Now, in your explanation, you mentioned the IESO forecast, or rather an IESO data.  Do you use the IESO forecast of load in your planning or your forecasting?  


MR. BUT:  No.  We have a separate forecasting process.  As we explained in the Staff interrogatory J-1-139 and 

140 --


MS. LEA:  Yes.


MR. BUT:  We explain particularly in 140 that we use different forecasting process, because IESO does not forecast charge determinant.  It is only Hydro One that forecast charge determinant.


MS. LEA:  Okay.  I would like to ask you to consider a few things that were raised in the evidence filed by AMPCO, which has become Exhibit I, tab 1, schedule 1.  And the first issue is the question of whether Hydro One's CDM forecast is reasonable.


Now, AMPCO raised concerns that the Ontario Power Authority's Conservation Bureau CDM estimate was higher than Hydro One's estimate.


Does Hydro One include natural conservation as part of its CDM estimate, or is that already embedded in the base before ‑‑ the forecast base before you do -- you take away CDM?


MR. BUT:  Hydro One load forecast is consistent with the load forecast prepared by OPA, and that is -- in Hydro One's load forecast is net of natural.


MS. LEA:  It's net of natural ‑‑


MR. BUT:  That means the load forecast, reference forecast includes natural, so the CDM reduction is incremental.


MS. LEA:  I understand.  So your evidence is that the difference between Hydro One and the Conservation Bureau's estimate is that natural conservation aspect?


MR. BUT:  Right.  To be more specific, for example, in that estimate, about 900 megawatts was estimated and, of that, about 300 megawatts is natural and 600 megawatt is program-driven CDM.


In Hydro One case, we have about 675 megawatts assumed for CDM.


MS. CAMPBELL:  For program‑driven CDM?


MR. BUT:  Exactly.


MS. LEA:  Okay.  Another concern raised by AMPCO was the possibility of a systemic one-directional bias.  And in order to illustrate this, AMPCO provided a graph on page 8 of their evidence.  This chart, and also the AMPCO analysis of the data, does appear to indicate that there is a systemic, or that is to say an ongoing bias in the Hydro One forecast.  Can you comment on that, please?  


The weather-corrected demand is less than the uncorrected or forecast demand over a series of years.  This appears to be an ongoing trend.


MR. BUT:  That graph basically shows the difference between actual and weather-corrected actuals.  So the difference is basically the weather effects.  


I am responsible for load forecasting and I am not responsible for forecasting weather.  I don't know anybody in the world who would be able to forecast weather correctly, and if I am able to do that, I should be working with a bank in a hedge fund.


And what is more relevant, then, is whether our forecast is -- on a weather-corrected basis is accurate.  I think we have provided that in the Exhibit A, schedule 14, tab 3 in table 1, and we have consistently shown that in the last seven years, our forecast on a weather-corrected basis is accurate.


MS. LEA:  Would you agree with me, sir ‑‑ I'm not suggesting that you are a weather forecaster.  Would you agree with me, sir, that a trend has been noticed, and this is noted by AMPCO, that there are greater variations in the weather from year to year in the past decade or so, and there has been some discussion in the industry as to whether a weather correction methodology should take this apparent trend into account.


For example, some folk are suggesting using less than 

a 30‑year period to define normal weather.  Some folk are suggesting that there be an increased emphasis or weighting on recent years.  


Has Hydro One considered this?  Do you believe this is something you should be considering?


MR. BUT:  We have considered this, but the ‑‑ we still consider that using a longer-term weather normalization methodology, such as using 31 years of weather data in the weather normalization, is the most appropriate.  In fact, that is the standard industry practice right now in North America, in North American utilities.  


Most transmission-distribution companies, more than the vast majority of the utilities, are using this methodology.


MS. LEA:  So you have no plans at this time to adjust your weather methodology?


MR. BUT:  We consider the weather methodology to be appropriate.  And I should mention that in terms of weather methodology, we take the latest four years of weather data and do the statistical analysis with the latest customer mix of load equipment mix.  In that sense we're taking the latest information into consideration.  And in terms of the weather data of 31 years, we are taking the 31 years of rolling data. So in that sense, we're taking the latest weather information, as well as customer information, into consideration.


MS. LEA:  Okay, sir, thank you.  I have some questions on your prefiled evidence and also the evidence-in‑chief of Mr. Andre today with respect to charge determinants and the use of the status quo.


Sir, you gave us some indication this morning as to the reasons for your belief that maintaining the status quo is the best idea.


I wonder if we could also discuss, briefly, the reasons for not moving to a coincident peak only approach.  I think that you elaborated on these things in an interrogatory response to VECC, and that would be Exhibit J‑5-124.

 MR. ANDRE:  Yes, I have it.


MS. LEA:  Thank you.  You mentioned this morning that the result of your stakeholdering suggested to you that you and your stakeholders would best be served by remaining with the status quo.  But I wanted to explore a little bit the statement that using customer coincident peak as the charge determinant for the network rate -- the network pool would not drive a sufficient shift in peak demand to eliminate or defer the need for any capital development plans.


I wonder if you could explain that to us, please.


MR. ANDRE:  Yes.  The basis for that statement is the fact that end use transmission customers represent a relatively small portion of the network demand.  They only represent about 10 percent of that demand --


MS. LEA:  Okay, just before you go on, sir, end use transmission customers, then, are they the only type of customers that are actually able to shift their load?


MR. ANDRE:  Yes.  In large part, they are ‑‑ LDCs, their shifting their load, if they uniformly did that, would simply define a peak at another point in time.  So, yes, that is our view.


MS. LEA:  Okay.  And there are some industrial customers who are not end use transmission customers.  Some of them are customers of LDCs?


MR. ANDRE:  Yes, that's correct.  That's true.


MS. LEA:  Do you know what the proportion is?


MR. ANDRE:  I believe that, in total, it's about ‑‑ industrial load represents about 25 percent?  Stanley?


MR. BUT:  Industrial load for the province is about 30 percent of the total load, but in terms of directly connected customer, it's about 10 percent.


MS. LEA:  Okay, thank you, sir.  Please, Mr. Andre, thank you.  Go on.


MR. ANDRE:  So that's the one factor.  And of course we have to keep in mind that not all of these end use transmission customers, not all of this 10 percent, would have the ability to shift their demand, as they are the types of industries where that's just not feasible.  So that's a second factor.


A large portion of the end use transmission customer load is in northern Ontario, as we provided in our response to J‑5-124.  Roughly about 50 percent of the load is in northern Ontario.  Given that it is in northern Ontario, the OPA has identified that a lot of the load growth generating transmission constraints are in southern Ontario.


So a shifting of load in northern Ontario really wouldn't help address those transmission constraints that the OPA has identified.


MS. LEA:  Would it make it worse?


MR. ANDRE:  It would not impact the constraints in southern Ontario, but that's actually a very good question, in that reducing demand in northern Ontario would actually increase the transmission constraints on the flow south from the lines that we have that go from Sudbury to the Barrie area.  The OPA has identified that there are transmission constraints.  


The large generation, the hydro generation that we have up north, all flows south during the peak periods, and if you reduce the demand for that load up north, that means you are wanting to shift more load to the south, and it would increase the constraints on the lines flowing -- on the lines from Sudbury to the Barrie area.  


MS. LEA:  Sir, are you aware of any other customers then, end use transmission customers, would benefit from a change to the methodology proposed by AMPCO, which as I understand it is a five system peak approach -- coincident peak approach?  


MR. ANDRE:  Essentially, customers that have the ability to shift their demand, yes, they would most certainly benefit from that approach. 


MS. LEA:  Would other customers benefit, in your view?  


MR. ANDRE:  No.  If those customers that can shift their load pay less, then we would need to collect that additional revenue from the other customers on the system.  


MS. LEA:  Is there a question of free ridership with the status quo?  And how does that compare with the issue of free ridership with the proposed approach from AMPCO?  


MR. ANDRE:  To a very small extent, I guess you could suggest that the fact that the 85 percent of non-coincident peak component of the network charge does permit a small amount of free ridership, but in the 1999 decision, it was seen as a good trade-off with the other rate design principles in that, you know, that 85 percent component drove some demand management which was seen as beneficial and didn't unduly disadvantage other customers with respect to the other rate design principles.  


MS. LEA:  I have a question about bill impacts.  Now, in your original -- in your evidence, you discuss option 1, which is something that you originally proposed to your stakeholders.  Do I understand that this is a 12, monthly coincident peak approach?  In other words it is the coincident peak in every months of the year that was option 1 that Hydro One proposed?  


MR. ANDRE:  Yes.  That's correct.  This option is essentially the status quo, minus that 85 percent of non-coincident peak component. 


MS. LEA:  Do I understand your evidence at H1, tab 3, schedule 1 correctly that if option 1, Hydro One's option 1, which is the 12 month coincident peak approach was adopted, there would be an approximately -- you estimated a 15 percent reduction in network connection charges for end use transmission customers and approximately a two percent increase in network charge for LDC customers.  You may want to refer to it, sir; I'm rounding numbers.  


MR. ANDRE:  That is on page 3?  


MS. LEA:  Yes.  


MR. ANDRE:  Yes.  That was our estimate, based on 2005 actual loads.  We provided an update to that estimate, assuming the forecast load in our response to interrogatory J-1-141.



MS. LEA:  That is J-1-141, Board Staff interrogatory?


MR. ANDRE:  Yes.

MS. LEA:  Thank you.  Yes?


MR. ANDRE:  In that interrogatory, we see that, if you allow for the increased shifting that we think would happen if you had just a coincident peak approach, those effects would be more like a 4 percent increase in the charges to LDCs and a 34 percent decrease in the charges to end use transmission customers. 


MS. LEA:  I'm sorry, sir, perhaps I misunderstood.  Is that still with a 12-month coincident peak approach?  


MR. ANDRE:  Yes, it is, but it's using the 2008 forecast load and allowing for an increased shifting that we believe would happen if such an approach was adopted. 


MS. LEA:  Okay, thank you.  Are you able to tell us, at least directionally, what would happen with respect to cost shifting if the five-month coincident peak approach, which as I understand it - and they can clarify it if needed - AMPCO's present proposal is the five-month coincident peak?  


MR. ANDRE:  We have looked at that, and directionally we know it would go up.  In fact -- 


MS. LEA:  What would go up, sir?  


MR. ANDRE:  The relative shifting.  So just to be specific, we think roughly the impacts would be probably over 40 percent decrease in the end use transmission customer charges and a corresponding 5 percent increase in the LDC charges.  


MS. LEA:  Thank you.  One moment, please.  


There's another interrogatory I wanted to ask you a question about and that is an AMPCO interrogatory and it's interrogatory J-13-3.  Actually, it's an interrogatory by Hydro One to AMPCO.  


MR. ANDRE:  Okay.  


MS. LEA:  By you, to them.  And it was a remark in your question I wanted to ask you about.  


DR. PORAY:  Hang on for a second, Ms. Lea. 


MS. LEA:  You will find this in the bundle of interrogatories. 


MR. ANDRE:  We have it, Ms. Lea.  


MS. LEA:  You do.  Okay.  So J-13-3 an interrogatory by Hydro One to AMPCO.  In your question, you mention the Alberta Electric System Operator and indicate that this includes a charge that recovers 81.5 percent of bulk system costs on the basis of monthly coincident peak.  


And you refer to this as analogous to Ontario's current network charge.  Are you saying there that there is an analogies analogy or that the two systems are analogous, and by that I mean the two charges are analogous?  


MR. ANDRE:  No.  The analogous refers to the fact that they had broken out their transmission charges into a bulk network charge and a -- the equivalent of what we call a line connection charge.  That's what I meant to "analogous." 


MS. LEA:  Okay.  Are the systems, the actual physical transmission systems in Alberta and Ontario similar or analogous?  


MR. ANDRE:  Their bulk system includes their 500 kV assets and the bulk of their 240 kV assets, which in some respects is similar to Ontario's.  


I'm not familiar with the actual layout of their system, in terms of, you know, how meshed their system is versus ours.  


MS. LEA:  Okay.  Thank you.  Then returning to the status quo, which you propose to continue.  One moment, please.  


You mentioned in your evidence-in-chief, that there was a considerable debate or discussion at the time of RP-1999-0044, when the status quo calculation methodology was finalized.  And I wanted to ask you something about the 85 percent figure as it pertains to the non-coincident peak portion of the calculation.  


MR. ANDRE:  Okay.  


MS. LEA:  What determined that 85 percent was the appropriate figure?  


MR. ANDRE:  There was an interrogatory response or an interrogatory asked which Hydro One responded to, that showed the ratio of the monthly coincident peak over the monthly peak of direct customers, that showed that, on average -- or not on average, but that direct customers - yes - on average had about 85 percent, this ratio of monthly coincident peak to monthly peak was about 85 percent. 


So on the basis of the fact that most direct customers showed that ratio, that was applied to the network charge.  


MS. LEA:  Okay.  Now, just I understand the principle.  Just to be clear.  You mean that there was an interrogatory in the 1999-0044 case?  


MR. ANDRE:  Correct.  


MS. LEA:  Okay.  Have there been changes to the market structure or customer composition or consumption patterns since that time?  Have you undertaken any analysis to confirm that the 85 percent figure is still appropriate?  


MR. ANDRE:  Yes, we have.  We recalculated the coincident factors based on the forecast 2007-2008 loads, and the average coincidence factor is now about 80 percent for end use transmission customers, which to me suggests that the signals that are being provided by the status quo are driving customers to shift their demand off peak, because that coincidence factor has dropped from what was assumed in 1999.  


MS. LEA:  Does that suggest to you that the calculation should be changed such that instead of 85 percent it is 80 percent?  


MR. ANDRE:  Not necessarily; I mean, I suppose that is a possibility, but what it mainly suggests to me is that the signals provided by the current methodology are working.  They are driving customers to shift their demand.


MS. LEA:  One moment, please.


Thank you, sir.  One other question in regards to your status quo calculation.


Board Staff has asked you an interrogatory.  It's number 1-142, so Exhibit J‑1-142, and this was about statutory holidays.  The Board has -- in its current prices for RPP, I think the Board has changed its definition of holidays.  It has added the civic holiday in August, and removed Remembrance Day and Easter Monday.


I think in the interrogatory, you discussed the fact that if Hydro One changed its holiday schedule, if I can put it that way, for your charge determinants, that this would have an effect on the IESO.


Can you explain that issue for us a bit, please?


MR. ANDRE:  Certainly.  The uniform transmission rate schedule, which is administered by the IESO, clearly specifies that the charge determinants are calculated by the IESO and they use the holiday schedule as defined by the IESO.   


So from Hydro One's perspective, we have looked at whether using the IESO schedule would have an impact on charge determinants, and it would not impact our calculation of charge determinants.


So we are neutral as to whether we use the IESO schedule or the current schedule that we have.  But -- actually I shouldn't say we're neutral, because in fact the uniform transmission rate schedules that have been approved by the Board clearly specify that we have to use the holiday schedule as defined by the IESO.  


So if the IESO was to change their rate schedule, then we would simply adopt that.


MS. LEA:  Thank you.  One moment.


In your interrogatory, you have the phrase:

"The IESO could utilize and thus only exclude the OEB-defined holidays in their settlement systems."


I think what you're trying to say there is the IESO could move to the Board's holiday schedule, if desired?


MR. ANDRE:  Yes.  And it would be their ‑‑ to implement the change that the interrogatory was getting at would require the IESO to do that.  It is not our call.


MS. LEA:  Okay, thank you.  One moment, please.


Thank you very much, gentlemen.  Thank you, panel.  Those are my questions.


MS. NOWINA:  Thank you, Ms. Lea.  Other intervenors?  Can I take an order and estimate of time?  Mr. Moran.


MR. MORAN:  Yes, Madam Chair.  I have a few questions.  It will be maybe 15 to 20 minutes.


MS. NOWINA:  Thank you.  Mr. DeVellis?


MR. DeVELLIS:  Good morning, Madam Chair.  I have approximately 45 minutes.


MR. RODGER:  About 40 minutes, Madam Chair.


MR. STEPHENSON:  Ten minutes or less, Madam Chair.


MR. LONG:  No questions.


MS. GIRVAN:  I have about ten minutes.  Thank you.


MS. NOWINA:  Mr. Rodger, I understand, from the position that AMPCO has taken, you would like to be the last cross-examiner; is that correct?


MR. RODGER:  Yes, thank you.


MS. NOWINA:  All right.  Why don't we start with Mr. DeVellis, and then move on to the other shorter cross‑examinations?


MR. DeVELLIS:  Thank you, Madam Chair.  


Madam Chair, I handed out a book of documents to Mr. Rogers and others.  I believe Board Staff has copies.  I would ask that be marked.  I left them on the desk there this morning.  There was no other papers.


MS. LEA:  Got it.  Then for identification purposes, we will give it Exhibit No. L9.1.


EXHIBIT NO. L9.1:  DOCUMENT BOOK OF MR. DeVELLIS.

MS. NOWINA:  Thank you.


MR. DEVELLIS:  Madam Chair, I should say Mr. Buonaguro is unavailable today, so I will be asking questions on behalf of VECC and School Energy Coalition this morning.


MS. NOWINA:  All right.  Thank you, Mr. DeVellis.


CROSS‑EXAMINATION BY MR. DeVELLIS:

MR. DeVELLIS:  Good morning, panel.  Mr. But, most of my questions will be for you, pertaining to the load forecast.


I heard you say to Ms. Lea this morning that you used the same methodology for your load forecast in this proceeding as you did for your -- for the distribution application last year?


MR. BUT:  That's correct.


MR. DeVELLIS:  And can you confirm for me that for your 2006 distribution application it was assumed that a portion of the 2007 CDM target reductions of 1,350 megawatts would be achieved in 2006, and then the Hydro One Distribution savings were determined as a portion of that amount, based on the distributions proportion of the total provincial load; is that right?


MR. BUT:  That's correct.


MR. DeVELLIS:  Okay.  And if you would turn to Exhibit A, tab 14, schedule 3, page 8.


MR. BUT:  Yes.


MR. DeVELLIS:  There is a table 2.  We see there that you have the load impact of C&DM on Ontario demand.


MR. BUT:  Yes, that's correct.


MR. DeVELLIS:  You have 1,350 for 2007 and 1,550 for 2008?


MR. BUT:  Yes, that's correct.


MR. DeVELLIS:  And that translates into ‑‑ that is a maximum peak demand, and then you have translated that into a 12-month average peak demand?


MR. BUT:  Right.  Yes, that's correct, the maximum peak pertains to the summer peak and the average 12-month peak pertains to the impact on the other months.


MR. DeVELLIS:  Is that the same methodology you would have used in a distribution application, then?


MR. BUT:  That is the same methodology we used in the DX application, that's correct.


MR. DeVELLIS:  Now, in my book of documents, Exhibit L9.1, I have included an excerpt from the Board's decision in the distribution application, and that is at page 9 of our compendium, the little circled numbers at the top right-hand corner.


MR. BUT:  Yes.


MR. DeVELLIS:  If you would flip ‑‑ actually, the portion I will refer you to is at page 10, on the next page at paragraph 2.3.9.


MR. BUT:  Right.


MR. DeVELLIS:  And if you recall, during the distribution application there was some discussion of the appropriateness of using the OPA's number for Hydro One.


And I just want to refer you to the Board's decision at paragraph 2.3.9.  The Board says:   

"While intervenor arguments opposing the CDM factor and the load forecast were not based upon sound technical evidence, the problem may well have stemmed from the fact that Hydro One's CDM forecast was established on provincial targets and some estimate of how those targets will influence Hydro One loads.  

The Board was dissatisfied with the clarity and precision of the determination of the forecast CDM and expects Hydro One to provide a more sound analysis of CDM program details and reduction objectives in future applications."


Now, it appears that that wasn't done.  You followed the same approach in this application as you did in the past, in the distribution application.


MR. BUT:  Your question is?


MR. DeVELLIS:  Can you confirm for me ‑‑ so you didn't follow the Board's directive, is my question.


MR. BUT:  Well, we are following the Board's direction, in the sense that we have ongoing conversation with our colleagues at OPA in understanding what they are planning to do.  And at the time that -- when we prepared the forecast for the rate case, which is April 2006, we have incorporated available information at that time and, in that sense, we have used available, the best available information already.  


MR. DeVELLIS:  Okay.  But your load forecast is not based on a detailed analysis of CDM programs, it is based on whatever the OPA's number, and you plugged it into your forecast.  


MR. BUT:  That is true, but at that time there was no detailed information available.  And even today, I don't think there will be a lot of information available.  And I think there will be more information, detailed program evaluation that will be done by the OPA later on.  But at the present time, and particularly when we prepare the load forecast in April 2006, we don't have any more information at that time.   


MR. DeVELLIS:  Okay.  That's fair enough.  Now I think you told Ms. Lea that your forecasted CDM for 2006 is net of natural conservation.  


MR. BUT:  That is correct.  


MR. DeVELLIS:  Okay.  So you agree, then, that your -- I take it you would agree that your forecast methodology would capture the effects of natural conservation efforts that people or businesses undertake?  


MR. BUT:  Our load forecast has the natural conservation effects already embedded in the analysis.  So from forecasting forward, we considered the 1350 megawatts to be a reduction from the reference load forecast.  This approach is consistent with the OPA, IPSP load forecast document.  


MR. DeVELLIS:  I'm going to refer you to the OPA's document, which is at page 6, I believe, of our compendium.  


MR. BUT:  Can you repeat your reference, again.  


MR. DeVELLIS:  I'm just trying to find my -- right.  Sorry.  Beginning at page 11 of our compendium is an excerpt from the OPA's Conservation Bureau 2006 Annual Report. 


MR. BUT:  Right.  


MR. DeVELLIS:  If you would turn to page 12, there's a discussion there about the projected savings from CDM programs.  On the right column, about the second sentence in, it says: 

"The Ontario Power Authority's preliminary analysis suggests that Ontarians have reduced peak demand by 963 megawatts by the summer of 2006.  These savings include 328 megawatts of naturally occurring conservation, which occurs when Ontarians invest in conservation on their own initiative and when the efficiency of the overall stock of equipment and appliances increases as older, less efficient stock is replaced by more efficient products, mandated by Ontario's building and appliances standards."  


So the total OPA savings include 328 megawatts of naturally occurring conservation.  


MR. BUT:  Of the 963 megawatts, 328 were identified as natural, and 635 was identified as program different megawatts, yes. 


MR. DeVELLIS:  For 2006, then, you used a net amount of 675?  


MR. BUT:  This analysis was prepared and released -- was prepared in September 2006.  And using information available in July 2006, the Hydro One load forecast for the rate submission was prepared in April 2006.  So at that time we were using, actually, independent analysis at that time in respect to CDM impact.  As we stated in our evidence, we were assuming 675 megawatts peak, megawatt saving that is basically half of the 1350 target.  


And this analysis, done by the OPA, basically confirmed that the CDM assumption we assume is consistent.


MR. DeVELLIS:  Okay.  But my question is for 2007, though, you have taken the entire amounts, 1350. 


MR. BUT:  For 2007, the cumulative megawatt we have taken out is 1350, yes. 


MR. DeVELLIS:  That would include savings from naturally occurring conservation efforts?  


MR. BUT:  1350 impact is net of natural.  


MR. DeVELLIS:  How is it net of natural?  The total amount that the OPA estimates is 1350.  


MR. BUT:  Right.  


MR. DeVELLIS:  It says included in that amount is savings resulting from natural conservation efforts.  


MR. BUT:  Let me clarify a little bit further.  In our 1350 analysis, in terms of the CDM savings, we assumed by 2006 we have achieved 675 megawatts, and by 2007 we achieved 1350.  That is consistent with the government target of 1350 for 2007, and that analysis was done by us in April 2006.


In the OPA conservation, we put analysis -- what they said here is between those two periods, using information, preliminary information available at that time, they identified about 635 megawatts of CDM saving for 2006.  


They did not say, however, what megawatt they would achieve in 2007.  


MR. DeVELLIS:  Okay.  Can you turn to page 16.  There  is a breakdown -- of our compendium.  This is probably similar information, but it is broken down in a chart.  


MR. BUT:  Right. 


MR. DeVELLIS:  There's a chart there.  And the OPA breaks down the gross peak savings is 963 megawatts.  And they subtract naturally occurring CDM of 328 and they get a net peak savings of 635 megawatts. 


MR. BUT:  Yes, that is what the numbers show. 


MR. DeVELLIS:  So that's the net savings. 


MR. BUT:  That's the net savings of 635 megawatts.


MR. DeVELLIS:  On program drivens. 


MR. BUT:  On program drivens, yes, based on that analysis.  


MR. DeVELLIS:  Okay.  And -- but surely the net savings wouldn't go from 635 in 2006 to 1350 in 2007.  1350 would obviously also include savings from naturally occurring conservation efforts.  


MR. BUT:  Can you repeat your question again?  


MR. DeVELLIS:  Well, the net savings as of 2006 is 635 megawatts.  Surely they wouldn't go from 635 in 2006, in net savings, to 1350 in 2007.  


MR. BUT:  I would suggest, why not?  We already -- the program is ongoing, and people are continuing to shift their behaviour and making changes, and we already achieved 675 megawatts, as we estimated, say about 600 megawatts in 2006.  I would see that progress will continue to be made in 2007.  


Therefore, I would assume this is reasonable to assume that by -- there would be additional megawatts that would be saved for 2007 and, in total, the 1350 megawatt will be achieved.  


MS. NOWINA:  Mr. But, that is a cumulative number. 


MR. BUT:  That is a cumulative number, yes. 


MS. NOWINA:  For 2007. 


MR. BUT:  Right. 


MR. DeVELLIS:  That's right, it's a cumulative number.  It builds on the previous year. 


MR. BUT:  Exactly.  So 675, for argument purposes, will be achieved, half of that would be achieved in 2006, and the other half would be achieved by 2007.  


MR. DeVELLIS:  But the question is that the 1350, is a cumulative number.  It builds on previous savings.  And if the previous savings includes 328 megawatts of naturally occurring CDM, that is also a cumulative number.  So you would expect additional naturally occurring CDM in 2007.  


MR. BUT:  [Microphone not activated]


MS. NOWINA:  Your mike is off, sir.  


MR. BUT:  Sorry about that.  That is just based on different way of doing the analysis.  In our analysis, our load forecast is net of natural.  Therefore, in terms of CDM reduction for 2006 we are taking reduction of 675 megawatts peak saving.  


And then in our analysis for 2007, we will continue to take an additional 675 megawatts saving for 2007.  In total we would achieve the government target of 1350.  


MR. DeVELLIS:  Right.  At a minimum, though, you have to at least subtract 328 from the 1350, from your forecast for 2007, because we know that as of 2006 it's already 328 as part of the 963.  


MR. BUT:  This is just different way of looking at the numbers.  The 1350 is the net number.  


In our load forecast, we are taking out and treating the number all on a net and equal basis.  Therefore we take out half.  We are achieving saving of half, 675 megawatts by 2006.  We are achieving another half by 2007.  So we don't need to -- because the natural is already taken into consideration in the reference or basic load forecast.  


MR. DeVELLIS:  Right.  The 963 is...


What OPA is saying is as of 2006, we have achieved 963 megawatts of our target of 1350.  And that 963 includes 328 of naturally occurring.


Now, that 963 in 2006 translates to 1,350 in 2007, but if 328 is embedded in the 963, then it also would be embedded in the 1,350.  Would you agree with that?


MR. BUT:  Can you give me a moment, please?


[Witness panel confers]


MR. BUT:  In our load forecast, all the analysis done is on a net basis.  So we assume in 2006 we achieved 675 peak megawatts.


Behind the numbers there will be additional saving attributed to natural efficiency.  For 2007, on a net basis, we assume another 675 megawatts will be achieved.  I think in that sense, in total, this is how we come up with the 1,350 peak saving, guided by the government.


MR. DeVELLIS:  Are you saying that 1,350 is derived from your own information?


MR. BUT:  No.  The 1,350 is the government target to be achieved by 2007.


MR. DeVELLIS:  Okay.


MR. BUT:  It's not a Hydro One target.  It is the government target.


MR. DeVELLIS:  Okay.  I think I have made my point.  I am going to move on now.


Now, the 328 megawatts of naturally occurring savings was achieved over three years, 2004 to 2006.  Do you agree with that?


MR. BUT:  That was the analysis done by OPA using that frozen efficiency estimate.  I was not involved in that analysis.  I assumed that is an accurate estimate.


MR. DeVELLIS:  Okay.


MR. BUT:  Using that number.


MR. DeVELLIS:  Just based on the table, they have come up with that number of 328 as a cumulative number from 2004 to 2006?


MR. BUT:  Right.


MR. DeVELLIS:  Approximately 100 megawatts a year in naturally occurring savings?


MR. BUT:  That could be a fair statement, yes.


MR. DeVELLIS:  So is it a fair assumption, then, to assume another 100 megawatts for 2007 in naturally occurring CDM savings?


MR. BUT:  Using the same pattern, I think that would be a fair assumption.


MR. DeVELLIS:  Okay.  So if we were going to -‑ and I understand you don't agree with this, but if we were going to net out an amount for naturally occurring savings for 2007, we would deduct approximately 428 megawatts from the 1,350 in your table, at table 2 on page 8?


MR. BUT:  I think that is what was stated in the conservation report, as well.  Approximately 400 megawatts will be achieved in 2007.


MR. DeVELLIS:  In naturally occurring CDM savings?


MR. BUT:  They did not say whether it is natural or not natural, no.


MR. DeVELLIS:  That wasn't my question.  My question:  Based on the previous pattern identified by the OPA of 328 megawatts of naturally occurring savings over three years, that's approximately 100 megawatts a year, so would it be fair to assume another 100 megawatts in 2007, so that the total amount we would net out of the 1,350 would be approximately 428 megawatts for naturally occurring CDM savings?


MR. BUT:  Using the information presented in this table, I think that would be a fair analysis.  But whether that is the analysis agreed to by the OPA, I cannot make that statement.


MR. DeVELLIS:  I am not asking about the OPA.  I am asking whether you believe that is a fair assumption for 2007.


MR. BUT:  In our own analysis, we have a different estimate of natural efficiency conservation.  So that's the reason why our estimate may be different from the OPA numbers.  


But using the number provided by OPA, I think it is fair to say that you can extend that extension.


MR. DeVELLIS:  Okay.  Similarly, if you do the same for 2008, it will be approximately 528 megawatts from your 1,550 on table 2?


MR. BUT:  I think you are using a linear extrapolation right now, and the actual number for 2008 or 2009 could be different, depending on the efficiency standards and building codes at that time.


There will be continued improvement in the standards and efficiency code.  So, therefore, it may not be 100 percent correct to assume that the same amount of savings will be ‑‑ the savings achieved in 2008, 2009 will be the same with the profile as you will achieve in 2006 or 2007.


MR. DeVELLIS:  Right.  I understand it's not necessarily a linear extrapolation, but that is the best evidence we have.  We don't have a detailed analysis of CDM programs and how they impact Hydro One's load.  So the only way we can get at it is to make an approximation based on the OPA's numbers.


MR. BUT:  In our own analysis, natural conservation is approximately 0.3 percent in our model.


MR. DeVELLIS:  Sorry?


MR. BUT:  In our own model, our natural conservation assumption is approximately between 0.3 to 0.4 percent on an annual basis.


MR. DeVELLIS:  Okay.


MR. BUT:  And that may be slightly different from 

the --


MR. DeVELLIS:  Those are the amounts embedded in your model already?


MR. BUT:  Exactly.  That number may be different from the OPA assumption.  


The other way of saying it is that suppose the load growth for the province is approximately 1 percent a year, and if you take the natural into consideration, the load growth, including natural, would have been 1.3 or 1.4 percent a year.


MR. DeVELLIS:  Thank you.  Madam Chair, I have approximately 20 minutes remaining.  Do you want me to push on?


MS. NOWINA:  Yes, let's continue.


MR. DeVELLIS:  Thank you.  Now, I understand that your load forecast presented in your application assumes normal weather conditions.  I believe you said that to Ms. Lea, as well.


Depending on actual weather conditions, the actual loads for 2007 could be higher or lower than your forecast; is that right?


MR. BUT:  Can you repeat your question again?


MR. DeVELLIS:  You have done a weather normalized forecast, so -- but your actual load would vary according to actual weather.  It would be higher or lower than forecast, depending often the weather?


MR. BUT:  The actual would be different from the forecast, depending on the actual weather conditions, yes.


MR. DeVELLIS:  So you have, in effect, removed the impact of extreme weather from your load forecast?


MR. BUT:  That's correct.


MR. DeVELLIS:  Can you turn to page 21 of our compendium.  This is also a document from the OPA's Conservation Bureau and it is summarizing their various programs, conservation demand management programs.


The first bullet point on page 21 is a description of their demand response programs.  Is it your understanding that part of the OPA's reduction -- target reductions include reductions resulting from demand response programs?


MR. BUT:  I wasn't involved in preparing this document, so I could not really confirm the information contained in this document for you.


MR. DeVELLIS:  Okay.  Well, what it says at the first bullet point there is:

"500 megawatts of demand side management, demand response...

The bureau is planning a province-wide program to achieve 250 megawatts of demand response in each of the next four years.  The program is currently being finalized and will be launched in June."


Now, the purpose of the demand response program is to reduce demand during critical periods; is that right?


MR. BUT:  I think that is a fair assumption.


MR. DeVELLIS:  So during where -- when there is extreme weather or when prices are high as a result of extreme weather, for example in the summer.  Is that right?  


MR. BUT:  I think that is a fair assumption, yes.  


MR. DeVELLIS:  Okay.  


We see the amount targeted to be achieved under this aspect of OPA's CDM program is 250 megawatts.  


MR. BUT:  Right.  Yes.  That's what it says in the document.  


MR. DeVELLIS:  Now, if you would just flip back to table 2 of your evidence, at Exhibit A, tab 14, schedule 3, page 8.  You have taken the OPA's total targeted demand reduction of 1350 and you applied that to 12 month average peak demand.  Is that right?  


MR. BUT:  The 1085 in table 2 of A14.3, page 8, is the sum of the monthly peak for 2007, and that add to 1085 megawatt.  That is correct.  The details of the monthly profile has been provided in response to J-5-117.  


MR. DeVELLIS:  Okay.  So insofar as the target includes demand response programs which won't necessarily be triggering in every single month -- 


MR. BUT:  That's correct. 


MR. DeVELLIS:  But your assumption regarding the impact of CDM programs spread the total target across every single month.  


MR. BUT:  Every month there will be a particular -- there be particular numbers, and I think we have provided that in our exhibit, with that respect.  


Basically for the summer months we would have demand response programs, demand management program, such as the peak saver programs, that you control the thermostat for example, there will be a saving contribution for the household using that technology.  


And so there will be saving pertaining to that particular period, in summers.  But for other months, you would have saving pertaining to lighting, pertaining to motors, pertaining to other end uses.  So therefore the estimate for the summer would have been different from other months.  


But on average, although we said we would achieve the 1350 peak saving for the summer, but the average on the 12-month basis we estimate in our written submission is about 1085.  


MR. DeVELLIS:  Right.  Now, you mentioned the summer months and that is why I asked you earlier whether your load forecast is weather-normalized.  So you already, in effect shall, you already corrected your load forecast for extreme weather conditions. 


MR. BUT:  Right, that's correct.  


MR. DeVELLIS:  And the demand response program is triggered during extreme weather conditions.  


MR. BUT:  Yes. 


MR. DeVELLIS:  You have included the impact of those programs into your forecast. 


MR. BUT:  So what this is means is, if you have a demand response program, if a customer -- for example, like my house, if I'm using air-conditioning at that time, if I respond to the program I would contribute one kilowatt or so of peak saving during that time, and that is implicitly reflected in our reductions.  


MR. DeVELLIS:  My point is, you have included in your reductions, but you already corrected your model for extreme weather conditions.  


MR. BUT:  Right.  Our weather normalization is a correction of extreme weather.  But that doesn't mean we move all high temperature load.  This is just a typical temperature, typical temperature profile.  You also have hot days as well.  


MR. RUPERT:  Mr. DeVellis, can I just ask what the date of this document is that you're referring to?  I'm not sure what date it was produced at.  The one that lasts from pages 20 to 22. 


MR. DeVELLIS:  I believe it is an excerpt from the OPA's website.  I don't have the exact date, but I can certainly undertake to provide it.  


MR. RUPERT:  Thanks, okay.  


MR. DeVELLIS:  I apologize.  


To your question, Mr. Rupert, if we turn to page 14 of our compendium.  This is an excerpt from the OPA's chief energy conservation officer, annual report for 2006.  


And on page 14 of our compendium, which is page 47 of the original document, there are some estimates as a result of the impact of the demand response program.  


You will see there are similar numbers there, as in the previous document we looked at.  


MR. RUPERT:  Yes.  Not to make a big deal of it.  It is just the document you're referring to on pages 20 and so on seems to have been prepared prior to the actual launch of the program which would make it in the first half of 2006.  I just want to confirm that that was in fact the date of that. 


MR. DeVELLIS:  Fair enough.  


Now, I have a question regarding the differences between the Hydro One forecast and the IESO load forecast.  First of all, I understand that both Hydro One and IESO prepare a forecast of Ontario demand.  


MR. BUT:  We both develop load forecasts to meet the company's requirement.  


To be more specific, the IESO load forecast is done on a seasonal peak basis for capacity planning.  For Hydro One, our load forecast for this rate submission is prepared for revenue requirement.  So therefore the peak number we presented here is the monthly peak.  So we have a different definition.  


And that perhaps explains why there is the difference in terms of the number presented in the number that you may be seeing.  


MR. DeVELLIS:  Okay.  I will refer you to Exhibit J-5, 120, which is an interrogatory response to VECC.  


MR. BUT:  Yes, I've got that.  


MR. DeVELLIS:  Okay.  First of all, what you said in number 2 at the bottom of page 1 there is that: 

"Hydro One does not have enough information to comment on IESO forecast.  In general, the differences could be attributed to a number of factors, including forecast methodology, weather normalization procedure, timing of the forecast, economic drivers used, and CDM impacts."  


MR. BUT:  That's correct.  Yes.  


MR. DeVELLIS:  And if you would just look at the table above there, the peak for both Hydro One and IESO is July?  Do you see that there? 


MR. BUT:  Yes. 


MR. DeVELLIS:  The IESO forecast is 25,434 megawatts. 


MR. BUT:  Right. 


MR. DeVELLIS:  And it is 22,357 megawatts for Hydro One.  And if you would take this subject to check, the difference is 3,000 megawatts. 


MR. BUT:  That is the reason why I explained a moment ago that we are talking about different definitions here.  


The IESO forecast is using seasonal peak, while Hydro One load forecast is using monthly peak for revenue purposes.  And that explains one of the difference.  


In addition, there are different, as I explained in this exhibit, there are a number of differences that we could be attributing to the forecasting methodology, the weather normalization procedures and the timing and forecasting; everything.  


MR. DeVELLIS:  Now, at volume 6 of the transcript, Mr. Buonaguro asked you, Dr. Poray, about how your load forecast for 2009/2010 would be determined.  And I believe you said that it would be based on IESO's forecast.  Do you recall that?  


DR. PORAY:  Which transcript are you referring to?  


MR. DeVELLIS:  Of this transcript, page 180 -- sorry, page 80, volume 6.


DR. PORAY:  Okay.


MR. DeVELLIS:  And beginning at line 17 on page 80, the question is, "Part of the proposal", and I believe the proposal is the transmission revenue requirement adjustment mechanism?


DR. PORAY:  That's correct.


MR. DeVELLIS:  "...is to have the IESO provide the forecast charge determinants for 2009 and 2010?"


You say, "That's correct."


And then the question is:  

"Could you confirm for me, would that forecasting be done based on IESO's forecast of Ontario demand using IESO's forecast models?"  


And you said:

"Yes, that information would be based on the IESO's information."


DR. PORAY:  That's correct.  That is what I said here.


MR. DeVELLIS:  So your load forecast for 2009, 2010 would be based on IESO's forecast?


DR. PORAY:  The charge determinants that would be used for setting the rates would be prepared by the IESO.


MR. DeVELLIS:  Okay, but not the forecast?


DR. PORAY:  The charge determinants for the year in which the adjustment is made, so for 2009 or 2010, would be prepared by the IESO.


MR. DeVELLIS:  Okay.  My question is, if you go back to the VECC interrogatory, J‑5-120, there appears to be quite a difference between the IESO's forecast and Hydro One's forecast.


So the result would be a big jump in your forecast in 2009.


DR. PORAY:  Excuse me for a minute.


[Witness panel confers]


DR. PORAY:  Could you just repeat your question, please?


MR. DeVELLIS:  Well, my question is you have said you are using the IESO's forecast for 2009 and 2010, but it appears that that would mean there would be a jump in your forecast for 2008.  You see from the interrogatory at J-5-120 that there is a sizeable difference between the IESO's forecast and Hydro One's forecast.


So if you're using your own forecast for 2007 and 2008, and then switching to IESO's in 2009, your forecast numbers will suddenly jump?


DR. PORAY:  Okay.  Well first of all, I will get Mr. But to fill in the details, but, first of all, that forecast that was provided was for the system peak.  These were not independent charge or forecast of charge determinants for either the network pool, or the line connection pool or the transformation pool.


So that would ‑‑ the IESO would have to develop that for the network pool.  I don't know if there is anything else Mr. But wants to add.


MR. BUT:  I want to add that at the end it will be okay, in the sense that we will be using the same -- the information on the same basis.  The information that would be used would be charge determinant.  So there is only ‑‑ the information that IESO has will be the same as the information that Hydro One would have.  


But in terms of the forecast, you are talking about -- that we referred to here, we're talking about two different types of forecast.  One forecast that was referenced earlier was the charge determinant forecast.  This forecast is the system peak forecast.  


However, although we are talking about two different forecasts, but if we look at the growth rates, that should be fine.


Charge determinant growth rates would be having already similar pattern as the total system peak growth rate for the forecast period.


To use a very simple example, it doesn't matter what base you are talking about.  If it was agreed that the system will grow, say, 1 percent per year for the forecast period for 2008 and 2009, if you applied that 1 percent consistently on the same basis for the charge determinant, you would get the appropriate growth rate for the charge determinant, as well.


MR. DeVELLIS:  Can you turn now to Exhibit J, tab 1, schedule 140, which is a response to an interrogatory to Board Staff.


MR. BUT:  J‑1-140?


MR. DeVELLIS:  Yes.


MR. BUT:  Yes.


MR. DeVELLIS:  Page 2.


MR. BUT:  I've got it.


MR. DeVELLIS:  I note on the table there on page 2 that Hydro One prepared its own load forecast for five regions.


MR. BUT:  That's correct.


MR. DeVELLIS:  Is that because the transmission planning has to do a specific area or regional requirements, as well as overall provincial requirements?


MR. BUT:  This five region is basically using five regions that -- basically northeast, northwest, central, east, and southwest, in terms of having similar climate conditions.


MR. DeVELLIS:  Okay.  The peak demands for the five regions all occur at the same time?


MR. BUT:  In the regional, regions would have different weather corrections or normalization procedures.  But essentially the five regions will add up to the total system.


MR. DeVELLIS:  Right.  But the answer is, no, they don't all peak at the same time?


MR. BUT:  They will not peak at the same time, yes.


MR. DeVELLIS:  If you look at the table now, IESO uses ten zones.  Do you see that on the table?


MR. BUT:  Yes.


MR. DeVELLIS:  Do you know whether the peaks in the ten IESO zones all occur on the same day?


MR. BUT:  If we have ‑‑ well, it all depends on how you look at the information.  If we have a total system peak, say, on a particular hot day, if you have a system peak of, say, 26,000 megawatts, I think that is the total system peak.


And each zone or each region will have different contribution at that time, contributing to the total system provincial peak of, say, 20,000.  So although we are talking about five zones or five regions, or whatever numbers of combination, at the end it will all add up to the total system peak.


MR. DeVELLIS:  Okay.  My last question is -- I just have one question.  It is actually more of a clarification in the area of charge determinants.


You say in your evidence at Exhibit H, tab 3, schedule 1, page 5 -- do you have that?  You are discussing option 2, and what you say at the top of page 5:

"Given this assumption, this option is expected to result in some cost shifting with LDCs likely to see about a 1 percent decrease in their network charges and directs about a 9 percent increase."  


Do you see that there?


MR. ANDRE:  Yes, I see that.


MR. DeVELLIS:  I want to refer you to an interrogatory response to VECC.  That's J‑5-124.


MR. ANDRE:  Yes.


MR. ROGERS:  Is that in your compendium, Mr. DeVellis?


MR. DeVELLIS:  No, unfortunately not.  It's Exhibit J, tab 5, schedule 124, page 3.


MR. ANDRE:  Yes, I have it.


MR. DeVELLIS:  I note that the cost under option 2 is 641.2 million, which is higher than under the proposal, which is 634.6 million.  Can you just explain why that is, if you said you expect there to be a reduction?


MR. ANDRE:  Right.  Yes.  The evidence under H1, tab 3, schedule 1 was based on the information that was provided at stakeholdering.  And at that time, what we were using was 2005 data, and we were also making the simplifying assumption, as stated in the evidence, that under this approach customers, we would expect that they would ‑‑ the charge determinant would be something close to their non‑coincident peak.  So 2005 in that simplifying assumption.


In the Exhibit J5 -- or Exhibit J, tab 5, schedule 124, we've corrected for that assumption, and now we're using actual 2008 forecast load.  And we've also made an adjustment for the fact that we would anticipate some additional load shifting under this methodology.


So the interrogatory response is 2005 and uses actual ‑‑ sorry, my mistake.


The interrogatory response is 2008 data actual forecast data.  So we don't rely on the simplifying assumption that was used in the evidence.


MR. DeVELLIS:  Thank you.  Those are my questions.  Thank you, Madam Chair.


MS. NOWINA:  Thank you, Mr. DeVellis.  We will break now until 11:20. 


‑‑‑ Recess taken at 11:02 a.m. 


---  On resuming at 11:25 a.m. 


MS. NOWINA:  Please be seated.  


Mr. Moran, do you want to go next?  


MR. MORAN:  Yes, Madam Chair.  


CROSS-EXAMINATION BY MR. MORAN:


MR. MORAN:  Good morning, panel.  You're very far away from me.  I'm sorry I didn't move down a bit closer during the break.  


I just want to recap how we got here with you and ask you a couple of questions about what happened along the way to get us to where we are today.  


Back in RP-1999-0044, as I understand it, AMPCO at that time pursued a coincident peak approach; is that correct?  


DR. PORAY:  It was coincident peak or the 50 hours in the month, but essentially very similar. 


MR. MORAN:  Essentially the same.  And we see them back with a similar proposal in this proceeding as well; right?  


DR. PORAY:  That's correct.  


MR. MORAN:  Okay.  And the competing position, as I understand it, in RP-1999-0044 was based on a non-coincident peak approach; right?


DR. PORAY:  That's correct.  


MR. MORAN:  Okay.  And again, as I understand it, at that time Hydro One proposed a compromise between those two positions and that's what ultimately the Board approved, and that's what in place at the moment; right?  


DR. PORAY:  Correct.  


MR. MORAN:  That's where it is the higher the customer's demand coincident with the monthly system peak, or 85 percent of the customer's non-coincident demand peak; right?  


DR. PORAY:  Correct.  


MR. MORAN:  And in deciding to approve this approach, when we look at the decision, the Board appears to have pointed to two things as I understand it.  The first thing that the Board said -- Madam Chair, there is a couple of paragraphs in the decision so I haven't reproduced copies because it is very, very brief.  I will just simply read it into the record and ask my question.


MS. NOWINA:  That's fine. 


MR. MORAN:  At paragraph 3.4.27 of the decision the Board said this:   

"A rate design aimed at customer demand reduction during the system's coincident peak hours would meet the test of economic efficiency, but only if the network transmission system is generally capacity constrained.  This is not the case for the OHNC network transmission system either today or in the foreseeable future."  


So as we look at the system today, does that still hold true?  


DR. PORAY:  That is correct.  


MR. MORAN:  Okay.  So as things stand today, the system is still not generally capacity constrained?  


DR. PORAY:  That's correct.  


MR. MORAN:  So then the Board went on to say as a result of that, that the issue, therefore, of constructing a rate design which would avoid capacity expansion is of secondary importance.  Correct?  


DR. PORAY:  That's what it said, yes.  


MR. MORAN:  Then that took the Board to what was described as a fairness issue, and it was described this way by the Board at that time: 

"The fairness issue of recovering the sunk transmission system costs, therefore, becomes important.  Exclusive reliance on the coincident peak method, where some customers may be able to withhold demand in that period, while others do not have such opportunity, will result, in the Board's view, in unfairness."


Does that still prevail today?  


DR. PORAY:  It is our view so, yes.  


MR. MORAN:  And I'm wondering, are you in a position, Dr. Poray, to expand a little bit on the nature of the unfairness?  


DR. PORAY:  The issue that we were grappling with at that time was essentially gaming, the ability of a customer to be able to escape the peak period, if it was based on just a coincident peak, to escape paying for transmission charges.  We felt that that was unfair, in terms of transferring the additional costs to the other customers, because in that sense, the transmission costs themselves don't change as a result of a customer shifting off peak to another period.  So therefore there is a transfer in the recovery of those costs to other customers.  


MR. MORAN:  And it's fair to say that even if you are using the system on an off peak basis, you're still using the system; right?  


DR. PORAY:  That's correct. 


MR. MORAN:  And you're still receiving a benefit from the system that was built partly to accommodate you, even though you can move off the peak.  


DR. PORAY:  That's correct.  


MR. MORAN:  All right.  And in the direct examination by your counsel this morning, he asked a question about whether Hydro One essentially is neutral on the cost allocation issue, and I guess at one level that's probably true, as long as your revenue requirement is met, how it's met you may not -- you may be neutral on that; right?  


MR. ANDRE:  Yes, that's correct. 


MR. MORAN:  But it's also...


MR. ANDRE:  Yes, that's correct.  


MR. MORAN:  Right.  It is also fair to say, isn't it, that that is not the end of the analysis, because as a transmitter coming forward with a proposal for rates there is a requirement that those rates have to be just and reasonable; is that not also true?  


MR. ANDRE:  Just and reasonable rates is a requirement, yes. 


MR. MORAN:  Right.  So if you have a situation where there is potentially unfairness to one group of customers in favour of another group of customers, in fact you have to take that into account if you want to put forward a case that will demonstrate that your rates are just and reasonable; is that fair?  


MR. ANDRE:  Yes, that's fair. 


MR. MORAN:  So maybe you're not supposed to be completely neutral is where I'm taking you to. 


MR. ANDRE:  Yes.  There should be a balance of all of the rate-making principles, yes.  


MR. MORAN:  Thank you.  I would like now to move to your evidence on this issue at Exhibit H-1, tab 3, schedule 1, page 3.  


MR. ANDRE:  Yes, I'm there.  


MR. MORAN:  And on page 3, at line 19 -- this is part of the discussion of the alternatives that you discuss in your evidence.  And this is part of the discussion of option 1, which would be a charge determinant based only on customer coincident peak.  Which is similar to what AMPCO is seeking here.  


And at page 19, you indicate that, under this option, you would see something in the range of a 2 percent increase in network charges to LDCs, and about a 15 percent decrease in network charges to end use transmission customers.  Right?  


MR. ANDRE:  Yes, that's correct, based on the use of 2005 actual data.  


MR. MORAN:  Okay.  And just so I can understand the nature of this 15 percent decrease in network charges to end use transmission customers based on what you've told me so far.  That would really result from some customers who are in a position -- well, let me just back up a minute.  


As things stand at the moment, you probably have two groups of customers.  There is one group of customers who really don't have any ability to move their load around, so they're going to get caught by the coincident peak pricing; right?  


MR. ANDRE:  Correct.  


MR. MORAN:  Then there is this other group who, for whatever reason, based on their current operating timetable or schedule don't get caught by the coincident peak but they do get caught by the 85 percent of their non-coincident demand; right?  


MR. ANDRE:  The 85 percent non-coincident demand might be a higher number than their coincident peak.  So they may still be having some load coincident with the peak, but the higher of would kick in. 


MR. MORAN:  That's right.  And then, within those customers, there will be some customers who have the ability to move their load around, perhaps, to some extent; right?  


MR. ANDRE:  Yes, that's correct. 


MR. MORAN:  Then the ones who can't, they're going to continue to be billed the way they are today.  


MR. ANDRE:  Yes.  


MR. MORAN:  So when we talk about that 15 percent, that's where we're getting into this part of the unfairness issue, some customers end up getting a big benefit, while other customers essentially see no benefit.  In fact, some customers like LDCs and their end use customers will see an increase; right?  


MR. ANDRE:  Yes.  That's what our analysis showed. 


MR. MORAN:  All of whom are using the same transmission system with the same sunk costs and so on.  


MR. ANDRE:  Correct.  


MR. MORAN:  And if I understand this correctly, that 15 percent decrease that you're talking about, that would happen with nobody doing anything new.  If things were changed to reflect – a coincident peak approach, that 15 percent decrease would occur with nobody doing anything different from what they're doing right now.
 


MR. ANDRE:  Yes, that's correct.  The 15 percent doesn't assume any additional shifting.  


MR. MORAN:  When we look at the AMPCO proposal, what they appear to be proposing is a coincident peak approach that's based on the hourly peak demand during the hourly system peak demand in January, February, June, July and August.


In looking at that approach and considering what you said about the coincident peak option in your analysis, does your evidence change in any material fashion when you look at the AMPCO proposal?


MR. ANDRE:  Directionally, you would expect those relative changes; in other words, the decrease would get bigger and the increase to the other group would get smaller.  Directionally, that would be our anticipation.


MR. MORAN:  Sorry, just so I understand what you said, the decrease to the end use customers would go which way?


MR. ANDRE:  So the decrease ‑‑ so the 15 percent might increase ‑‑ well, I believe I already gave that evidence, that under our proposal ‑‑ or AMPCO's proposal we would estimate -- approximate about a 40 percent decrease in the end use transmission customers' network charges.  So that number would get bigger directionally.


MR. MORAN:  Therefore, the increase that would be borne by LDCs and their customers would actually be larger than what you ‑‑ than the 2 percent?


MR. ANDRE:  Yes, that's correct.


MR. MORAN:  And, in effect, exacerbating the unfairness that you were trying to avoid initially?


MR. ANDRE:  Yes.


MR. MORAN:  Thank you.  The last question I have for you has to do with your evidence set out on the same page at lines 10 to 17, where you say that:  

"Shifting use of the transmission system away from the system peak may reduce the need for new generation and should, in theory, help reduce electricity prices during the peak period.  However, available market data on 2005 system demand and electricity prices suggests that the highest electricity prices occur at varying times of the month.  In fact, the highest electricity prices in 2005 were not ever coincident with the monthly system peak or the hours immediately adjacent to the peak.  This suggests that transmission pricing tied to monthly system peak demand offers limited benefits in driving electricity market pricing."


So as I understand it, this relates to the idea that we see reflected in the AMPCO evidence, which says that people might have the ability to avoid the peak and, because of that, there might be some benefits to everybody as a result of what they pay for the commodity, because if people are moving off the peak, then the commodity price might be different, as well.  Is this what that is getting at?


MR. ANDRE:  Yes.  Based on the analysis of just the 2005 data, yes, that's what that suggests.


MR. MORAN:  So if you're correct on this, then that proposal of AMPCO's doesn't really work, does it?


MR. ANDRE:  Yes, the data would suggest that, you know, the high electricity prices don't necessarily correlate or don't necessarily line up with high system peak ‑‑ or not high, but the system peak.


MR. MORAN:  All right.  So given that, then, are you in a position to comment in the same way with respect to the specific AMPCO proposal, which is limited to January, February, June, July and August?  What's the relationship in those five months between the highest electricity prices and the coincident peak?


MR. ANDRE:  We provided data in the response to interrogatory J‑1‑143, and that data includes those five months.


So I haven't done any specific analysis to look just specifically at those five months, but I don't anticipate that this conclusion would change, if you look at just the five months that AMPCO is proposing.


MR. MORAN:  If we want to determine that, we will look at that ‑‑


MR. ANDRE:  Right.  The data is there.


MR. MORAN:  Thank you, Madam Chair.  Those are my questions.


MS. NOWINA:  Thank you, Mr. Moran.  Mr. Stephenson.


MR. STEPHENSON:  Thank you, Madam Chair.  I will move over.


CROSS‑EXAMINATION BY MR. STEPHENSON:

MR. STEPHENSON:  Good morning, panel.  My name is Richard Stephenson.  I'm counsel for the Power Workers' Union.  I just have a few questions on the load forecast issue and, in particular, the CDM impact with respect to the load forecast.


What I wanted to address was the issue about the accuracy of the forecasts, in terms of both the actual CDM effect in 2006 and the forecast CDM impact for 2007 and beyond.


Are you familiar with an expression or a term called "EM&V", evaluation, measurement and verification, in the context of CDM programs?


MR. BUT:  I understand.  I understand the terms.


MR. STEPHENSON:  Okay.  And as I understand it ‑‑ and I'm not sure how closely you're following the development of this issue vis‑a‑vis the OPA, but, as I understand it, the OPA is presently actively involved in the development of EM&V standards.  Are you familiar with that?


MR. BUT:  I am not familiar with that, because I was not directly involved, but I know that they are getting into more detailed program evaluations.


MR. STEPHENSON:  Okay.  And can you assist us?  As I understand it, the purpose of EM&V standards and methodologies is to permit the OPA and other interested stakeholders to actually assess what the actual effect of CDM programs is in terms of achieving their intended results; is that a fair characterization?


MR. BUT:  That is correct.  That's a fair characterization.


MR. STEPHENSON:  Okay.  And to your knowledge -‑ as at least I understand, and correct me if I'm wrong, those standards, as I say, are only now in the process of development and are certainly not in existence as of today; is that fair?


MR. BUT:  That is correct.


MR. STEPHENSON:  And in terms of ‑‑ you spoke about the existence of two elements to CDM, the so‑called natural CDM on the one hand, and the so‑called program CDM on the other.


As I understand it, part of EM&V programs is to determine the extent to which any demand reductions are a result of program-driven CDM on the one hand versus natural CDM on the other; in other words, the split between the two.  Is that fair?


MR. BUT:  That is fair.  The analysis done so far has been at a really high level, and it needs further program evaluation in order to confirm what was actually achieved.


MR. STEPHENSON:  Right.  But in addition to that, not only does it affect the calculation of the split between the two elements of CDM, as I understand it, it also is involved in verifying the total amount of CDM which is actually achieved, in the sense of -- through any source, as compared to some other factor which may have led to a reduction in demand?


MR. BUT:  That is correct.


MR. STEPHENSON:  As I understand it -- and I don't know if you're familiar with the Conservation Bureau's 2006 Annual Report, but they have indicated in that report, as I understand it, that there has not been independent evaluation of specific program savings in the last two years.  That's what the Conservation Bureau has indicated.


Are you familiar with their statement in that ‑‑ to that regard?


MR. BUT:  I agree that is a fair statement.  They admitted that in the conservation report that they prepared earlier.  The analysis they prepared is using a really high level two-period analysis for summers and come up with an estimate for that report.  It is a preliminary estimate.


MR. STEPHENSON:  Are you familiar with the fact that in April of this year, 2007, the OPA has actually issued an RFP for -- to have an independent person with some expertise actually undertake that quantitative and qualitative assessment of past results?  You are familiar with that? 


MR. BUT:  Yes, that's correct.  I have seen the RFP as well.  OPA is basically looking for a consultant to help them do program evaluation for 2006.  


MR. STEPHENSON:  Okay.  So I guess where I'm leading, in terms of all of this, is -- and I take it it goes without saying that not only has the OPA not undertaken this analysis to date.  Hydro One hasn't undertaken this analysis to date.  Fair?  


MR. BUT:  We have not done a detailed analysis of the CDM results achieved so far.  


However, if you allow me to elaborate.  We have looked at the actuals, in terms of our forecast -- as compared to our forecast as we provided in our response to J-1-139, question from Staff.  We did compare our forecast with respect to the CDM impact and compared that to the actual results, and it confirms that our assumption of about 600 megawatts of CDM impact was indeed achieved.  


Not only that, I can also report -- want to report that year-to-date results, up 'til -- using results from --actual results from April 2007, our total system forecast as well as charge-determined forecast are also tracking very well.  So that implies the CDM assumption that we assume in the rate case is appropriate.  


MR. STEPHENSON:  Okay.  I take it, however, that that analysis that you have just described, in terms of tracking the results, is done without the benefit of whatever the EM&V standards that are ultimately going to be developed haven't actually been implemented yet.  Fair? 


MR. BUT:  That is true.  We don't have the detailed results in terms of evaluation.  However we are looking at the actual, and actual is actual.  That is exactly what happened year to date, now.  


MR. STEPHENSON:  Well, and I thought we had covered this earlier, but if I am wrong about it, by all means correct me.  


When you talk about actual, part of the difficulty in measurement, in terms of actual impact, is that you will obviously be able to measure your actual demand in 2006 and compare it to your actual demand in 2005.  But what you cannot actually determine is the precise cause of the variances, in terms of peak demand as between those years.  That's what EM&V is designed to do; fair?  


MR. BUT:  That's correct.  


MR. STEPHENSON:  Because it could be related to factors entirely unrelated to conservation and demand management.  That's possible?  


MR. BUT:  That's possible.  


MR. STEPHENSON:  All right.  And all I'm getting at at the end of the day is, is that the figures that you've estimated, in terms of the impact of conservation and demand management, and the figures that the OPA has estimated in terms of the impact in conservation and demand management, are nothing other than that.  They're estimates.  Fair?  And that the Board can't treat any of these numbers as gospel.  


They are the best available estimates on the basis of the methodology that you have available today.  Fair?  


MR. BUT:  That's fair.  


MR. STEPHENSON:  Okay.  And that stands for both you and for the OPA.  Fair?  


MR. BUT:  That's fair.  


MR. STEPHENSON:  Okay.  Thank you.  Those are my questions.  


MS. NOWINA:  Thank you, Mr. Stephenson.  Ms. Girvan.  


CROSS-EXAMINATION BY Ms. Girvan:  


MS. GIRVAN:  Thank you.  These questions are along the same lines, Mr. But.  I just want to clarify some things.  


Would you agree with me that typically, the development of your load forecast is largely an empirical exercise based on a fairly complex model?  


MR. BUT:  Yes, I agree.  And that is exactly what we have documented and provided in A14-3. 


MS. GIRVAN:  With respect to the CDM adjustment, it's my understanding that this was a target that was set by the government.  Would you agree with that? 


MR. BUT:  That is correct.  That's a government target of 1350 megawatts by 2007.  


MS. GIRVAN:  1350?  


MR. BUT:  1350, right. 


MS. GIRVAN:  Do you know when that announcement was first made?  


MR. BUT:  That announcement was made in late 2003.  


MS. GIRVAN:  Okay, thank you.  


MR. BUT:  Beginning of 2004. 


MS. GIRVAN:  Would you agree that leading up to that, it's my understanding that no one really did any sort of specific program-by-program analysis to come up with that target? 


MR. BUT:  That's correct.  To the to the best of my knowledge.  


MS. GIRVAN:  Okay, thank you.  


And I've certainly seen it referred to, and in a number of documents, and specifically in the context of the OPA's IPSP CDM documents as an aggressive target.  Would you agree with that?  


MR. BUT:  In that document, they have given a range of forecasts and some are aggressive and some are less aggressive. 


MS. GIRVAN:  But they referred initially I think to the 1350 as aggressive. 


MR. BUT:  That is correct.  


MS. GIRVAN:  Thank you.  I guess what I am sort of trying to get my head around the fact that you typically have this load forecast that's based on empirical analysis, but you're making an adjustment that is really not based on any empirical analysis.  


So what you're doing is undertaking what you normally do with the load forecast, and then essentially making a CDM adjustment which really isn't based on any empirical analysis.  It is really a target; in fact, a political target.  Would you agree with me on that? 


MR. BUT:  The government gave out a target of 1350 megawatts by 2007.  And subsequent to that, they have also provided additional targets of another 1350 by 2010, and another 3500 megawatts by 2025.  I think you are very familiar with that.  


For Hydro One, when we did the load forecast for this rate case, we used the best information available, which is the 1350 target, and we mix in an assumption about that and we made the same assumptions and starting in 2004.  


Those assumptions that we made with respect to CDM, when we finally did the evaluations year end for 2005, 2006, we have consistently found that the CDM assumption we made has been correct.  


MS. GIRVAN:  Okay.  So have you ever made such an adjustment before, in terms of developing your load forecast?  


MR. BUT:  We have – yes, I have.  I have the experience going back to 1990s in the DSP period.  I was responsible for coordinating and preparing the CDM or DSM at that time, the forecasts for the former Ontario Hydro.  


MS. GIRVAN:  But it wasn't really based on what I would characterize as the, this aggressive political target.  Right?  It was more or less involved in --associated with programs that were in place, or programs that were forecast to be in place.  That's my understanding of how those -- 


MR. BUT:  The target that was used in the DSP era was actually quite aggressive.  We were at that time talking about trying to get 2000 megawatts from efficiency improvement, another few thousand from fuel-switching, and additional megawatt –- thousand megawatt from standards as well. 


So I would say going back to the '90s, those targets was also quite aggressive, as well as compared to today.  


MS. GIRVAN:  Okay.  Going back to what you talked about with Mr. Stephenson, in terms of saying your results.  You just said to me a couple of minutes ago that you have undertaken analysis of your 2006 results.  


And what I took from what he was asking you earlier is that you don't have, necessarily, a formalized EM&V process in place at Hydro One.  


MR. BUT:  That is correct.  We have not conducted any detailed, formal evaluation.  That is not our responsibility.  We assumed that that is OPA responsibility and OPA will be doing that.  


MS. GIRVAN:  Okay.  All right.  Thank you.  


Just one other question.  Couple of other questions, sorry.  You originally put the 1350 reduction in your load forecast for 2007 about a year ago; is that correct?  When you -- 


MR. BUT:  We have assumed the government 1350 target starting in our 2004 load forecast, yes, that's correct.  


MS. GIRVAN:  2007?  


MR. BUT:  Well, that target was already established in previous year as well, yes.  


MS. GIRVAN:  All right.  Thank you.  And what I think you said to Mr. DeVellis, I just want to clarify this, is in terms of the Board's directive in the distribution case, you really haven't done what the Board asked you in terms of a sound analysis in terms of coming up with a CDM adjustment.  You're maintaining the same sort of level of precision that you did in the distribution case.  


MR. BUT:  Based on the load forecast actuals and we have consistently proved that the load forecast we assumed, together with the CDM assumption, has been accurate.


MS. GIRVAN:  Okay.  Can you tell me what the impact on the revenue requirement for both 2007 and 2008 would be, if, for instance, the Board were to reduce the CDM adjustment to 1,000 megawatts?  For ‑‑ so let me just ‑‑ I guess it is really ‑‑ assuming for 2007 that the CDM adjustment was reduced by some level, maybe because of an argument about double-counting or that we think it is maybe too high, and so the approved reduction would be 1,000 megawatts for 2007 and 1250 for 2008.


Can you do those calculations for me?  I'm essentially looking for a 300 megawatt reduction in each of those years to get an assessment of what the impact would be on the revenue requirement.


MR. ROGERS:  I don't know that Mr. But is the man to do it, but can you help us, Mr. But?  Do you believe that that could be done by the company?  I assume it can be.


MR. BUT:  Can you repeat your question again?


MS. GIRVAN:  Sure.  If your load forecast was reduced by 300 megawatts in 2007 and 300 in 2008 to reflect what I would say -- the CDM adjustment, could you calculate the impact on the revenue requirement?  I mean, ballpark is fine.  I would just like to get a sense of what that is.


MR. ROGERS:  Mr. Andre, could you comment on whether that could be done?


MR. ANDRE:  Yes.  That would change the charge determinant forecast, but I don't know that the revenue requirement ‑‑ I'm not in a position to say whether it would change, but my feeling is it would change the charge determinant, which would impact the rates.  But I don't know that there would be a big impact, if any, on revenue requirement.  But I agree, I wouldn't be averse to looking at that.


MR. BUT:  The other way of looking at that would be ‑‑


MR. ROGERS:  Sorry, if I may interrupt, I'm just trying to understand what would be involved in coming up with this estimate for Ms. Girvan.  Is it something that ‑‑


MS. NOWINA:  Can I clarify?  Are you looking for the impact on rates, Ms. Girvan, which I think is the relevant impact?


MS. GIRVAN:  Yes, that's fine.


MR. ANDRE:  Impacts on rates, yes.


MR. ROGERS:  That could be done.


MS. NOWINA:  All right.  Let's take that as an undertaking, then.


MS. LEA:  Yes.  K9.1, please, estimate on -- impact on -- the estimated impact on rates of the CDM amount that Ms. Girvan suggested.

UNDERTAKING NO. K9.1:  TO PROVIDE THE ESTIMATED IMPACT ON RATES OF THE CDM AMOUNT.

MS. GIRVAN:  It essentially reduces the reduction by 300 megawatts in each year or increases the load forecast by 300 megawatts in each year.  That's probably the better way of looking at it.


Okay, thank you.  Those are my questions.


MS. NOWINA:  Thank you, Ms. Girvan.  Mr. Rodger?


MR. RODGER:  Thank you, Madam Chair.  Perhaps first, Madam Chair, I've put together a compendium of 13 pages into one document.  I wonder if I could have this marked as an exhibit, please, before we start.


MS. NOWINA:  Yes, we can do that.


MR. RODGER:  The first page, just so everyone knows, it is based on interrogatory response J-5-116.  The balance of the materials are from the record.  I just thought, in the hope of moving things along, we could put everything in one place and that would avoid people taking out binders every few moments.  If I could have an exhibit number for this, please?


MS. LEA:  Exhibit L9.2, AMPCO compendium.


EXHIBIT NO. L9.2:  AMPCO COMPENDIUM.

MR. RODGER:  Thank you, Ms. Lea.  


CROSS‑EXAMINATION BY MR. RODGER:

MR. RODGER:  Mr. But, if I could first start with you, please.  I have some further clarifications around your approach to weather correction.


We heard your testimony earlier today that the forecast that you presented in the prefiled evidence are weather normal, and you explained that abnormal weather effects are removed from the base year for load forecasting purposes so that the forecast assumes typical weather conditions based on the last 30 years.  Is that accurate?


MR. BUT:  That is accurate.  Actually, it is last 31 years.


MR. RODGER:  Thirty-one years.


MR. BUT:  Yes.


MR. RODGER:  I take it this means when you produce your forecast, you start not with the actual base year demand data, but with weather-corrected data for the base year; is that accurate?


MR. BUT:  That is correct.


MR. RODGER:  Then you develop your load forecast for a future year that is also weather normal; is that correct?


MR. BUT:  That is correct.


MR. RODGER:  Now, I wonder if you could please turn to page 2 of my Exhibit L9.2, and this is one page taken from your evidence, Exhibit A, tab 14, schedule 3, page 2, and it is table 1 I want to refer to, which is entitled "Comparison of average monthly transmission peak demand forecast with actual."


As I understand it, Mr. But, what this table shows is your forecast accuracy record for the 1999 to 2006 period; is that correct?


MR. BUT:  That is correct.


MR. RODGER:  And am I correct, sir, that when you reference in this table the word "actual", that "actual" is not defined as the peak demand that really did occur in each of these years on the table?  Actual means weather-corrected peak demand?


MR. BUT:  That is correct.  All of the forecasts that we have is on a weather normal basis and, therefore, all the numbers is corrected for weather effects.  So what we are talking here about is not weather effects.  We are ‑‑ I am not responsible for forecasting weather effects, and what I am responsible is for the forecasts on the weather-corrected basis.


MR. RODGER:  When we look at this table 1, what it compares is Hydro One's weather normal forecast with your weather-corrected demand.  That's the comparison?


MR. BUT:  That is actual on a weather-corrected basis.  It's our forecast on a weather-corrected basis compared to the actual for the same year on a weather-corrected basis.  So we are comparing an apple with an apple.


MR. RODGER:  Yes.  In table 1 we do not know what the base forecast is or what the weather-corrected forecast is; is that correct?  It doesn't tell us the actual numbers of what the base forecast ‑‑


MR. BUT:  As you can see, it was not shown on this table.


MR. RODGER:  That's correct.  So what the table shows us is the relationship between base forecast and weather-corrected results for the forecast year; is that accurate?


MR. BUT:  That's correct.


MR. RODGER:  Now, Mr. But, I want to put a hypothetical situation to you.


And assume for the moment that there's a persistent bias that has somehow crept into the weather correction methodology that may persistently bias the weather correction upwards or downwards, but it always pushes the calculations in the same direction.


Let's assume that this bias adds an additional 5 percent to the actual demand - that is, to what really happened in any given year - when you calculate your weather-corrected demand.


If I apply that hypothetical situation to your table 1, would you agree with me that the 5 percent bias in the weather correction process would equally affect both the base year data correction and the forecast year data correction?


MR. BUT:  In your hypothesis, I would say that is true.


MR. RODGER:  Okay.  And what table 1 really shows us, it shows us Hydro One's skill at estimating the percentage change in demand; is that fair?


MR. BUT:  The percentages shown here is what we forecast on a weather normal basis and compares that to the actuals also on a weather normal basis.


MR. RODGER:  And table 1 tells us that Hydro One has done a pretty good ‑‑ got a pretty good track record in estimating change in demand; is that correct?


MR. BUT:  That is correct.


MR. RODGER:  But would you agree with me that we can't conclude from table 1 about your skill at actually forecasting actual or true peak demand, what really happens out there on a year in, year out basis?  I think that is why you said you're not the weather man; you don't predict that.  Is that true?


MR. BUT:  That would not be true, because we have consistently used the same weather correction methodology, and that weather correction methodology has been proven to be correct and appropriate to use, and we have consistently demonstrated that that methodology is appropriate for use in weather corrections.


MR. RODGER:  Would you also agree with me, Mr. But, that it's the actual or true demand that drives Hydro One's revenue?


MR. BUT:  That is correct.


MR. RODGER:  Now, I just want to talk a moment about the purpose, again, of weather normalization.  As I understand it, what your evidence is is that weather correction removes non‑normal weather effects from the load or demand data; is that right?


MR. BUT:  That is correct.  The weather correction that we use is basically removing all of the extreme, very extreme weather effects.  We're not saying that we are removing weather effects, but extreme weather effects.


MR. RODGER:  When you remove these non‑normal weather effects, you do that so you can properly assess what the demand would be in a normal weather situation; is that true?


MR. BUT:  That is correct.  We are doing this so that we can relate our forecast not to weather, but to other economic factors, such as the economy.


MR. RODGER:  Would you agree with me, Mr. But, that a critical reference point must be the definition of what the normal weather is for any given place and time?


MR. BUT:  That is correct.


MR. RODGER:  And your forecasting model, as I understand it, has a definition of normal weather for several locations in Ontario and for all of the hours at every day of the year; is that true?  


MR. BUT:  Can you repeat your question, please?  


MR. RODGER:  Your forecasting model has a definition of normal weather, and that includes looking at several locations around Ontario, for all hours of every day of the year.  


MR. BUT:  Our weather correction methodology is taking into consideration of the hourly weather variables; that is correct.  


MR. RODGER:  And I think you said earlier on that you developed this definition of normal weather by using the average of the past 31 years.  


MR. BUT:  That is correct.  Our weather normalization methodology is using a history of 31 years of weather data, and that has been the standard practice of weather normalization used by most utilities in North America.  


MR. RODGER:  And by using this average of the past 31 years of data, I take it this implies that you believe that this average represents a reasonable expectation of normal weather for the years you want to forecast?  That's why you used 31 years.  


MR. BUT:  That is correct.  The practice of using 31 years is that we believe that there is no reason, in the future, we can say that there will be any difference from the past.  And we cannot use a very short term in terms of our averages and that is the reason why we consider it is more useful to use the average or the 31 years as the way to define weather normal conditions. 


MR. RODGER:  In other words, you're confident using 31 years. 


MR. BUT:  We are confident with that methodology, yes. 


MR. RODGER:  I also understand from your evidence that another important part of weather normalization is to estimate how load responds to changes in the weather.  Is that fair?  


MR. BUT:  That's fair.  


MR. RODGER:  So just to summarize.  When you weather correct, as I understand it, you take a look at the actual weather that has occurred, you compare it with the average of the last 31 years, and then determine what the demand would have been if the normal weather had occurred.  Is that a fair summary?  


MR. BUT:  That's fair.  


MR. RODGER:  And would you also agree that if your process of weather normalization is accurate, then the odds that normalization will adjust demand up or down should be roughly equal.  


MR. BUT:  That's fair.  


MR. RODGER:  Now, I wonder if you could turn to the first page of AMPCO Exhibit L9.2, and this is what we sent out on Tuesday evening.  The source of this data was VECC interrogatory J-5-116.  What it deals with, table 1 is the Ontario monthly peak demand data from J-5-116 and you will see there is actual megawatt information from the years 1999 to 2006.  And weather corrected information also from 1999 to 2006.  Is that accurate?  


MR. BUT:  That is true.  


MR. RODGER:  And I understand that the weather correction for each month is actually an aggregate of corrections for a number of locations for the peak hour of the month.  Is that true?  


MR. BUT:  Can you repeat your question again?  


MR. RODGER:  The weather correction for each month is actually an aggregate of corrections for a number of locations in Ontario for the peak hour of the month.  


MR. BUT:  That is not correct. 


MR. RODGER:  How did you -- 


MR. BUT:  This weather correction is done using the Toronto Pearson International temperature, so this is not a weather correction of different regions. 


MR. RODGER:  I see, so it is just Toronto. 


MR. BUT:  Just Toronto.  Toronto Pearson International Airport.  


MR. RODGER:  What we have done here, if you look at the right-hand column, is that we have calculated the average, the average -- the monthly average peak demand for the years in question, 1999 to 2006.  


On table 2, on this first page of L9.2, we've also calculated the average, the weather correction to the average monthly peak demand by year.  


What we have noted is that in every one of the eight years that this table represents, the weather correction resulted in an estimate of demand that was lower than actual demand.  Is that accurate?  


MR. BUT:  This information that you're comparing is actually the pure weather effects of between 1999 and the year 2006.  So this is just the weather effects.  


MR. RODGER:  Yes.  And you would agree with me that what this shows is that for every one of the eight years, the weather correction resulted in an estimate of demand that was lower than actual demand? 


MR. BUT:  That is correct.  Basically in the last eight years we have weather corrections that you have calculated.  As a matter of fact, we have the same numbers.  


MR. RODGER:  Okay, that's good.  And in table 2, you see what the total is, that the average correction to monthly peak demand over the eight-year period was a downward adjustment of some 433 megawatts.  Is that correct?


MR. BUT:  That is correct.  For the period between 1999 and the year 2006.  


MR. RODGER:  And 438 megawatts is about the capacity of one of OPG's Pickering units; is that fair?  


MR. BUT:  If Pickering unit is -- if you assume Pickering unit is 700 megawatts, that would be about half of that. 


MR. RODGER:  Okay.  Now, Mr. But, isn't the conclusion, the only reasonable conclusion that you can take from this chart is that there is, in fact, a bias built into your weather correction approach?  


MR. BUT:  I disagree.  What this table shows is, in the last eight years we have extreme weather effects that require weather corrections, that amounted an average of minus 438 megawatts.  But I can show you that if you asked me these questions, say in 2002, I would have told you that if you choose the period from 1982 to 2001 for that 20-year period, the weather correction, the same calculation that you have for minus 438, that number would have been 17.  


MR. RODGER:  Mr. But, you agreed with me a few minutes ago that if -- when I asked you that if your process of weather normalization is indeed accurate, then the odds that normalization will adjust demand up or down should be roughly equal.  


Can you explain to me, then, how you could end up with eight years that were all abnormal in the same direction;  in other words, all weather-corrected downward?  


MR. BUT:  As I stated earlier, I am not responsible for forecasting weather.  And what we are seeing here is just purely the weather effects that indeed we have.  And for this eight-year period we have a really unusual 2002 and another unusual 2005 as well unusual 2006.  Those are extreme years that we have not experienced in the last, say, 25 years or so.  


MR. RODGER:  But if your weather correction process is correct based on our earlier discussions, shouldn't the average monthly corrections have been something closer to zero? 


MR. BUT:  The weather correction effect is consistently a model that we use using the latest 31 years of information to do the weather correction.  


What it shows here is the -- is the fact that we have extreme, we are experiencing extreme weathers, hot weather in the last few years.  That's the fact.  But that is already facts.  


MR. RODGER:  So from that, wouldn't this kind of result lead you to conclude that your definition of "normal" is no longer normal, that really there is a need to reassess that 31-year timeline that you are looking at?  


MR. BUT:  Well, I would disagree.  If we have -- I will use a very simple example.  The stock market has been continuously higher for the last seven years; does that mean that it will drop this year?  I don't know.  Because nobody knows about this uncertain factor.  


Even more true so for the weather effects.  I cannot predict whether I will get a warm summer or a cold winter.  For example, last -- just last winter, we thought that because of global warming and all of this, we would not have a winter at all and as it turned out, it was a very cool winter.  


MR. RODGER:  So I take it, Mr. But, that your evidence is that the eight years that were all abnormal in the same direction, that doesn't concern you at all?  


MR. BUT:  No, it won't concern me because as a matter of fact, I was going to mention that, in the last -- if you look at the information back to, say, take the weather effects for the last 25 or 50 years, we have seen other years in which we have consistently seen similar patterns, but adjusted on the opposite direction.  So weather could come in in patterns.  


You will have a number of years of consistent positive adjustment, then you have a number of years of negative adjustment.  But that is the reason why, in load forecasting, we cannot just use the short-term phenomenon to come up with weather normalization.  And that is the reason why most utilities in North America, the majority of them, are using longer-term normalization such as 31 years that we are using. 


MR. RODGER:  Just to follow up on one point that Ms. Girvan raised and she asked the undertaking about, and this is about whether the CDM forecasts are high or low. 


Would you agree with me that all else being equal, if it turns out that your CDM forecasts are exaggerated and demand is artificially depressed low, the result will be higher revenues to Hydro One?


MR. BUT:  If our forecast is different from the actuals, that would have a different financial implication for the company.


MR. RODGER:  Yes.  And if your CDM forecasts are exaggerated and demand is artificially depressed low, the results will be higher revenues to Hydro One, won't they?


MR. BUT:  In this particular hypothesis, that's true.


MR. RODGER:  Now, if you could please turn to ‑‑ it's page 8 of Exhibit L9.2.  You had a discussion with my friend about this.


This is another VECC interrogatory.  It's Exhibit J, tab 5, schedule 120, page 1 of 1.


I just want to read the question that VECC put to you, because we took a very different interpretation of the answer and I want to understand it.  The question was:

"Please provide the schedule that sets out both Hydro One's forecast of monthly transmission system peaks (Ontario demand per page 19 as described by Hydro One) for 2007 and 2008 and the most recent forecast prepared by the IESO of the monthly maximum Ontario demand (as reported by the IESO) for 2007 and 2008.  

(Note:  It is recognized that monthly forecast values may not be available from the IESO for all of 2008)."


And in the response you gave, this chart that my friend took you through, we interpreted this as an apples-to-apples comparison of what IESO had done and what you have done.


I am left unclear, really.  Is it an apples-to-apples response that you've given here, or, from your evidence, is it really two different approaches that just happen to appear on the same table?


MR. BUT:  I have provided -- in our response I have provided the information that was requested.


MR. RODGER:  Yes.


MR. BUT:  The information that was requested is for us to compare, as you can see, the maximum Ontario demand as compared to Hydro One demand, monthly demand.


MR. RODGER:  Yes.


MR. BUT:  Hydro One monthly demand, as used in this rate case, is on a monthly peak basis, and that is the information we provided here.


The information we provided is what we got from the IESO report that we were asked to go to get, and that was the information I reported here.  And I also explained, in the note, that there are a number of reasons for that difference.


MR. RODGER:  At the end of the day, I guess I'm asking, Mr. But, can the Board conclude that this is in fact an apples-to-apples comparison, that there is not a definitional problem here in the information that's presented?  It's ‑‑


MR. BUT:  This is not an apples-to-apples comparison, no.


MR. RODGER:  It's not?


MR. BUT:  No, it's not.


MR. RODGER:  Now, there is no ‑‑ we're confused here, because in response (ii) there is no discussion here about differences in definition.  So perhaps I could ask you, then.  Can you provide us with an apples-to-apples comparison on this table so we can see really how you do compare forecast to forecast, so we can make a comparison?


MR. BUT:  Can you repeat your question again?  What do you mean by apples to apples?


MR. RODGER:  Really it is putting the interrogatory question to you again.


As I understand, the question that was asked to you was to compare your forecast of monthly transmission system peaks with the IESO forecast of monthly maximum Ontario demand.


MR. BUT:  So basically you are asking whether we could come up with a Hydro One similar definition in terms of seasonal peak?


MR. RODGER:  Yes, because we interpreted the answers that those are both the same things, but I'm hearing from you now this is really different ‑‑ there is different premises being represented on this table.


MR. BUT:  I don't have the information with me right now.


MR. ROGERS:  Is it something you can do?


MR. BUT:  This is information we could do, yes.


MR. RODGER:  That would be very helpful.


MS. NOWINA:  Can we have an undertaking?


MS. LEA:  K9.2.

UNDERTAKING NO. K9.2:  TO PROVIDE HYDRO ONE MONTHLY PEAK INFORMATION USING SEASONAL PEAK DEFINITIONS.

MS. LEA:  Could you please repeat the undertaking, sir?


MR. BUT:  I understand that we are providing Hydro One monthly peak information using seasonal peak definitions.


MS. LEA:  Thank you.


MR. RODGER:  Thank you, Mr. But.


A couple of questions for Mr. Andre.  In your evidence-in‑chief, or it might have been cross‑examination, you talked about the status quo network charge determinants as providing a signal to consumers to shift consumption from peak to off peak; that is, from 7:00 a.m. to 7:00 p.m.; is that true?


MR. ANDRE:  Yes, that's correct.


MR. RODGER:  And this applies for all 12 months of the year, doesn't it?


MR. ANDRE:  Yes, it does.


MR. RODGER:  Would you agree with me that the 7:00 a.m. to 7:00 p.m., it's kind of like a fixed window under the status quo?  That's the time in which if you want to benefit, you have to do something?


MR. ANDRE:  Yes, that's correct.


MR. RODGER:  Can you explain to me, Mr. Andre, what is Hydro One's rationale to incent customers to reduce consumption during periods where the transmission system is not loaded, for example, shoulder periods like April?


MR. ANDRE:  The decision to adopt the status quo for all 12 months was based on the discussion and the compromise that was achieved in 2000.


MR. RODGER:  So it's no real rate design driver.  It was a function of compromise?


MR. ANDRE:  Yes.  Yes.


MR. RODGER:  Now, I wonder if you could turn to page 11 of my Exhibit L9.2.  This is the concluding two pages of the prefiled AMPCO exhibit from Mr. Gary Saleba.


MR. ANDRE:  Yes, I have it.


MR. RODGER:  Mr. Andre, have you read Mr. Saleba's testimony?


MR. ANDRE:  Yes, I have.


MR. RODGER:  I just want to read the concluding paragraph on the top of the next page:

"Question:   Please summarize this testimony.

Answer:  Hydro One's proposed rate design for the network class continues the current ratchet structure which uses the higher of a customer's monthly coincident demand or 85 percent of the customer's non‑coincident monthly peak between 7:00 a.m. to 7:00 p.m. as a billing determinant.  In order for an appropriate network transmission rate to promote efficiency in the uses of the transmission system, while ensuring that socially undesirable expansion of the rate base is discouraged, the items identified below should be rectified in the final network service transmission rates for Hydro One."


Then there is a series of bullet points that he concludes with.  The first is:

"The ratchet should be removed from the rate design."


Now, in this proceeding, through interrogatories, AMPCO was asked to define the term "ratchet".  If you go over to the final page of my exhibit - we were asked this by the EDA - the response was, from AMPCO:

"A ratchet is a rate provision which allows a billing determinant to be preset at a minimum level in the event of a change in consumption.  It is a methodology often used to ensure that fixed costs are collected by a utility."


Mr. Andre, do you agree with this definition of "ratchet" that AMPCO has provided?


MR. ANDRE:  That's a very broad definition of what a ratchet could be, yes.


MR. RODGER:  And do you agree with me that one of Hydro One's purposes in the current rate design is to provide you with - and I think you actually said it in your evidence - stable and predictable revenues?


MR. ANDRE:  Yes.


MR. RODGER:  Now, the second bullet in Mr. Saleba's concluding testimony is that:

"Rates should be set to maximize transmission system efficiency by encouraging loads to reduce during system peaks and consumed during non‑peak periods."  


Do you agree with this statement?


MR. ANDRE:  That is one of the considerations in setting a rate design, yes.


MR. RODGER:  So you agree with that?


MR. ANDRE:  Yes.


MR. RODGER:  The third bullet is:

"Rates should be designed to meet the goals of the province in the area of efficiency and CDM."


Do you agree with that?


MR. ANDRE:  That is -- that's consistent with one of the principles that we outlined, as well, yes.


MR. RODGER:  Then he says:

"Rates should be calculated based on a load forecast assuming the ratchet is removed."


Would you agree with me, Mr. Andre, that if the Board decided that the ratchet should be removed in your proposal, then it would be appropriate to recalculate the load forecast that takes into account the removal of this ratchet?


MR. ANDRE:  Yes, that would be appropriate.


MR. RODGER:  Now, Mr. Saleba's final bullet is that:

"A balancing account should be established to ensure the full transmission revenue requirement is collected."


Maybe you can clarify some earlier testimony.  You were asked about this in cross, as well.  Is it Hydro One's position that there's no revenue risk to Hydro One if the AMPCO proposal is accepted?  


MR. ANDRE:  No.  That's not my testimony.  The use of a five coincident peak approach would introduce additional risk in accurately forecasting what the charge determinants would be.  


MR. RODGER:  And do you recall from AMPCO's submissions that it's proposed, by way of analogy, the use of mechanisms such as a lost revenue adjustment mechanism, which we see in the LDC sector, that's something that may apply to you? 


MR. ANDRE:  Yes, I am familiar with the interrogatory where that was proposed. 


MR. RODGER:  Would you agree with me if such a mechanism were introduced, that would alleviate your concern about Hydro One losing revenue; you would be made whole or you could be made whole under such a mechanism?  


MR. ANDRE:  The proposal would achieve that goal, yes.
In my view, it has other complications associated with it. 


MR. RODGER:  But certainly you would agree with me that an LRAM type approach could function to deliver stable and predictable revenues for Hydro One?  


MR. ANDRE:  An LRAM approach is not something that is typical with transmission.  And it is not the basis of how we've developed our revenue requirement and our rates historically.  


We've always assumed the risks associated with variation in demand.  That was -- 


MR. RODGER:  That's historically. 


MR. ANDRE:  Yes. 


MR. RODGER:  Looking ahead, this is a type of mechanism that could provide the type of stability you are looking for; you concede that, I take it? 


MR. ANDRE:  It would achieve that goal, yeah.  


MR. RODGER:  Now, we have heard a few questions about the 1999 proceeding, and you have said, again, that this status quo was a result of a compromise.  


Would you agree with me that what that tells us about transmission rate design is that it is really more of an art than a science, in the sense that there are no categorical correct answers.  There is room for judgment in designing transmission rates.  Would you agree with that?  


MR. ANDRE:  Yes.  Rate design is a balancing of a number of rate design principles.  


MR. RODGER:  Would you agree with me, Mr. Andre, that unlike 1999, today we have a very significant government policy that focuses on conservation and demand management.  That's a big change from 1999.  Would you agree with that?  


MR. ANDRE:  Yes, I would agree there is increased emphasis on C&DM.  


MR. RODGER:  And would you agree with me that conservation and demand management could be a legitimate factor that impacts how one exercises judgment in designing transmission rates?  


MR. ANDRE:  Yes, I would agree.  And I would also suggest that that was a consideration in coming up with the current proposal, that encourages customers to shift their demand off the system peak and encourages customers to shift their demand out of the on peak period between 7 a.m. and 7 p.m. 


MR. RODGER:  And we've also heard from multiple earlier panels in this hearing that Hydro One is facing unprecedented transmission infrastructure investment.  


I put it to you that this situation is also very different than what Hydro One faced in 1999.  Would you agree with that?  


MR. ANDRE:  Yes, we have heard about the increased investment pressures.  But I would point out that those are related largely to changes in generation patterns and OPA-driven assessment of what the needs, the transmission investment needs are from generation, and also local area load constraints, mainly in southern Ontario. 


MR. RODGER:  All of those reasons, very different situation than from when you were before the Board in 1999; is that fair?


MR. ANDRE:  Those are different factors than in 1999, yes. 


MR. RODGER:  Would you also agree with me that these are also legitimate factors that may impact about how one exercises their judgment in designing transmission rates now?  


MR. ANDRE:  I would agree that it is something that should be considered, but I don't agree that it would necessarily change our view that the status quo achieves those goals.  


MR. RODGER:  Now, I put to you that, from the premier of this province to the ministry of energy, there is this push to establish a culture of conservation in Ontario. 


Does Hydro One Transmission see a role for itself in the business that you conduct to advance that goal?  


MR. ANDRE:  I think there's a role, but it needs to be recognized that transmission represents only 11 percent of the costs of the wholesale energy market.  And therefore, you know, the electricity pricing, the CDM initiatives, the IESO programs around dispatchable load, those are the more significant drivers, in my mind, to achieve the government objectives. 


MR. RODGER:  But Hydro One, I take it from your evidence, at least, has some role to play in this move to transforming the province to a culture of conservation?  


MR. ANDRE:  Yes, I would agree Hydro One has a role in that. 


MR. RODGER:  And I take it that you clearly support demand response?  As a concept?  


MR. ANDRE:  For the company as a whole, absolutely, yes.  


MR. RODGER:  And for transmission specifically?


MR. ANDRE:  Again, for transmission specifically, I would go back to my previous response about the extent to which transmission has an impact on the wholesale energy market.  


MR. RODGER:  Mr. Andre, finally, can you point to anywhere in your application where, in your view, Hydro One is putting forward initiatives to advance the goal of the conservation culture?  What would we look to to conclude here's how Hydro One transmission is doing its part to meet that provincial goal?  


MR. ANDRE:  From a transmission perspective?  


MR. RODGER:  Yes.  


MR. ANDRE:  Well, from a transmission perspective, I would suggest that the -- what we've observed, as far as the coincidence factor that we talked about earlier that was 85 percent in 1999 and now is a number closer to 80 percent, suggests that whatever signals have been in place from the current status quo network rate design is achieving its goal of getting some customers to move off the system peak.  


MR. RODGER:  So that's your answer, the status quo in 1999 is your contribution to the conservation culture today?  


MR. ANDRE:  Yes, that's my answer.  That the current status quo does achieve those goals. 


MR. RODGER:  Those are my questions.  Thank you.  


MS. NOWINA:  Thank you, Mr. Rodger.  Mr. Rogers, redirect?  


MR. ROGERS:  Yes.  


RE-EXAMINATION BY MR. ROGERS:


MR. ROGERS:  Very briefly, thank you.  


Mr. But, dealing first with you, if I could.  Mr. Rodger put to you the Exhibit L9.2 which showed that there are eight years of weather corrections going in one direction.  


MR. BUT:  Yes.  


MR. ROGERS:  You said in response to some of his questions, that in history - I think you said at least - that similar things have occurred in the past, is that so?  


MR. BUT:  Yes, that's correct.  


MR. ROGERS:  Have there been periods where you have had six, seven or eight years in a row where weather corrections all went one way, the variation went one way?


MR. BUT:  Yes, we have definitely experienced this.  And looking at the experience, for example, in the '90s, we have consistently positive adjustment in terms of weather corrections. 


MR. ROGERS:  How many years?  


MR. BUT:  Six years.  


MR. ROGERS:  And as I understand your methodology, it's a rolling 31-year average?  


MR. BUT:  It is a rolling -- yes, that's correct, it's a rolling 31 years. 


MR. ROGERS:  So to the extent there have been eight years that have gone one way, that would tend to move your average or adjust your average to account for that warmer than -- 


MR. BUT:  That's correct. 


MR. ROGERS:  -- normal weather?  


MR. BUT:  Over time, the normalization of 31 years will take the latest years into consideration.  


MR. ROGERS:  So that if there is a change happening in our weather which is sustained, will your methodology adapt to that automatically?  


MR. BUT:  Yes, it will.  In addition to that, we also use the latest equipment mix in the analysis, and that would also help to bring the analysis up to the present time.  


MR. ROGERS:  The latest equipment mix being, you mean the latest air-conditioning and that kind of thing? 


MR. BUT:  Exactly. 


MR. ROGERS:  I see.  All right.  Thank you very much.  Mr. Andre, just a couple of questions for you to clarify some of the information that was given.  


Mr. Rodger was asking you about Hydro One and the effect of adopting AMPCO's proposal on you and he talked to you about an LRAM; do you recall that?


MR. ANDRE:  Yes, I do. 


MR. ROGERS:  You said there were other complications, but you didn't get a chance to explain what they might be.  What other complications did you have in mind for the applicant or the system in general, I suppose, if AMPCO's proposal is accepted?  


MR. ANDRE:  Yes.  I am going to just turn to the interrogatory to refresh myself.


Yes, the AMPCO proposal, in their response to interrogatory J‑13‑4, talked about tracking, what the network charges would have been under their current rate design and their proposed rate design.  So under that approach, it would require the IESO to track and calculate the charge determinants and the transmission charges under both scenarios in order to be able to track what that difference was.  So I see that as a significant complication.  And then their proposal would, then, would also take that difference in lost revenue that would come from customers that shift, and in subsequent years presumably collect that additional revenue or lost revenue from the remaining customers.


So the remaining customers, in my view, would be getting hit twice under this type of approach.


MR. ROGERS:  Have you talked to the IESO about whether they could do this and how long it would take them to adjust?


MR. ANDRE:  No.  I haven't discussed this specific proposal with the IESO, but, in the past, when we've discussed potential changes to the charge determinants, they have typically suggested that even relatively minor changes take three months or more, and there are significant costs involved, depending on whether it is simply a rate change or whether there is a change required to the programming to calculate the charge, the transmission charges.


MR. ROGERS:  All right, thank you very much.  Those are my questions.  Thank you, Madam Chair.


MS. NOWINA:  Thank you, Mr. Rogers.  Mr. Rupert.


QUESTIONS FROM THE BOARD:

MR. RUPERT:  Just two questions.  The first one is about CDM, and I want to understand two aspects of this.


First, in calculating your forecast charge determinants, Mr. But, you use a weather-normalized forecast which you have then reduced, as you pointed out in your evidence, by 1,350 and 1,550 for the two years in question.


MR. BUT:  Correct.


MR. RUPERT:  So the questions that came up today, one was with respect to the natural and unnatural CDM.  I think it was the VECC exhibit -- yes, if you go to the Exhibit 9.1, which Mr. DeVellis -- the VECC/Schools exhibit that was given out this morning, pages 12 and 13.


I think you talked about this one this morning.  This was the page 12 that said the OPA's view, or the preliminary analysis was that there is a reduction of peak demand of 963 megawatts in the summer of 2006 or by summer of 2006, and 328 megawatts of that was naturally occurring.  And the difference of those two, the 635, you said was pretty close to your 675.


MR. BUT:  That's correct.


MR. RUPERT:  That goes on, that paragraph, to say that after natural occurring ‑‑ naturally occurring conservation, it says:   

"...which occurs when Ontarians invest in conservation on their own initiative and when the efficiency of the overall stock of equipment and appliances increases as older, less efficient stock is replaced by more efficient products mandated by Ontario's building and appliance standards."


If we go over the page, to page 13, the last paragraph in the left-hand column, it says:

"The 2007 target of 1,350 megawatts can be achieved by a combination of activities, including Ontario Power Authority programs, new building codes and standards, private investment, local distribution, and other programs."


So when it refers to new building codes and standards, that strikes me that that is, in effect, saying that 1,350 includes what has, on the previous page, been defined as naturally occurring CDM.


MR. BUT:  My interpretation of that would be the additional savings could be attributed to additional efficiency and standards from the building code and efficiency -- so to get more efficiency out of equipment and buildings.


MR. RUPERT:  But that on the previous page seemed to be defined, by the OPA at least, as naturally occurring conservation, where they have described the 328 megawatts as being in response to a number of things, including the replacement of old, inefficient stock with more efficient products mandated by building and appliance standards.


I wanted to clarify in terms of what this naturally occurring CDM is.  In your view, does it include those types of responses to new building standards and building codes and appliance standards?


MR. BUT:  This is a very good question.  Let me elaborate a little bit further.  


The whole concept of natural conservation includes what customers would do on their own. 


When they go and buy a new refrigerator, they are taking out the old 20-year refrigerator, that will save 1,500 kilowatts a year, and replace that with a 700 or 600 kilowatt hours per year refrigerator.  So it is a one-to-one replacement; but in doing so, in terms of buying a new refrigerator, you would have saved, for the same usage, 700 kilowatt hours.  So that is what customers would do in terms of without a program. So this is the definition of "without a program". 


But you could do it differently, though.  You could -- just like OPA right now, in terms of the latest coupon program, "Every Kilowatt Counts", they will give you a coupon that you can go to Home Depot or elsewhere to buy a more efficient air‑conditioning unit.  So that could be $1,000 or $500,000 or $100.  But in doing so, this is not natural, this is program driven.


MR. RUPERT:  I understand.  I just wanted to clarify this question.  In your interpretation of the word "naturally occurring CDM", that would include responses to new legislation on building codes and appliance standards.  The responses, the consumer responses to those legislated mandates would be in the category of naturally occurring CDM?


MR. BUT:  Yes.


MR. RUPERT:  It's not program.  Legislation is not a program.


MR. BUT:  Right.


MR. RUPERT:  Okay.


MR. BUT:  Can I elaborate a little bit further?


MR. RUPERT:  Sure.


MR. BUT:  Before the government provided additional guidance in July 2006, natural is ‑‑ natural conservation is what is existing in the marketplace right now, in terms of the efficiency centres.  But in July 2006, the new government guidance is, from there onwards, there will be additional standards, efficiency standards, and better building code coming forward.  


So what we would usually count as natural in the ‑‑ before 2006, we would ‑‑ we could count that as part of the conservation target that the government wants towards the 6,300 megawatts by 2025.


MR. RUPERT:  Okay.  The next aspect of this question, before I leave CDM is -- and this ties into the weather normalization, and I admit to a real confusion on this point.


Let me ask it this way.  In your opinion, is the 1,350 megawatt target for this year and the 1,550 megawatt target for next year -- are those weather-normalized targets?


MR. BUT:  I think that is absolutely clear in my mind that this is weather-normalized target, yes.


MR. RUPERT:  The reason I ask is, again, in Mr. DeVellis's compendium on page 15, which is appendix 2 from the OPA's document, it gives some of the background to this target setting.  And I'm reading the first sentence on that page 15.  I don't know if you have it there or not.


MR. BUT:  Yes, I have.


MR. RUPERT:  It says:

"In December 2003 the government set a goal of achieving a 5 percent 1,350 megawatt reduction in protected demand from conservation by 2007.  This was based on its decision to call for a 5 percent reduction in the Independent Electricity System Operator's expected 2007 speak demand forecast of 26,977 megawatts."


Now, are you saying that 26,977 was a weather-normalized figure?


MR. BUT:  Twenty-seven thousand was a weather-normalized figure at that time, and -- but whether or not it is a weather-normalized or not weather-normalized 27,000, 5 percent of that will give you 1,350.


MR. RUPERT:  The reason I ask, though, is this, is that you're doing a weather-normalized forecast, and then reducing it by, in the next year, 1,350 megawatts.  But if a number of these programs and activities that are to get us to 1,350 megawatts actually kick in when it is really hot and it is 35 degrees centigrade and we have real stress on the system, they may be effective then; but it strikes me that they're not effective in a weather-normalized forecast environment. 


The question is:  Are there apples and apples here or are there apples and oranges?  In doing the weather-normalized forecast of demand, do we also not have to somehow recognize that a number of the programs that the OPA and others are doing are effective only when there is extreme weather; and, therefore, if we take the full amount in reducing our weather-normalized forecast, we maybe are reducing it too much?


MR. BUT:  That is correct.  Based on the best of my knowledge, both Hydro One, IESO, as well as OPA, when we talk about load forecast going forward, we are talking about weather-normalized forecasts.


In the IPSP reports, I think if is very clear that the load forecast they have is net of natural, meaning natural conservation is not part of that -- is included in the load forecast and that is consistent with Hydro One's approach. 


In terms of the savings, that is on top of the weather-normalized forecast and also in terms of -- and also net of natural.  


MR. RUPERT:  One last question and then I will leave it.  At that footnote on the same page, page 15 of the VECC compendium, without reading through it all, it notes, I think, that the original forecast that was referred to above, the 26,970 megawatts, doesn't exist - that kind of forecast in that form doesn't exist any more.  


So the footnote talks about comparable forecasts and the last sentence of the footnote says: 

"The closest parallel we can find to current conditions is the IESO extreme weather forecast produced in 2004 of 27,435.  That's the extreme weather forecast that can be compared to peak day reading of 27,005 megawatts on August 1st, 2006."


So again, reading the footnote suggested to me this target may be, in fact, a non-weather-normalized target.  But you're saying otherwise, I guess ...


MR. BUT:  To the best of my knowledge, the target pertains to weather normalized forecast.  


MR. RUPERT:  Okay.  The last question I have is just again on weather normalization.  You referred, Mr. But, to the approach you're using weather normalization as being a widely used traditional approach in the utility sector in North America. 


MR. BUT:  Right, that's correct. 


MR. RUPERT:  In the entire sector in North America, have you seen any move in the last few years to people moving away from this?  Is there any trend emerging at all where utilities or others are saying for various things to do with global warming or whatever, that the models are being modified anywhere?  Or by and large is everyone pretty well sticking with the same methodology you're using?  


MR. BUT:  I think they're using long-term weather normalization such as 31 years, 30 years.  That is the approach that was most commonly used by utilities in North America.  


Very few utilities, to the best of my knowledge, in North America, use less than 10 years or less of weather normalization.  As a matter of fact, I think that is six percent, or so.  Six percent of the companies.  


MR. RUPERT:  Sixty?  


MR. BUT:  Six percent of the companies responded to the survey, said they would be -- they are using a weather normalization of 10 years.  And about -- more than, about half of the -- depending on which survey, of the two surveys I have seen, the latest survey done by B.C. Transmissions, over -- say 42 percent are using 30 years or more, 31 years of weather normalization.  Then over 70 percent of utilities are using over 20 years of weather normalization. 


In another survey I have seen most recently done by Itron, basically the vast majority, 70 percent of the companies are using the 30 years of weather normalization.  


MR. RUPERT:  Thank you.  Those are my questions.  


MS. NOWINA:  Thank you.  I have no questions.  Mr. Rogers, do you need to have further redirect?  


MR. ROGERS:  No.  Thank you very much.  


MS. NOWINA:  Thank you very much, panel.  


PROCEDURAL MATTERS:

MR. DeVELLIS:  Madam Chair, excuse me.  Before you rise, I have an answer to Mr. Rupert's question earlier regarding the date of a document in our compendium. 


MS. NOWINA:  Thank you, Mr. DeVellis.  


MR. DeVELLIS:  As I said earlier, the document is from the OPA's website.  Unfortunately it is not dated, but I can estimate the date is between -- sometime after May 31st, 2006 and before November 2006.  I say that because there is a reference on the last page of the document, page 23, to May 31st, 2006 being in the past tense.  Then on the first page there is a reference to November 2006 being in the future.  So that's my best estimate. 


MS. NOWINA:  Good detective work, Mr. DeVellis.  Thank you.  


MR. DeVELLIS:  Thank you. 


MR. RUPERT:  Thanks. 


MS. NOWINA:  So we will adjourn until tomorrow morning at 9 o'clock.  And just a reminder so for your colleagues who are not here please remind them this is 9 o'clock.  For your fans who listen in on the Internet, let them know it is 9 o'clock tomorrow morning.  


Thank you again. 


--- Whereupon the hearing adjourned at 12:50 p.m.
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