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Thursday, June 21, 2007


 SEQ CHAPTER \h \r 1--- Upon commencing at 9:35 a.m.

     MR. SOMMERVILLE:  Please be seated.  Thank you.

     The Board has convened this morning in the matter of an application by Toronto Hydro-Electric System Limited for approval and recovery of lost revenue adjustment mechanism and shared savings mechanism amounts.

     This application originally contained some components related to Smart Meter funding.  Those components have been referred to the Board's Smart Meter process, which is ongoing, literally, across the hall, and they will not be considered in this proceeding.

     Second, the Technical Conference in this case was held on June the 6th, 2007, and that Technical Conference's transcript forms part of the record in this case.  The Board has given this case File No. EB-2007-0096.

     Could I have appearances, please?


APPEARANCES:
     MR. MILLAR:  Good morning, Mr. Chair.  Michael Millar, counsel for Board Staff.  I have a full team of young CDM enthusiasts with me today.  Michael Bell to my right, Alison Cazalet to his right, and Josh Wasylyk to her right.


Thank you.

     MR. SIDLOFSKY:  Good morning, sir.  My name is Sidlofsky, S-i-d-l-o-f-s-k-y, counsel to Toronto Hydro, and I have a slightly older team of CDM enthusiasts.

     MR. WARREN:  Mr. Chairman, Robert Warren for the Consumers Council of Canada.  I am neither young nor an enthusiast.

     Mr. DeVELLIS:  Good morning, Mr. Chair.  John DeVellis for School Energy Coalition, and I've also been asked to enter an appearance for Mr. Buonaguro on behalf of VECC.

     MR. SOMMERVILLE:  Thank you.

     MR. ADAMS:  Mr. Chairman, Tom Adams on behalf of Energy Probe.

     MR. GIBBONS:  Jack Gibbons, Pollution Probe.

     MR. SOMMERVILLE:  Mr. Gibbons.

     Are there any other appearances?


Are there any preliminary matters?


PRELIMINARY MATTERS:
     MR. MILLAR:  Mr. Chairman, there had been some discussion about the schedule, or the manner of argument.  Maybe I'll pass it over to Mr. Sidlofsky, and he can address that.

     MR. SIDLOFSKY:  Sir, it might be a little early to start talking about final argument, but maybe we should -- maybe we could get that out of the way now.

     I've spoken to Mr. Millar and to a couple of my friends, and we've discussed the possibility of written argument in this.  I personally am not involved in the Smart Meter proceeding, but I know that it's ongoing, and it may be helpful for all parties to arrange for written closing argument on this.

     We certainly have no problem with that.  And I have a possible schedule for you that I would like to at least leave with you.

     We would suggest argument-in-chief be due by next Friday.  That would be June 29th.  Reply argument -- or, excuse me, responding argument from the intervenors the following Friday, July 6th.  And reply argument -- and I can explain why there's a bit of a lag here -- reply argument would be Friday, July 20th, two weeks later.

     The reason for that is that from a week -- a week from Monday, July 2nd, I'll be out of the province, and for part of that out of the country, for two weeks.  So that will mean the Friday of the week that I'm back in the office, Friday of the week of the 16th, would be the deadline for reply.

     MR. SOMMERVILLE:  Okay.  Thank you, Mr. Sidlofsky.


Is there any comment or observation with respect to that proposed -- first of all, the proposal for a written argument, and secondly, the timetable that's been outlined?

     MR. MILLAR:  I might add, Mr. Chair, I did speak with Mr. Buonaguro this morning, who is in Smart Meters, and I know he supports written argument, because he may not be able to show up at all today.  So he supports that.

     MR. SOMMERVILLE:  We'll take that under advisement, Mr. Sidlofsky, and the Panel will confirm.  We'll get back to you on that in due course.

     MR. SIDLOFSKY:  Thank you, sir.


I do have a couple of other items that I've given to Mr. Millar that I should mention to the Board before I start formally.

     I've passed up three items.  One is a package of the CVs of Toronto Hydro's witnesses this morning, Mr. McLorg, Mr. Singleton, and Dr. Lu.  It's a single package.  All the CVs are attached.  I suppose we could mark that as an exhibit.

     MR. MILLAR:  Mr. Chair, with your permission, that will be Exhibit K1.1.

     EXHIBIT NO. K1.1:  CVs OF TORONTO HYDRO'S WITNESSES
     MR. SOMMERVILLE:  Thank you.

     MR. SIDLOFSKY:  The second item is titled "Toronto 

Hydro-Electric System Limited response to June 18th, 2007 follow-up question from Board Counsel".  I received a message from Mr. Millar earlier this week following up on a question that Board Staff had initially asked prior to the Technical Conference.


There was some thought that it was going to be covered in one of the undertaking responses.  Mr. Millar has asked for some follow-up information on that.  We have provided that here.

     I would suggest that that could be Exhibit K1.2.  And I should note in the upper right-hand corner it's marked as having been filed June 20th.  That, of course, would change to today, June 21st.

     MR. SOMMERVILLE:  Do all parties have copies of this?

     MR. SIDLOFSKY:  I have handed them out.

     MR. SOMMERVILLE:  Thank you.

     MR. MILLAR:  So that's K1.2.

     EXHIBIT NO. K1.2:  DOCUMENT ENTITLED "TORONTO HYDRO-ELECTRIC SYSTEM RESPONSE TO JUNE 18TH, 2007 FOLLOW-UP QUESTION FROM BOARD COUNSEL"
     MR. SIDLOFSKY:  And finally, sir, I'm not sure that this needs to be marked.  It's more a matter of convenience.  But I've handed up a package of six tables.  They are the tables from Toronto Hydro's application that relate to LRAM and SSM.


Because Mr. McLorg, when he gives the Board a brief introduction to the situation, will be mentioning these tables, I thought it might be helpful to have them separately.

     MR. SOMMERVILLE:  This will be a convenience.  Why don't we mark it --


MR. MILLAR:  K1.3.

     MR. SOMMERVILLE:  Thank you.

     EXHIBIT NO. K1.3:  PACKAGE OF SIX TABLES
     MR. SIDLOFSKY:  Now, I said "brief".  I expect that Mr. McLorg's introduction to the application will likely take about 20 minutes, and there is one additional item that Mr. McLorg will touch on.


Mr. Millar had also asked me, and I believe the question came from the Panel, about whether Toronto Hydro feels that the Board needs to render a decision in its -- in Toronto Hydro's Summer Challenge case before it can render a decision in the LRAM/SSM application that's before you today.

     MR. SOMMERVILLE:  So the 10/10.

     MR. SIDLOFSKY:  Exactly.  It's -- you'll hear it referred to now, and you may have seen it in the undertaking responses as the Summer Challenge.  That was the 10/10 program that the Board approved.

     Mr. McLorg will deal with that.  The short answer, though, is "no".  It's not felt to be necessary to have a decision in that proceeding.

     MR. SOMMERVILLE:  That was our impression as well, Mr. Sidlofsky, so barring comment or argument from others, we would -- we'd let nature take its course with respect to that, and this Panel will not address that subject matter.

     Are there any comments with respect to that from any of the other parties?

     There being none, then, Mr. Sidlofsky, please proceed.

     MR. SIDLOFSKY:  Thank you.  And as I said, Mr. McLorg will touch on that.  He'll give his reasons for that thinking.  But the short answer is "no".

     MR. SOMMERVILLE:  Thank you.


OPENING STATEMENT BY MR. SIDLOFSKY:
     MR. SIDLOFSKY:  Mr. Chair, in the application before you today, filed in March of this year, Toronto Hydro is seeking a lost revenue adjustment totalling $3,111,432, and a shared savings mechanism adjustment of $4,657,342, related to its 2005 and 2006 conservation and demand management activities.

     The SSM amount would be grossed up to $7,290,767 for 

PILs, so that the net SSM adjustment represents 5 percent of the net CDM savings established by the total resource costs test.

     Toronto Hydro is proposing to recover these amounts through a rate rider that would be added to the variable component of its customers' distribution rates.

     Two weeks ago the parties met in a Technical Conference, and in advance of that conference Toronto Hydro received just under 40 questions from Board Staff, VECC, Consumers Council of Canada, Pollution Probe, and Energy Probe.

     Toronto Hydro prepared answers to those questions, and they were provided to the parties prior to the Technical Conference, and the answers were entered into the record as Exhibit J.

     Undertakings were given during the Technical Conference, and responses were provided.  And as I have mentioned this morning, we have also now -- Toronto Hydro has now responded to Mr. Millar's follow-up question from the Technical Conference as well.

     At the beginning of the Technical Conference, Toronto Hydro provided a very brief outline of the application, and that was followed by what amounted to follow-up questions arising from Toronto Hydro's answers to the Technical Conference questions, which were delivered just before the Technical Conference.

And I realize that that outline is on the record because the transcript of the Technical Conference is part of the record in this proceeding, but I think it might be helpful for the Panel and people who weren't at that session if the Toronto Hydro witness panel, and specifically Mr. McLorg, takes the Board and the parties through an outline orally.  So, for those who have read the transcript, it may sound a bit familiar, but it is expanded, and Mr. McLorg also has a number of comments on what have been suggested are a number of errors in the application.

     Three Toronto Hydro representatives will form the witness panel this morning, and perhaps they could be sworn now.

     WITNESS PANEL – TORONTO HYDRO PANEL NO. 1

     DR. RICHARD LU, Sworn

     MR. COLIN McLORG, Sworn

     MR. MICHAEL SINGLETON, Sworn

     EXAMINATIONIN-CHIEF BY MR. SIDLOFSKY

     MR. SIDLOFSKY:  Thank you.  I should mention, the 

followup question that Mr. Millar asked, maybe I should 

tell the Board at least what that is.  I don't know if 

Mr. Millar will have any questions in cross-examination 

about that, but the question was, further to Board Staff written interrogatory for the pre-Technical Conference question No. 3:

"Please identify specifically where load impacts and free rider rates were not calculated using the Board-approved TRC guide in concert with the summer challenge, LED traffic lights, load displacement and leveraging energy CDM programs.  Also ensure that the supporting documentation includes Toronto Hydro's new inputs and assumptions, where these inputs and assumptions were derived from, and the calculations ensued thereafter in order to reach the end figures."

     That is the question, the answer to which is found 

in Exhibit K1.2.

     Now, as I said, there will be three Toronto Hydro representatives on this morning's panel.  Colin McLorg is  

Toronto Hydro's manager of Regulatory Affairs.  I believe that Mr. McLorg will be familiar to the Board, as will Dr. Richard Lu.  Dr. Lu is a Toronto Hydro vice-president and its chief conservation officer.  Dr. Lu was a member of the witness panel on the 10/10 program or the summer challenge program hearing.

     Michael Singleton is a principal of the SeeLine Group.  

The SeeLine Group, and principally Mr. Singleton, prepared the OEB's TRC guide, but principally Mr. Singleton works to the development of the CDM plans for Toronto Hydro and other members of the Coalition of large distributors in reviewing the plan and the results of Toronto Hydro's CDM activities.  That is your witness panel for this morning.  

At this point I'm not proposing to qualify any of the members of the Panel as expert.  I don't expect opinion evidence will be given by any of them this morning.  However, depending on the circumstances of cross-examination, I may step in and do that, but I'm not seeking opinion evidence on evidence-in-chief.

     MR. SOMMERVILLE:  We'll cross that bridge when we get that, Mr. Sidlofsky.

     MR. SIDLOFSKY:  Yes.  Now, gentlemen, you've all been sworn, and I believe each of you is familiar with Toronto 

Hydro's supplementary application for LRAM and SSM and its responses to questions delivered prior to the Technical 

Conferences and its responses to undertakings given at the 

Technical Conference.  Is that correct?  Mr. McLorg?

     MR. McLORG:  Yes, it is.

     MR. SIDLOFSKY:  Dr. Lu.


DR. LU:  Yes.

     MR. SIDLOFSKY:  And Mr. Singleton.

MR. SINGLETON:  Yes.

     MR. SIDLOFSKY:  And do each of you adopt that material as your evidence in this proceeding?

MR. McLORG:  Yes, I do.

DR. LU:  Yes, I do.

MR. SINGLETON:  Yes.
     MR. SIDLOFSKY:  Now, Mr. McLorg, could you give the Board an outline of the application?

     MR. McLORG:  Yes, I can.  Good morning, Mr. Chair, and 

Panel members.  As Mr. Sidlofsky stated, Toronto Hydro is applying today for recovery of an LRAM adjustment in the amount of $3.1 million, and an after-tax SSM adjustment in the amount of $4.657 million.  The SSM amount is established on the basis of 5 percent of the net TRC benefits, according to the Board's TRC testing methodology, and in our proposal would be grossed up to an amount of $7.3 million to account for the PILs payable on that revenue.

     The total recovery in this application is therefore 

$10.4 million, and these amounts relate to CDM activities undertaken in 2005 and 2006.

     The Board approved these CDM programs initially in 

December of 2004, and approved modifications to the CDM plan relating to the summer challenge program in June of 2006.

     As you have noted, Mr. Chair, the LRAM and SSM application forms part of a broader application, and part of that is being dealt with elsewhere.

     This application covers LRAM and SSM amounts authorized by the Board's EDR report.  Specifically, that report authorized a retrospective LRAM for third tranche expenditures based on actual CDM results and an SSM of 5 percent of the net savings established by the TRC test.

     The application is consistent with the Board's SSM guidelines issued April 28th, 2005, the TRC guide issued 

September 8th, 2005, and the relevant portions of the 

Board's November 14th, 2006, filing requirements for transmission and distribution applications.

     Because our 2005 and 2006 rates contain no adjustment for conservation or utility CDM programs, our LRAM request incorporates the entire load reduction that was achieved from our eligible CDM programs.  The load impacts of our CDM programs are summarized at page 8 of the supplementary application, in table 2.  I don't think there's a need to refer to that right now, but if you were to, you would see that the total kWh reduction for 2005 and 2006 was 178.6 million kWhs, together with 57,130 kilavolt amps, as they're known frequently, KVA, and that's a measure similar to kilowatts.

     The resulting revenue losses, broken down by program, are shown on page 9 in table 3.

     With respect to the SSM calculation, as I've noted, we have used the methodology set out in the TRC guide, and specifically the SSM calculation has been adjusted for free 

ridership and has included the utility-side programs.  And this goes to what I mentioned earlier, to the eligibility of our programs for these amounts.

     Load reductions have been valued using the avoided-cost figures in the TRC guide in all cases where those figures were available.  Where those figures were not available in the TRC guide, we used other sources that we considered to be reliable.  In many cases that was information provided either by participants and/or by Toronto Hydro's billing system.

     Toronto Hydro internal direct costs have been tracked and entered into the TRC model calculations for each program.  These include Toronto Hydro's own internal costs and the invoices of third parties.

     There is one program that was jointly sponsored with 

Enbridge Gas Distribution.  That was the TAPS program.  

Toronto Hydro excluded the gas savings attributable to that program, and is asking in this application that the Board approve that approach with respect to the allocation of overall program savings and corresponding SSM amounts.

     Three of our programs, being social housing, leveraging energy conservation, and distributed energy, actually resulted in net costs.  Those costs were incorporated into the SSM calculation, with the result that the SSM amount was reduced, due to the presence of those costs.
Table 4 of the application shows the SSM calculation by program and in total, both before and after taxes, and Table 5 breaks that calculation down according to programs within customer classes.

     Our SSM calculation is based on 5 percent of the net TRC benefits, grossed up for PILs, so that the end result earned by the utility is 5 percent SSM.

     In terms of allocation, we have allocated recoveries for both LRAM and SSM to the classes in which the related programs were carried out.  And where programs spanned multiple classes, SSM amounts were apportioned according to the savings in each class.

     And we have proposed that a single combined LRAM/SSM rate rider would be added to the variable component of the rates for each distribution class.

     Table 1 at page 6 of the application sets out the LRAM and SSM amounts attributable to each customer class and the proposed rate riders for each class.

     The rate and bill impacts of the combined LRAM and SSM can be seen at Table 6 of the application, page 15.

     In our response to undertaking JT1.1, at the Technical Conference, we prepared tables that separated the impacts of the LRAM and SSM programs respectively, and that may be helpful to you.

     A typical 1,000 kilowatt-hour-per-month residential customer would, as a result of this application, see a combined LRAM/SSM total bill impact of 1.02 percent.  And the greatest bill impact for a typical general-service customer would be 0.35 percent.

     Based on these impacts, Toronto Hydro is not proposing mitigation measures.  However, I'll be addressing matters of rate implementation later.

     MR. SIDLOFSKY:  And Mr. McLorg, how are you proposing to recover the LRAM and SSM?

     MR. McLORG:  When we had originally filed what I am referring to as the supplementary application, March 23rd of this year, we had requested that rates become effective May 1st, 2007, or for a period of one year following the date of the decision of the Board in this matter.

     Subsequently, as you know, of course, the Board severed the application and is dealing with the combined requested amounts in two separate proceedings.  And that has caused us to reconsider our position and think a little bit more about how we can be helpful to the Board in proposing a rate implementation scheme.

     We do propose that the rates in these circumstances now become effective November 1st, 2007, and that would be coincident with what we anticipate to be a possible rate change related to the RPP.

     However, it is Toronto's preference that we not be involved in two distribution rate changes each year, and were a rate rider to run for a period of one year from November 1st, 2007, of course it would terminate October 31st, 2008.


So in our proposal, we would seek the Board's approval to have the LRAM and SSM amounts run for a period -- that is to say, the rate riders related to those amounts, run for a period of six months, commencing November 1st, 2007.  And we feel that, on balance, this would be a reasonable disposition of these amounts.

     If, however, the Board were to find that, in combination with the amounts found in the Smart Meter proceeding, that the overall rate impacts were higher than you find to be palatable, then we would request that the rate riders run for a period of 18 months, commencing November 1st, in order that we not have a rate change again related solely to the termination of the rate riders, November 1st, 2008.

     MR. SOMMERVILLE:  Mr. Sidlofsky, this raises the question of some form of co-ordination of the outcome of implementation with respect to this process with the Smart Meter process.


Are you making a like submission there?  Does this Panel have to co-ordinate that implementation process with the Panel sitting across the hall in the Smart Meter?

     MR. SIDLOFSKY:  Sorry, perhaps Mr. McLorg is the best person to talk to -- to speak to that.  He's been on the witness --

     MR. SOMMERVILLE:  Just to avoid serial rate changes.  It's --

     MR. McLORG:  Well, Mr. Chair, I think that the direct answer to your question as to the co-ordination aspect is, no, we are not asking that the Board expressly co-ordinate its findings in this case with those of the Smart Meter proceeding.

     I mentioned the existence of that proceeding unnecessarily, I'm sure, but only to indicate that, as we had originally filed amounts on a joint basis, it would be natural to us if you wanted to consider those amounts in coming to your determinations in this case.

     But we have in the circumstances presented a parallel proposal, which is not exactly the same as this, because of certain complications in that case.  But nevertheless, we are proposing a specific rate implementation in that proceeding, and in our own minds that is paired with the implementation that we're suggesting here.

     MR. SOMMERVILLE:  Okay.  Thank you.

     MR. McLORG:  The one final note I'd make on that point is that, were the rate riders arising from this proceeding to be implemented November 1st, 2007 and run for a period of six months, the annual effect on a customer's bill will, of course, be the same as if the originally proposed rate riders were to run for a year.

     Now, what weight you accord to that, of course, I don't know, but I just wanted to point it out.

     MR. SIDLOFSKY:  Sir, I hope that answers your question.

     But I think, Mr. McLorg, this might be a good time to touch on the Board's question about the Summer Challenge proceeding and whether we need a decision in that proceeding before the Board moves ahead with a decision on this one.

     MR. McLORG:  Well, I think that your answer provided earlier was admirable and succinct.

     MR. SIDLOFSKY:  That was a "no", wasn't it?

     MR. McLORG:  That was a "no".


But just to provide a little bit of substance to that, the issue in question with respect to the 10/10 program is not one of approving final actual amounts, but is rather one of determining how those amounts should be disposed.


And the competing alternatives are, one, through a deferral account; or, two, by way of Toronto Hydro's own proposal, as a credit to our third-tranche CDM spending obligation.

     And so, as a result, there really is no logical connection between the two, and no interdependence.

     MR. SIDLOFSKY:  Thank you.


Now, Mr. McLorg, I don't want to anticipate what all my friends will be asking you in cross-examination, but I think you are aware of an e-mail message from Mr. Gibbons of Pollution Probe, and that message suggests that there are some errors in your application.


Could you tell the Board what issues were raised in that message, and whether you have any response to those issues?

     MR. McLORG:  Yes, I would be glad to.  By way of correspondence that occurred outside of the record of this proceeding, Mr. Gibbons suggested that there were three errors in Toronto Hydro's application before you today.  And they were, A: that free ridership was not accounted for in the LRAM calculation; B: that the LRAM calculation did not include carrying costs; and C: that the SSM claim provides for a gross-up of the PILs amount.

     I did respond to Mr. Gibbons' e-mail, copying all the parties to this proceeding, including the Board Secretary, and in that reply I put forward Toronto Hydro's position that, in fact, these were very deliberate elements of our application and did not, in our view, represent errors.

     Dealing with, I think, the simplest issue first, and that is the carrying-costs issue, it is, of course, correct to say that Toronto Hydro did not request and is not now requesting carrying costs related to the LRAM amounts.  The reason that Toronto forewent that application is because, in its reading of the Board's decisions on these matters, the Board did not authorize the carrying costs for this account.  That matter is set forth in our original application, and is dealt with in the Board's RP-2004-0188 decision.  

If you would bear with me for a moment, I can read that to you very briefly.

     MR. McLORG:  For reference, this appears at page 4 of our original supplementary application, page 4 of 29.  And there we are quoting from the Board's 2004-0188 report -- 

that's the 2006 EDR Handbook.

     The Board there stated:

"Accordingly, a distributor will be expected to 

calculate the energy savings” -- and these are related to LRAM amounts _– “by customer class and to value those energy savings by the Board-approved distribution charge appropriate to that class.  The resulting amount may be claimed in a subsequent rate year as compensation for lost revenue."

     Now, on our reading, that did not authorize the introduction of carrying costs for that amount.  I gather it may be needless for me to say that Toronto Hydro would not object, were the Board to find that carrying costs were a proper element of this overall claim, but Toronto Hydro is not asking you for that right now.

     MR. SIDLOFSKY:  Mr. McLorg, perhaps I could just stop you there for a second.  I believe that you've done a calculation of the carrying costs, if the Board were inclined to consider adding that to your claim.  Maybe I could take you to Toronto Hydro's response to undertaking 

JT1.3, if I could simply have you confirm that the table in that response shows a total carrying cost calculation of $128,727.  Is that correct?

     MR. McLORG:  That is correct.

     MR. SIDLOFSKY:  And if the Board were inclined to adjust for carrying costs, is that the amount that you would be suggesting?

     MR. McLORG:  That is the amount.

     MR. SIDLOFSKY:  Thank you.  Sorry, sir.  I think I might have interrupted you.

     MR. McLORG:  Not at all.

     With respect to the LRAM calculation being subject to the free ridership adjustment, we take the position that we were clear in our application that the load reductions were not adjusted for free ridership, and we explained in our evidence and in the Technical Conference our reasoning for that.

     Without repeating all of that material in its entirety, I would like to touch on a couple of the important points as we see them.  First of all, as I've mentioned, our 2005 and 2006 distribution rates were established on the basis of billing quantity amounts.  In the case of 2005, there was no explicit forecast of load, and in 2006 the Board accepted a load forecast excluding conservation and CDM amounts.

     There was no inclusion of any conservation or CDM effect in the load quantities used to establish rates for those two years.

     Toronto Hydro, in turn, was confident that, with respect to 2006 rates, a forecast of CDM or conservation volumes was not necessary on account of the fact that the 

Board had approved an LRAM at that time.

     Toronto Hydro felt that forecasts of its own CDM program impacts would have been subject at that time -- and this is, I should make clear, at the time of Toronto Hydro's 2006 EDR filing.  We felt that a forecast of CDM results at that time would be subject to a large margin of uncertainty or variance, due to the fact that CDM undertakings, not only on the part of Toronto but for all the electric distributors, were in the new industry structure a novelty.  We did not have, really, any historical information that we could rely on to gauge the effect of our programs.

     And although this was certainly an after-the-fact event, that suspicion on our part, I think, is borne out by the fact that a large proportion of the overall LRAM claim is related to the Summer Challenge program.  And that program wasn't even a glimmer in our eye at the time that we filed our 2006 rate application.

     I just cite that as an example of the variability that can be experienced by utilities in this regard.

     As a result, as I'd mentioned, the entire CDM amount that was achieved by Toronto Hydro is subject to the LRAM.  

If the free rider adjustment is applied to the entire CDM achievement that was a result of Toronto Hydro's programs, then the absolute magnitude of that adjustment is much larger than would have been the case had Toronto Hydro been positioned to provide what we hope would have been a reasonable forecast of our CDM achievement.  And to use some very simple numbers for an example, if, as it turns out, our CDM achievement were 110 units and we had gone to you in 2006 with a forecast of 100 units, there would still be a variance to which the LRAM would apply.

     And Toronto Hydro doesn't have a fundamental argument with the idea that a free ridership adjustment could be applied to that variance, which was variance from -- if I could use this term -- a valid forecast to begin with.  And in my example, the free ridership adjustment would apply to the LRAM variance of ten units, 110 minus 100, that was forecast.

     However, in our circumstances, the forecast, if you could call it that, was in effect zero.  And I think that this gives rise to, in effect, an unintended result if a free ridership adjustment is applied to the whole CDM load reduction.

     In that case, we think that the application of a methodology that has been accepted and has, I think, worked according to the Board's satisfaction on the gas side, to the electricity side in these initial stages, is perhaps mistaken.  That is to say, in Toronto's view, we would submit that that is a mistake.

     The result of that, actually, will be to defeat the purpose of the LRAM, which is to keep customers and utilities whole with respect to CDM variances from forecast.

     Turning now to the gross-up for the SSM calculation.  

Again, we have explained the rationale for this approach in our evidence, and in response particularly to Board Staff question No. 6.  Again, to briefly summarize.  At the outset of the distributor third-tranche CDM programs, Toronto Hydro, and to its knowledge, and among its colleague utilities, we all of us certainly felt that the 

5 percent figure was an after-tax figure.  As a matter of fact, it did not arise in conversation among us, except incidentally, on account of the fact that that was our working assumption, and there was no reason, to our knowledge, to question that or to seek clarification from the Board with respect to that issue.

     The treatment of the SSM 5 percent rate as an after-tax amount is consistent with the Board’s treatment of return on equity.  And when we have discussions, as we did in the 2006 cost-of-capital IRM proceeding, it was not necessary for anyone to qualify a proposed figure for ROE, say of 9 percent or 8.63 percent, as an after-tax amount.  Everyone understood that to be an after-tax amount, and no qualification of that figure was necessary or, in fact, occurred in that proceeding, to name one example.

     The Board, in its decision and report on the 2006 Rate Handbook, did not provide that 5 percent was a before-tax amount, and so on our understanding, and given the industry understanding of these type of terms, we felt that that was an after-tax rate.

     Now, Pollution Probe claims that the Board implemented 

Pollution Probe's recommendations in, first of all, its decision on Pollution Probe's motion in 2005.  And in my submission, the record in this area is unclear.


Mr. Gibbons' affidavit itself does not specify whether the SSM is before or after tax, and neither does the Board's decision, which in any case, in respect of that decision on motion, applied only to the 2005 amounts.


And if you would indulge me, I would like to read a couple of extracts from the relevant documents here.

     First of all, I'm reading what I take to be the last page of Mr. Gibbons' affidavit in RP-2004-0203.  And at page 21 of that -- the sworn affidavit of Mr. Gibbons, under the heading "shareholder incentive (SSM)", at paragraph 55, it is stated --

     MS. CHAPLIN:  Do we have that document before us today, Mr. McLorg?

     MR. McLORG:  I don't know that you do, but I would be very happy to provide copies to the Board members, if that were necessary.

     MS. CHAPLIN:  All right.  Proceed, but -- yes, Mr. DeVellis.


MR. McLORG:  It's a very --

     Mr. DeVELLIS:  Excuse me, Mr. -- I'm sorry.  The relevant portion of the affidavit was included in an exhibit that I had provided -- or a compendium of documents that I had provided to Mr. Sidlofsky.

     MS. CHAPLIN:  Okay.  I just don't think we quite have that yet.

     MR. MILLAR:  Maybe we should enter that now.  I don't know that there's any objections to this.  But this would be Exhibit K1.4.  And it's the compendium of documents from the School Energy Coalition.

     MR. SOMMERVILLE:  Thank you, Mr. DeVellis.  Thank you.


Do you have any objections if we enter this as an exhibit now, Mr. Sidlofsky?

     MR. SIDLOFSKY:  Oh, not at all, sir.

     MR. SOMMERVILLE:  Thank you.  Mr. Millar, which exhibit would this be?

     MR. MILLAR:  I'm sorry, it's K1.4, Mr. Chair.

     MR. SOMMERVILLE:  Thank you.

     EXHIBIT NO. K1.4:  COMPENDIUM OF DOCUMENTS FROM THE SCHOOL ENERGY COALITION
     MR. SOMMERVILLE:  Mr. McLorg?

     MR. McLORG:  Thank you, Mr. Chair.

     It is a brief passage that I'll be reading into the record.  It states at paragraph 55:

"It is my recommendation that the shareholder incentive for promoting conservation on the customer side of the meter in 2006 should be identical to the proposal for 2005; i.e., 5 percent of the net present value of the TRC net benefits that are created by an electric utility's conservation programs."

     And further, at paragraph 56:

"It is my recommendation that the Board..."


That is to say -- I should correct myself:

"It is my recommendation that the OEB should review this incentive mechanism as soon as the results of the 2005 and 2006 conservation programs are available."

     And I'd just like to underline here, Toronto Hydro certainly wouldn't dispute with Mr. Gibbons what his understanding of those submissions were, but we are making the point that the plain reading of this doesn't specifically indicate whether the SSM is before or after tax.

     Now, in the corresponding decision issued by the Board on Pollution Probe's motion -- and again, these are short excerpts I'll be reading from that, but I'm sure that we can make copies available.  And this is a transcript decision.  The Board states:

"With respect to incentive plans or SSM, as it is described, the Board proposes to adopt the plan put forward by Pollution Probe.  The 5 percent figure appears to be reasonable in the circumstances.  There is also some precedent for it.  In any event, it can be adjusted by the 2006 EDR Panel, if necessary, on the basis of the fuller record that will be available to that Panel."

     And that appears at paragraph 23.


I'd just like to read at this point, since I'm referring to this document, paragraph 26, which states:

"Another point of clarification.  This ruling applies to 2005 expenditures only.  It also applies only to customer-side expenditures.  That is to say, if the expenditures are going in rate base, the incentive mechanism would not apply.  If expenditures go into rate base, there is an incentive already there, and a supplementary incentive is not necessary."

     So that deals with the 2005 issue.  And I'm referring now to the Board's EBO-2005-188 report.  That's the EDR report of the Board.


And at page 110 of that report, I'll just read another quote that we have in our application.  The Board stated:

"The Board in its RP-2004-0203 decision found that a distributor/shareholder incentive was an appropriate way to encourage distributors to pursue CDM programs.  The Board continues to be of this view.  Distributors should be rewarded with 5 percent of the net savings established by the TRC test."

     And at page 111, the Board states:

"There has been considerable discussion in this proceeding as to whether CDM expenditures on the utility side should be differentiated from customer-side expenditures.  The Board recognizes that conservation programs should have a balance between the two.  It is important to recall, however, the Board's earlier finding that the SSM incentive does not apply to utility-side investments.  The Board previously ruled with respect to the 2005 SSM that the inclusion of capitalized assets into rate base provides sufficient incentives.  The Board continues to hold that view."

     We think that that's demonstrative of two things.  First of all, the Board has at no point stated whether or not the SSM is before or after tax.  And secondly, I'd like to draw your attention to the fact that in both decisions the Board did introduce important qualifications to its findings.  And in particular, it stated that the SSM incentive would not apply to utility-side programs.

     Now, our view of that is that, had the Board viewed a qualification as being necessary to the 5 percent figure, then it is our view that the Board would have stated explicitly a qualification to that figure, as to its applicability or its before- or after-tax status.

     Secondly, when the Board stated:

"If expenditures go into rate base, there is an incentive already there, and a supplementary incentive is not necessary."

     In our view, the Board placed the SSM on the same footing with conventional return on equity applying to utility-side investments.

     Now, that return on equity is, first of all, clearly an after-tax amount; and secondly, it's clearly higher than 5 percent on an after-tax basis.


So, in our view, this lends support to the notion, bearing in mind the Board's previous comments about a balance between the incentives for expenditures on both the customer and utility side, that the 5 percent SSM amount, or rate, should be considered in the same context as an ROE rate; that is, an after-tax rate.

     Ultimately, in our view, as we've stated earlier in the Technical Conference and in response to Board Question No. 6, this is actually a pure policy matter.  It is not a matter that depends on factual findings from other jurisdictions or, you know -- except with respect to accuracy, on the mechanics of the calculation.  It is really a matter of the Board determining what an appropriate incentive should be, keeping in mind the Board's view that a modest positive incentive to electricity distributors to encourage customer-side CDM is appropriate.

     Now, if the Board believes that incentives that it has approved are effective in incurving that CDM performance, the inevitable conclusion is that the incentive will be less effective and that less customer-side CDM will be accomplished if the incentive is reduced to 3.2 percent by subjecting it to tax.

     As a final remark, I would just like to say that 

Toronto Hydro is on this basis very concerned that there would be a retroactive change in the rules that it understood -- we think on a reasonable basis -- to apply to the CDM programs that it undertook in 2005 and 2006.  If the Board wishes to change this regime, then in Toronto Hydro's submission it should do so on a going-forward basis and not on a retroactive basis.

     Thank you, Mr. Chair.  That concludes my remarks.

     MR. SOMMERVILLE:  Thank you.

     Mr. Sidlofsky, we'll expect your argument to be reduced accordingly.

     MR. SIDLOFSKY:  Sir, as I said at the outset, I raise this because it was suggested that there were errors in the application, and I think that's fair comment from the witness panel rather than me because I didn't write it.

     MR. SOMMERVILLE:  Mr. Millar, is there an order of proceeding from this point?

     MR. MILLAR:  I'm not sure if the intervenors have discussed it amongst themselves, so maybe I'll turn it to them.  They're all looking the other way.

     MR. WARREN:  I'm happy to go anytime you want.

     MR. SOMMERVILLE:  Thank you, Mr. Warren.

     CROSS-EXAMINATION BY MR. WARREN:

     MR. WARREN:  Mr. McLorg, I'd like to begin by looking at a couple of, I guess, general policy issues.

     My impression -- from the number of times that I have seen Mr. O'Brien quoted on this subject in the mass media -- is that Toronto Hydro regards itself as a leader in the conservation business.  Is that fair?

     MR. McLORG:  I think that's fair.

     MR. WARREN:  And would I -- again, from the number of times I’ve seen Mr. O'Brien quoted on this -- that Toronto Hydro appears to take the position that conservation is in the public interest and therefore should be pursued aggressively.  Is that fair?

     MR. McLORG:  I think that's fair.

     MR. WARREN:  And although I don't think Mr. O'Brien has said this, can you and I agree that in an age of heightened sensitivity, I guess -- thanks to the once and future president, Mr. Gore -- to global warming, that Toronto Hydro being seen to be an aggressive proponent of conservation is good for the brand.  Is that not fair?  It enhances your reputation; fair?

     MR. McLORG:  I think that's fair.

     MR. WARREN:  Now, in the compendium of materials that were provided by my friend Mr. DeVellis, Exhibit K1.4, I'd like you to turn first to Mr. Gibbons' affidavit, which is at page 5 of that material.  I'm sorry, it's at page 4.  The paragraph I'm going to refer you to is paragraph 42, which is on page 5.  Do you have that, Mr. McLorg?

     MR. McLORG:  Yes, if I followed your pagination correctly, I have at page 4 the affidavit of Jack Gibbons?

     MR. WARREN:  Right.  And I'm going to refer you to the following page, page 5 --

     MR. McLORG:  I see.  Okay.

     MR. WARREN:  -- on which you'll find paragraph 42.

     Now, in that paragraph, the first sentence reads, and I quote:

"The purpose of the SSM, generally speaking, is to provide an effective financial incentive towards the conservation of energy and the production of net bill savings to customers."

     Do you agree with that statement?

     MR. McLORG:  I do.

     MR. WARREN:  And then if I could turn you back to page 2 of Mr. DeVellis' materials.  This is the transcript of the decision on the Pollution Probe motion.  Quoting Mr. Kaiser in the introductory paragraph:

"Yesterday the Board heard an application brought 

by Pollution Probe.  This was a motion requesting the Board to establish lost revenue adjustment mechanisms and conservation incentive plans with respect to the 2005 expenditures of the electric utilities regulated by the Board."

     And then three paragraphs further down, beginning at line 23 of the transcript, Mr. Kaiser says:

"With respect to incentive plans or SSM, as it is described, the Board proposes to adopt the plan put forward by Pollution Probe."

     Sorry, I'm getting instructions from Ms. Girvan to both slow down and speak up.  It's the Gerry Ford problem of not being able to walk and chew gum at the same time.

     MR. SOMMERVILLE:  It could be a worse situation.

     MR. WARREN:  The purpose of putting those two observations to you, Mr. McLorg, is that Mr. Kaiser, in making the decision, clearly agrees with both Mr. Gibbons and with you that an SSM is in its essence an incentive; correct?

     MR. McLORG:  I believe so.

     MR. WARREN:  Now, is it fair for me to understand, in light of what you and I have agreed about Toronto Hydro's position on CDM and conservation programs, that Toronto Hydro does not need an incentive to aggressively pursue conservation programs, 1: because you believe it is in the public interest, 2: because it enhances the brand.  Is that not fair?

     MR. McLORG:  No, I wouldn't agree with that.

     MR. WARREN:  Now, are you saying to the Panel, then, that without the prospect of this SSM reward at the end of the day, that you wouldn't have pursued these programs, or wouldn't have pursued them as aggressively?  Is that your position?

     MR. McLORG:  Speaking retroactively, and therefore hypothetically, yes, I would confirm that.

     MR. WARREN:  Now, in seeking this SSM, did Toronto Hydro get, communicate, the fact that it was making this request to its shareholder and had received explicit instructions to seek the SSM payment, because it is to your discretion.  You could decide, as Mr. Kaiser said, not to apply for the SSM reward; right?

     MR. McLORG:  Yes, we could decide not to apply for the 

SSM reward.

     MR. WARREN:  And did you seek instructions from your shareholder to seek the SSM reward?

     MR. McLORG:  No, sir, we did not.  This was a decision undertaken by management at Toronto Hydro.

     MR. WARREN:  Now, can I turn, then, to some more technical issues?  And that is with respect to the free rider program.

     Now, as I understood your response to -- what I'll characterize as the Gibbons critique of the errors, and dealing with the free ridership issue, do I understand you to agree that the calculation of free ridership is a legitimate concern in considering how much savings have been achieved by particular programs?

     MR. McLORG:  I believe that it's an accepted methodology.  I think that the Board has used this in the past, and it has been accepted by utilities that are engaging in CDM programs.  I do, however, think that there are a lot of questions around the actual calculation, so to speak, of CDM -- sorry, that is, free ridership.

     MR. WARREN:  Mr. Chairman, members of the Panel, I've asked Mr. Millar if he would provide you with copies of two pieces of material.  I sent copies of these to Mr. Sidlofsky yesterday.  I wonder if they might be marked as an exhibit.

     MR. MILLAR:  Mr. Chair, there are two documents, so I propose to give them two separate exhibit numbers.

     The first is a report from Summit Blue called "Quick hit DR programs."  And that will be Exhibit K1.5.

EXHIBIT NO. K1.5:  REPORT FROM SUMMIT BLUE TITLED “QUICK HIT DR PROGRAMS”

     MR. SOMMERVILLE:  Thank you.

     MR. MILLAR:  And the second document is a -- it's a document entitled:  "Pushing the envelope on rate design."  

That will be K1.6.

EXHIBIT NO. K1.6:  DOCUMENT TITLED “PUSHING THE ENVELOPE ON RATE DESIGN”

     MR. WARREN:  For the record, Mr. Chairman and members of the Panel, that is -- sorry, it's an article from the Electricity Journal of March of 2006, entitled "Pushing the Envelope on Rate Design".

     Now, Mr. McLorg, you will be familiar with Exhibit K1.5, which is the Summit Blue report, because it was introduced as part of the --

     MR. SOMMERVILLE:  Mr. Warren, we're having trouble hearing you up here, and I don't think I have a distinct control that allows me to boost the volume here.

     MR. WARREN:  Mr. McLorg, you will be familiar with the Summit Blue consulting report, because it was, as I recollect, an exhibit in your 10/10 hearing last year; is that right?

     MR. McLORG:  I have a passing familiarity with it.  I wasn't actually employed by Toronto Hydro at that time.

     MR. WARREN:  What I'd like you to do, if you wouldn't mind, is if you would turn up page 11 of -- first of all, can we agree, Mr. McLorg, that this is an analysis that was commissioned by the Ontario Power Authority to assess the effectiveness of the -- what was characterized in California as the 20/20 program?  Can we agree on that?

     MR. McLORG:  It appears to be that.

     MR. WARREN:  Now, if you would turn up page 11 of this document, the author of this report or authors of this report are summarizing the two studies that were done on the 20/20 program.  One was by the -- what I used to call the Lawrence Livermore Laboratories, and the other is the CALMAC study.  And if I look at the top of page 11, it says:

"Finally, there is some evidence that the LBL estimates might be too optimistic.  A survey conducted on behalf of the California Energy Commission shows that only 38 percent of residential participants had heard of the 20/20 program and only 7 percent claimed to have participated, although all customers were automatically participants."

     Then going down to the next paragraph:

"The CALMAC 2003 study attempted to calculate the likely double-counting of savings between the different DR programs offered in California in 2001.  They estimated that the impact estimates from the LBL study should be reduced by roughly 20 percent to account for overlaps with other programs."

     Now, if I turn, then, to Exhibit K1.6 and ask you to turn to page 35 of that, in commenting on California's energy -- California Energy 20/20 rebate program, beginning in the left-hand column, last full paragraph:

"Subsequent analysis revealed that the program had several flaws, including the high incidence of free riders, a low cost/benefit ratio, and a failure to link the time period during which customers reduce usage with system needs."

     Now, I put those two articles to you, Mr. McLorg and members of the Panel, to see if we can agree that the particular problems with -- or one of the particular problems with the California 20/20 program has been the problem of free ridership.  Can we agree on that?

     MR. McLORG:  I don't have any direct personal experience with the California 20/20 program, but I accept what you have submitted here as being the views of people that can be considered to be authoritative in the field.  And I think that there generally is acknowledged to be an issue around free ridership for these type of programs.

     MR. WARREN:  Can you tell me if Toronto Hydro has done any analysis of the free ridership?  Not using anybody's assumed figure, but actually its own analysis, surveyed out or otherwise, of the free ridership phenomenon in the 10/10 program?

     MR. McLORG:  Mr. Warren, we have done some post-implementation studies of the 10/10 program.  Those studies were not expressly designed to quantify, if I could use the term, actual free ridership.

     MR. WARREN:  Are those studies anywhere in the record in this proceeding, Mr. McLorg?  Studies themselves?

     MR. McLORG:  Toronto Hydro filed the 10/10 report with the Board, but I don't recall right now, in the confusion of all the hearings that I've been involved with, whether it's part of this proceeding or not.

     MR. WARREN:  Now, on the -- moving from the Summer Challenge program to the other mass-market programs, has Toronto Hydro done any analysis of the free ridership component of any of the mass-market programs?


Panel, I'm talking about the actual free riders, not what's in the TRC guide.  Sorry if that wasn't clear from my question.

     MR. McLORG:  Well, thanks for the clarification.  That's the way we understood your question.  And the answer is, no, Toronto has not conducted any studies of actual free ridership.

     MR. WARREN:  Now, given that we've agreed that it is a legitimate concern, certainly with respect to the 10/10 

program, and given that you haven't conducted any analysis of free ridership, do I take it, then, that the reason that you're not including a free-ridership component in your LRAM claim is solely based on what you say is the offset effect -- those are my words, not yours -- of not having forecast the effect of the CDM programs?  Have I captured it accurately?

    MR. McLORG:  Well, I think there are really two elements that enter here, Mr. Warren.  You do have it correct that the central part of Toronto Hydro's concern about applying the LRAM adjustment -- sorry, the free rider adjustment to the LRAM amount, is that it would apply to the entire CDM achievement, rather than simply a variance.

     But secondly, and more generally, Toronto Hydro takes the view that it is quite prepared to undertake, on a prospective basis, studies that the Board or Toronto Hydro itself might consider to be useful concerning the level of free ridership for a particular program and other related matters.

     But with respect to the pertinence of those studies to this application, we would submit it's zero, because Toronto Hydro undertook these programs on an approved basis, and the Board in particular did approve various important parameters, such as free ridership.

     So because our application is strictly retrospective and not in any sense prospective, except with respect to rate implementation, then it's irrelevant, in our view, except for the purposes of prospective program adjustment and future approvals of the Board, to inquire what the actual free ridership was for a program that has already been implemented.

     MR. WARREN:  Now, you understand, Mr. McLorg, as an experienced person in the regulatory field, that on the gas side of the equation, gas side of the energy sector, that there is a detailed audit process for all SSM and LRAM claims.

     MR. McLORG:  Yes, I do understand that to be --

     MR. WARREN:  Do you understand that that detailed audit is conducted ultimately by an independent party; is that right?

     MR. McLORG:  I do understand that.


MR. WARREN:  Now, two levels.  Do I understand your answer that Toronto Hydro is proposing to develop and implement its own internal audit process to determine, among other things, free ridership rates in its programs?

     --- [Witness Panel confers]

     MR. McLORG:  Excuse us for the pause.


I have confirmed with my colleagues on the Panel that Toronto Hydro does not at this point plan to undertake its own internal audit of program results or, in particular, free ridership studies.


As you will be aware, much of electric utility CDM programs have migrated to the OPA and will be undertaken under the OPA auspices.  In that setting, free ridership is established by the OPA, and the audit requirement pertains only to the accuracy of actual results.

     MR. WARREN:  Mr. McLorg, I'm puzzled by the answer.  Is it not in the interests of Toronto Hydro to determine whether or not its CDM programs are cost-effective from the perspective of Toronto Hydro?  And, if you agree that it's in their interest that they be cost-effective, why would you not do internal assessments and audits?

     MR. McLORG:  Well, I can agree with you that we have, in fact, done internal assessments.  I understand the word "audit" to be slightly more defined and rigorous, but in preparing our application, for example, we very thoroughly went through the results of our programs.  And so, in that sense, we did a stringent internal assessment.

     But when I hear the word "audit," I imagine visitors from outside the company coming to look at our records and that kind of thing, and so that's why I responded in the way that I did.

     MR. WARREN:  Could you tell me how you determined -- do you know -- how many people actually participated in the 

10/10 program?

     MR. McLORG:  As a definitional matter, eligibility and participation were defined as program parameters for the Summer Challenge program or the 10/10 program, and as it was approved by the Board, all customers in certain rate classes were eligible, and therefore were participants in that program, provided that they met certain criteria having to do with the existence of historical consumption records and things like billing dates that would provide us information upon which to calculate the rebate.

     MR. WARREN:  So do I take it -- is it a fair gloss on that answer that you do not know how many people actually took up the 10/10 program as opposed to simply being passive participants?  

     MR. McLORG:  I apologize if I wasn't clear in my answer.  Toronto Hydro does know, and that information is on the public record.

     MR. WARREN:  Now, you also had mass-market programs, for example, I think, with respect to refrigerator removal.  Is that one of the programs you had?

     [Witness panel confers]

DR. LU:  Yes, we do.

     MR. WARREN:  Now, let's take my colleague Ms. Girvan, for example.  If her consumption went down during the period when the 10/10 program was in effect, how do you know if she did that as a result of turning off her air conditioner or putting in better quality lights or taking out one of her four beer fridges?

     DR. LU:  If you were here when we came here in front of the Board for approval of our 10/10 program, we specifically mentioned that the 10/10 program is a different program compared to any other CDM programs in the Province of Ontario, in the way that this program is a behaviour program, not a technological program.

     By saying so, that’s what we expect; results are achieved through people changing their behaviours, such as close the curtains or washing in cold, and all those kind of things. So specifically in the calculation, in the lifecycle analysis, we did not include any of the benefits resulting from the air conditioners or other technological-based means.  It purely depends on the behavioural change of the customers to achieve the 10/10 percent.

     So, to answer your question whether a customer bought a new refrigerator or appliance or used it, that benefit only calculated towards that year because of his or her behaviour, not because of that technology.

     MR. WARREN:  Dr. Lu, let's assume that Ms. Girvan got rid of one of those beer fridges or changed the light bulbs or turned off her air conditioning because she was really persuaded by Al Gore and didn't care what it is you folks said.  Let's assume that.  But when I look at these numbers, you folks are claiming credit for her having done that when what you did had no impact on it at all.  Is that not fair?

     DR. LU:  If I understood your question clearly, your question is about a free ridership.  In that program that we have approval from the Board, before we start the program that the free ridership is set at 10 percent, so the case you illustrated that we will attribute it to a free ridership case.

     MR. WARREN:  But not for the LRAM, just for the SSM?

     DR. LU:  That is my understanding.

     MR. WARREN:  Okay.

     MR. McLORG:  Could I also add to that by saying that the outcome of the program was defined based on measured consumption relative to an historical base, and it made no reference as to the underlying causes of the change in consumption.

     So we did not submit at any time that we were taking credit for influences that might have been exogenous to our program.  The program design itself was such as to reward the observed outcome and the behaviour, as Dr. Lu stated, and didn't go to the issue of consumer motivation.

     MR. WARREN:  Mr. McLorg, let me get to the nub of my concern so you can address it on the record.

     If this Panel grants the relief you are asking for, residential consumers will have their bills increased by 

1.02 percent, beginning in November of 2007.

     MR. McLORG:  Yes, for a period of one year.

     MR. WARREN:  And they will, in effect, be paying some increase, and a component of that increase will be a reward to Toronto Hydro, when that residential consumer has engaged in conservation behaviour that has nothing to do with Toronto Hydro.  Why is that fair?

     [Witness panel confers]

     MR. McLORG:  Mr. Warren, as you will be aware, a free ridership rate of 10 percent was approved by the Board with respect to the 10/10 program, and from Toronto's perspective, that formed part of the basis under which we undertook the program.

     So from our perspective, the fairness issue that you describe has been dealt with by the Board in assigning 

that free ridership rate of 10 percent.

     MR. WARREN:  Do I take it that Toronto Hydro doesn't feel any additional burden in protecting interests of its ratepayers to drill down further to get -- rather than just relying on the Board’s formula, to drill down further to get actual numbers about who participated, and whether there were duplications or overlaps?  Fair?

     MR. McLORG:  As a matter of fact, if the concern is around cost and rate impact, it would certainly have cost

Toronto Hydro a very considerable amount of money to obtain, to develop the information that you're looking for.  

I don't have an idea of what the exact amount would be, but 

I'm simply suggesting to you that that information couldn't be readily available to Toronto Hydro, and would require very significant resources to develop, and in Toronto Hydro's view is again beside the point with respect to the narrow focus of this application.

     I would not like to be understood to be suggesting that Toronto Hydro is cavalier about rate impacts of its programs that are experienced by customers.  We don't think that.  But we think that with respect to the accomplishment of the 10/10 program, and our other CDM programs, that should be judged on the grounds that were approved by the Board at their outset, and upon which Toronto Hydro undertook the programs.

     So Toronto Hydro, in a sentence, would object to a retroactive assessment of program parameters that would affect the SSM and LRAM amounts when, in fact, it undertook the programs based on the reasonable understanding that the program parameters had been set and approved by the Board.

     MR. WARREN:  Mr. McLorg, I have a question in only one other area, and that's with respect to the TAPS program.  The TAPS program, as I understand it, is carried on jointly -- is a joint program with Enbridge and Toronto Hydro; is that right?

     MR. McLORG:  That's correct.

     MR. WARREN:  And the nature of the involvement of Toronto Hydro is that you distribute energy-saving light bulbs?  Is that -- have I captured that correctly?

     --- [Witness Panel confers]

     MR. SINGLETON:  I believe it is light bulbs and water-savings measures for homes that have electric tanks.

     MR. WARREN:  Now, if I look in the record, Undertaking 

JT1.10.  Members of the Panel, if you could turn that up.  This is an undertaking response from the Technical Conference.

     Do you have that, Panel?

     MR. SINGLETON:  Yes.

     MR. WARREN:  Now, if I read this correctly, the total cost in 2005 and 2006, 92 percent of the program costs were paid for by Enbridge and 8 percent by Toronto Hydro; is that right?

     MR. SINGLETON:  That's correct.

     MR. WARREN:  And the amount of the claim, LRAM claim, in respect of the TAPS program, if I've understood it, is 115,000; is that right?  I'm looking at page 3 of 12 of the material that was distributed by your counsel this morning.


MR. SINGLETON:  Correct.

     MR. WARREN:  And the SSM amount, looking at the next program, after tax, SSM amount is 117,000, pre-tax is 184,000; is that correct?

     MR. SINGLETON:  Yes, it is.

     MR. WARREN:  Panel, can I -- is there any way I can understand how this relates to the total SSM claim made for this program?  In other words, to see if this represents 8 percent of the total cost of the program.  It's badly phrased, and I apologize for that, but what I am trying to do is get at the proportions.  If you've only paid 8 percent of a program, is this a reasonable request, in light of the fact that you paid only 8 percent?

     --- [Witness Panel confers]

     MR. SINGLETON:  Yeah, I think there is possibly a bit of confusion.  The claim is 100 percent of the 8 percent, basically, so those measures were applied only for homes that had electric water heaters.  And Toronto Hydro has engaged in a contract with Enbridge to deliver that program, and pays for those services to Enbridge.  And Enbridge reports those -- those homes as part of that contract.

     MR. WARREN:  Finally, I apologize, Panel, I had one other question.  I just want to make sure my understanding is correct and that I haven't confused the record.

     Going forward, Toronto Hydro is going to do -- as I understand it, Mr. McLorg -- assessments, internal assessments, of the effectiveness of its programs, and included in those assessments will be analysis of overlap, duplication, double-counting, free riders, that kind of thing.  Have I understood that correctly?

     --- [Witness Panel confers]

     MR. McLORG:  I think that we can certainly agree with part of the measures that you have listed there, Mr. Warren.  Our internal assessment would go to the accuracy of the amounts that are representative of the CDM savings, the accuracy of our calculations, and to ensure that, for example, there was no double-counting involved.

     But our internal assessment at this time and, to my knowledge, in the future, would not include an express assessment of after-the-fact free ridership rates, for example.

     MR. WARREN:  And did I understand -- is it the case that the Ontario Power Authority is now going to do that -- going to, in effect, play the role of an external, independent auditor of these programs?

     --- [Witness Panel confers]

     MR. SINGLETON:  I don't think we can answer that question at the moment.  It's my understanding that they are developing protocols for measuring and verifying the programs, and that may or may not include an audit component.  But those protocols, to my knowledge, have not been released yet.

     MR. WARREN:  And my final question in this area.  In the event that the Ontario Power Authority is not going to perform an independent audit analogous to the audit which is conducted for the gas programs, would Toronto Hydro be prepared to subject itself to that kind of independent audit?

     --- [Witness Panel confers]

     DR. LU:  I'll take the question -- the answer in two parts.  The first one, in terms of the going-forward CDM programs, going forward, we applied to the OPA CDM programs, where those programs all have a pre-determined free ridership.


So we apply to the program.  We comply to those parameters.  So there is no need for us to determine the free ridership, and OPA has taken the responsibility to establish and to verify, and further study, to support their determination of those free riders.

     On the second part, Toronto Hydro does not object to a -- subject ourselves to audit our practice, in terms of process, in terms of accuracy and documentation.

     MR. WARREN:  I again apologize, Panel.  Can you turn up -- this is my very last question -- K1.3, which was distributed this morning by your counsel.  It is the supplementary answer, or follow-up question, from Board counsel.

     MR. SOMMERVILLE:  I think that's actually 1.2, Mr. Warren.

     MR. WARREN:  Thank you, sir.

     On page 3 of 4 you have got, under item 4, "leveraging energy conservation programs".  Do you have that, Mr. McLorg?

     MR. McLORG:  Yes, I do.  Thank you.

     MR. WARREN:  Would those programs be custom projects?

     MR. SINGLETON:  Yes, they are.

     MR. WARREN:  And I'm given to understand that in the Board's total resource cost guide of -- revised October 2nd, 2006, that custom projects are supposed to have a free ridership rate of 30 percent.

     --- [Witness Panel confers]

     MR. SINGLETON:  I think we'll have to take your word on that one.  We don't have that in front of us.


MR. WARREN:  In the event that I'm right -- always a questionable assumption.  But in the event that I'm right, Panel, would the calculation which is shown on page 3 of 4 need to be changed?

     MR. McLORG:  Yes, it would, and we would undertake to do that.

     MR. WARREN:  Thank you very much, Panel.  I'm sorry to have taken so long.

     MR. SOMMERVILLE:  Thank you very much, Mr. Warren.


We'll take our morning break.  We'll reconvene at 11:30.  Thank you.

     --- Recess taken at 11:05 a.m.

--- On resuming at 11:38 a.m. 

     MR. SOMMERVILLE:  Please be seated.  Thank you.

     Mr. DeVellis.

     MR. SIDLOFSKY:  Sir, sorry, if I could interrupt just before Mr. DeVellis starts.  Just one -- I suppose it's a preliminary matter.

     Just before the break, my friend Mr. Warren's last question was about customer projects --

     MR. SOMMERVILLE:  Yes.

     MR. SIDLOFSKY:  -- and a 30 percent free ridership in the TRC guide.  I haven't been speaking with the Panel, but 

I do know that they've been trying to look into that question.

     The way we'd like to deal with it, though, if you don't mind, is by treating it as an undertaking, and Toronto Hydro can provide a response to that question.

     MR. SOMMERVILLE:  Ms. Girvan is here.

     MS. GIRVAN:  That would be acceptable, thank you very much.  

MR. SOMMERVILLE:  It’s certainly satisfactory to the Panel.  We’ll just treat it in that way.


MS. GIRVAN:  Sorry, just to be clear, that you'll calculate the effect of changing that on calculations.

     MR. SOMMERVILLE:  I guess the issue was, were those projects subject to a 30 percent free rider rate?  Is that the more appropriate assumption?  And I guess secondly, what is the consequential calculation.  Is that satisfactory?

     MR. SIDLOFSKY:  That's fair, sir.

     MR. SOMMERVILLE:  Thank you.

     MR. MILLAR:  Mr. Chair, that will be Undertaking J1.1.  

I think you've summarized it accurately so we don't need to do that again.


MR. SOMMERVILLE:  Thank you.

UNDERTAKING NO. J1.1:  TO PROVIDE RESPONSE TO WHETHER PROJECT SUBJECT TO 30 PERCENT FREE RIDER RATE AND LED TRAFFIC LIGHTS/TO PROVIDE CALCULATION

     MR. MILLAR:  Now, while I'm on here, I will just add one thing.  I do understand some people may be having difficulty hearing at the back of the room.  As you said, I don't think there's anything we can do about the volume, but there are seats closer to the front, so if people wish to move up, it may be a little bit easier for them to hear.

     MR. SOMMERVILLE:  We won't take a movement towards the Panel as an antagonistic gesture.  Mr. DeVellis.

     CROSS-EXAMINATION BY MR. DeVELLIS: 

MR. DeVELLIS:  Thank you, Mr. Chairman.

Good morning, Panel.  I'm John DeVellis, on behalf of the School Energy Coalition.

     At the conclusion of my cross-examination, I'll have two brief questions on behalf of VECC, since Mr. Buonaguro can't be here this morning.

     I'm going start with the SSM tax issue.  Mr. McLorg, I think you referred earlier to your interrogatory response at J1.6, where you said that Toronto Hydro acted in good faith, with a reasonable understanding that the applicable SSM rate was 5 percent after tax.

     And you referred to the Board's decision in the Electricity Distribution Rate Handbook for 2006, and there is a passage that appears at page 4 of the manager's summary.  I think you referred to this passage earlier in your testimony.  At the bottom of page 4, the Board said:

"The Board in its RP-2004-0203 decision found that a distributor/shareholder incentive was an appropriate way to encourage distributors to pursue CDM programs.  The Board continues to be of this view."

     And you referred earlier to a passage from the Board's decision in 2004-0203, when the Board said that the SSM applies to 2005 rates only.  My question to you initially is: is it your position that the Board's decision in the Electricity Distribution Rate Handbook changed the SSM mechanism that had been earlier approved by the Board in 0203?

     MR. McLORG:  No, I think that it substantially reaffirmed the decision emanating from the Pollution Probe motion.

     Mr. DeVELLIS:  All right.  Thank you.

     Now, you read earlier from the Board's decision, which is at page 2 of our compendium, the Board's decision in 

0203, where the Chairman, Mr. Kaiser, said that, "The Board proposes to adopt the plan put forward by Pollution Probe."

     Now, I've included in our compendium an excerpt from 

Mr. Gibbons' affidavit, which was the main evidence introduced during that proceeding.  Is that your recollection?

     MR. McLORG:  It was a substantial part of it, yes.

     Mr. DeVELLIS:  Thank you.  Mr. Warren read to you from paragraph 42 of Mr. Gibbons' affidavit, which is page 5 of our compendium, and he read to you the first sentence.  I'm going to refer you to the second sentence of that paragraph.  Our Mr. Gibbons says:

"In my view, the ideal SSM incentive rate is that rate that will maximize the customer's net bill savings, subject to the following constraints.  A: there should be no undue increase in electricity rates; and B: there should be no undue increase in the utilities’ returns on equity."

     Do you see that there?

     MR. McLORG:  I do.

     Mr. DeVELLIS:  Okay.  Mr. Gibbons then examines both the expected rate impact and the expected impact on return equity, and for that I'll refer you to initially paragraph 44 on the next page.

     MR. McLORG:  I see that.

     Mr. DeVELLIS:  And that starts:

"The impact of this proposal on electricity rates and the utilities’ returns on equity will be a function of the following five factors."

     And the ones that are relevant to this analysis are No. 3, which is at the bottom of page 16, or page 7 of our compendium, where Mr. Gibbons says,

"I am informed by an e-mail dated September 20, 2004,” which is attached as Exhibit N.

     And on the next page:

"And I do believe based on this e-mail that the total equity of Ontario's electric utilities is approximately $4.1 billion."

     MR. McLORG:  Yes, I see that.

     Mr. DeVELLIS:  And in the next paragraph he says the marginal tax rate for utilities is 36 percent.  And then in the next paragraph he says his belief that the total cost of electricity for Ontario consumers is approximately $12 billion.  Do you see that?

     MR. McLORG:  I see that.

     Mr. DeVELLIS:  And then Mr. Gibbons sets out a number of scenarios on what the rate impact and the impact on ROE would be, assuming a given level of net present value of TRC net benefits.

     If you refer to table 2, his first scenario is given an NPV/TRC of $200 million; the pre-tax SSM reward is $10 million.  That's 5 percent of the 200 million, correct?

     MR. McLORG:  Yes.

     Mr. DeVELLIS:  Okay.  And then the next column over is the after-tax SSM reward.

     MR. McLORG:  I see that.

     Mr. DeVELLIS:  Which is 6.4 million.  So that's not 

grossed up for taxes; it's 10 million less 36 percent taxes.

     MR. McLORG:  I see that.

     Mr. DeVELLIS:  Okay.  And then if you look in the column over, Mr. Gibbons estimates the impact on electricity rates; that is, the amounts that consumer would pay as a result of the SSM.  And he estimates 8/100ths of 1 percent.  And you can take it, subject to check, that $10 million is 8/100ths of 1 percent of $12 billion.  Do you accept my math, subject to check?

     MR. McLORG:  Yes, I do.

     Mr. DeVELLIS:  And then the next column over, he estimates the impact of the after-tax return on equity that the utilities would receive, and that's 16 basis points.  And again, you can take it, subject to check, that 6.4 million is .16 percent, of 16 basis points of 4.1 billion.

     MR. McLORG:  Yes, that's fine.

MR. DeVELLIS:  Is my math correct, subject to check?

     MR. McLORG:  Yes, subject to check.

     Mr. DeVELLIS:  Thank you.  Now, you read earlier from the last paragraph, or second-last paragraph of Mr. Gibbons' affidavit, where there is no mention made of taxes, but I put to you that the analysis that Mr. Gibbons goes through actually assumes that the amounts that electricity distributors would receive would be 5 percent less 36 percent tax.  Do you agree with that?

     MR. McLORG:  Well, we certainly agree that that was the substance of Mr. Gibbons' examples.  I guess the word that I thought was most important in your line of questioning was the word "scenario."  And that's what Toronto Hydro believes these are.  They are simply scenarios.

     Now, Toronto Hydro, and I would suggest all the rest of the electric utilities, have to rely on the Board's own decisions, rather than scenarios put forward in an affidavit.  That's where we take our guidance.  And I would suggest to you that the existence of these examples, you know, goes to the suggestion that what Mr. Gibbons certainly intended was a 5 percent gross amount, if I could put it that way, that would be earnings that would be subject to tax.

     But Toronto Hydro doesn't dispute that.  What we are stating is that based on the Board's own decisions, we feel that there was a reasonable basis to understand that 5 percent meant 5 percent.

     Mr. DeVELLIS:  Well, the Board says, in the passage you referred to earlier, "The Board proposes to adopt the plan put forward by Pollution Probe."

     That's the plan.

     MR. McLORG:  If you can identify -- well, there was no explicit plan, in our view.

     Mr. DeVELLIS:  Oh, there's no other plan.

     MR. McLORG:  We didn't understand that this was a plan.

     Mr. DeVELLIS:  There is no other plan before the Board.  The plan that the Board is referring to is the scenario set out by Mr. Gibbons' affidavit.

     MR. McLORG:  Well, then I think that what you're essentially doing is attributing your opinion to the Board.  And I don't disagree that there is a basis for saying that.  That may have been what the Board understood.


But what I'm saying back to you is only that Toronto and the rest of the electric utilities have to rely on what they see before them in black and white, in the decision.

     The decision doesn't always follow the evidence that -- or the argument that stakeholders in a proceeding might submit, and often the Board, in fact, recites in its decisions the positions put forward by parties.

     But the Board's decision is the thing that has to be determinative of this matter.  And so I suggest to you that we don't quibble with the idea that that's what Mr. Gibbons had in mind.  But I don't accept your leap that that's what the Board had in mind.

     Mr. DeVELLIS:  Okay.  The Board doesn't say here or in the EDR Handbook, “We accept Pollution Probe's plan, except for the tax scenarios put forward by Mr. Gibbons.”  It never says anything like that.

     MR. McLORG:  That's right.

     Mr. DeVELLIS:  Okay.  Now, there's another document I'd like to refer you to, and this is to get an indication of how these things are done on the gas side.  And if you could turn to page 13 of our compendium, this is an excerpt from EB-2006-0057, which is an application by Union Gas to clear various deferral accounts, including -- as you'll see at the top there -- the shared savings mechanism variance account.

     MR. McLORG:  Yes, I do.

     Mr. DeVELLIS:  And you see there the account has a balance of 2.957 million?

     MR. McLORG:  I see that.

     Mr. DeVELLIS:  Okay.  And then it's going sound like I'm going off on a tangent here, but I'm not, and if you bear with me a second, you'll see where I'm going.


There was an earnings sharing mechanism that needed to be cleared, and at page 14, Union begins to talk about the earnings sharing mechanism, but I'm going refer you to page 15, the bottom -- the last paragraph, paragraph 4.  Union refers to a settlement agreement with, I guess, the intervenors, and they had agreed that the earnings sharing amount recorded in the sharing -- the shared savings mechanism variance account is removed from earnings.  That is, for the purpose of calculating an earnings sharing mechanism, the earnings from the shared savings mechanism would be removed from earnings.  Do you see that there?

     MR. McLORG:  I'm sorry, I lost you momentarily there.  You're referring to which paragraph on page 15?

     Mr. DeVELLIS:  Paragraph 4 on page 15 of our compendium.

     MR. McLORG:  I see that.  Yes.  Thank you.

     Mr. DeVELLIS:  And then if you just flip to the next page, is an accounting of the various balances, and you'll see line 29.  It says:

"Shared savings mechanism variance account, 2,957,000."

     MR. McLORG:  Yes, I see that.

     Mr. DeVELLIS:  Okay.  And then on the following page, page 17, is the Union Gas's calculation of the earnings sharing mechanism.  And you start with the corporate earnings of $116-million, .3-million, and then various adjustments, including the shared savings mechanism adjustment, which I referred earlier.


And if you go down to line 5, you'll see an adjustment is made for the shared savings mechanism incentive.  And that's 1.889 million.

     MR. McLORG:  I see that, yes.

     Mr. DeVELLIS:  Okay.  So that -- again, take this subject to check -- is 2.957 million, less 36 percent tax.

     MR. McLORG:  I take that, subject to check.

     Mr. DeVELLIS:  Okay.  So now we have the Pollution Probe scenario set out -- a scenario whereby the amounts paid would be after tax -- or rather, amounts received would be -- by the utility would be after tax.  And now the gas --

     MR. McLORG:  Sorry, Mr. DeVellis, did I hear that correctly?  The amounts received by the utility would be after-tax?

     Mr. DeVELLIS:  Yes.  Sorry.  How did I -- I sometimes get confused on how I phrase this.  But the amounts that the utility would receive would be 5 percent, less 36 percent tax.  That's the scenario set out in Mr. Gibbons' affidavit.

     MR. McLORG:  I'm trying to be helpful.  In my terminology, that would be a pre-tax amount.

     Mr. DeVELLIS:  Okay.  Sorry.


And in the evidence from the gas side, we have a similar scenario set out.  Do you agree with that?

     MR. McLORG:  A similar scenario, with the point, effectively, being that the Union SSM mechanism is an amount that's specified to be a taxable amount?

     Mr. DeVELLIS:  That's right.

     MR. McLORG:  Well, I don't quibble with that either.

     Mr. DeVELLIS:  So I'm just -- getting back to your -- my initial passage I referred to you in your interrogatory response, I'm just trying to get an understanding of how it is that you could have had a reasonable understanding that the amount you would receive would be after-tax.

     MR. McLORG:  I would really repeat the assertions that I've made previously, and essentially, those are that there is a reasonable basis for the electric utilities to understand that, with respect to a new mechanism that had been established for them, and in the context of the overall regulatory jargon, that an amount described as a 5 percent SSM to be paid to distributors meant to us an amount that would implicitly be grossed up for tax, in the same way that we understand a 9 percent ROE to be an amount that would be grossed up for tax.

     Now, I would like to say that Toronto Hydro does not equate an SSM mechanism with conventional ROE.  We view the two things as being separate in their purpose.  But in the conversational context that was present, there was nothing in what the Board wrote in its decisions to defeat an assumption on our part, which, frankly, to my knowledge, wasn't even questioned, that the 5 percent was an after-tax figure.

     Mr. DeVELLIS:  Well, isn't it more likely that the reason the Board didn't mention it was because it was understood that that's the way it was done?  That's the way it was set out in Mr. Gibbons' affidavit, that's the way it's been done on the gas side, so if the Board was going to change it, it would have made specific reference to that, but the fact that it didn't, it's more likely that it means that there was no intention to change that practice?

     MR. McLORG:  Well, I'm sure that will form part of your argument.  I do not accept that.

     Mr. DeVELLIS:  Thank you.  I'm going to move on, then, to the free ridership issue.


And as I understand your argument, essentially, is that the reason you don't -- you propose not to deduct free riders from the LRAM calculation is because you didn't adjust your load forecast to account for CDM activity?

     MR. McLORG:  That's essentially it.

     Mr. DeVELLIS:  Okay.  But in terms of calculating the impact of CDM on your load, that's what you're doing here, right, the LRAM?

     MR. McLORG:  On an after-the-fact basis, and one that doesn't relate to the establishment of the going-in distribution rates; that's right.

     Mr. DeVELLIS:  Okay.  So the issue, then, in terms of your load forecasts wouldn't be the CDM overall.  The issue would be whether you accounted for autonomous conservation in your load forecast when you updated your load forecast for 2006.

     MR. McLORG:  Well, I think that there are actually two issues.  One is accounting for autonomous conservation, which I think by definition would include free riders, because again, by definition, free riders are people that participate in utility programs independently of the utility offering that program.

     So there is an autonomous conservation effect, if I could put it that way, that we ought to be accounting for in our load forecasts.  And secondly, there is the amount which is the express focused subject of the LRAM, and that is, a variance in program performance greater or lesser than that which was forecast.  And that's specific to utilities' CDM programs.  So I think there are two elements.

     Mr. DeVELLIS:  Okay.  But the purpose of the LRAM is to compensate you for reductions in load as a result of your CDM activities?

     MR. McLORG:  I would say specifically -- and I think it is important in this context to be specific about it -- that the LRAM compensates utilities for unforecast variances in CDM program performance.  The original CDM program savings on the gas side, for example, have been incorporated in utility load forecasts and the going-in or base distribution rates have been calculated using the load adjusted for the expected -- the ex-ante expected effect of those CDM programs.

     Mr. DeVELLIS:  Yes, but the only difference that would apply in terms of your LRAM would be the unforecasted autonomous conservation, right, because you are forecasting right now what the actual load impact of CDM is?

     MR. McLORG:  Well, in our evidence you will see that, in our view, the issue with the LRAM and the absence of express utility forecasts of CDM performance and autonomous conservation will last only for one more rate year after this.  It will apply to 2007.  Because the rates for that year were not established, at least for Toronto Hydro, and I think it's fair to say for all the utilities, on the basis of a conservation-adjusted load forecast.

     Now, in 2008 Toronto -- that is to say, in 2007, for the purpose of 2008 rates -- Toronto Hydro will come forward with a full cost-of-service application.  And in that application it will put before the Board a load forecast which does account for conservation and CDM program effects.

     But it is not the case right now that our rates are based on a load forecast that included any element of autonomous conservation or CDM program performance.

     Mr. DeVELLIS:  You were asked about that at the 

Technical Conference, and I would refer you to the page 73 of the Technical Conference transcript.  Mr. Millar was asking you about trends in average use in autonomous conservation programs -- autonomous conservation effects.

If you look at line 10 of page 73, Mr. Millar says,

"So I assume that goes into your normal load forecast.  You look at average use per customer; that goes into an average load forecast.  Is that correct?"

     MR. McLORG:  Yes, that's what Mr. Millar is saying.

     Mr. DeVELLIS:  Okay.  And your answer was,

"Our load forecast was based on an econometric model that is documented in our 2006 evidence."

     And then you go on:

"But including no variables for conservation explicitly.  So that model for rate-making purposes did not crystallize a free rider quantity.”  


And then Mr. Millar asks,

"But it would have looked at what you thought average use per customer would be, would it not?"


Your answer was,

"Well, yes.  However, is it a short term model and it doesn't take into account long-term or secular trends in use per customer."

     MR. McLORG:  I see that, yes.

     Mr. DeVELLIS:  Now, I've included in our compendium excerpts from the transcript of your 2006 distribution application.

     MR. McLORG:  I see that.

     Mr. DeVELLIS:  I have excerpts from two volumes.  The first is volume 3 from January 19th, 2006, and on page 35 of our compendium, an excerpt from volume 6, which is January 26, 2006.

If you turn to page 19 of our compendium, which is page 32 of the transcript, I won't read the whole passage, but Mr. Sardana is explaining the econometric techniques that were used to derive a forecast of purchase kWhs.

And at page 23 of the compendium, Mr. Millar asked why the data only goes back to 1998.  I won't read the specific passages, but the answer was that that was the year of the six former LDCs of the smaller municipalities that were amalgamated.

     If you go to the next page, Mr. Millar asks,

"Would it have been possible..." -- Sorry, it's worded a little bit awkwardly -- "... amalgamated, but presumably you could have compiled the statistics separately from the six LDCs?"

     And Mr. Sardana says,

"Yes, with some difficulty."

     It says that there are some caveats, that there are two data sets.

     And then if you just flip to the next page, which is page 25 of 176 of the transcript, beginning at line 22, 

Mr. Millar says,

"But you are satisfied that eight years is a long enough window of time to give you an accurate --"

     And Mr. Sardana replies,

"Eight years, again, on a monthly basis, yes, it gives some pretty good data."

     MR. McLORG:  I see that.

     Mr. DeVELLIS:  Okay.  And then at the bottom of the 

next page, Mr. Millar asked about some changes that you made to your model at that time, and he asks,

"So they are better variables to use?"

     And Mr. Sardana replies,

"From a statistical perspective, they give us a better model, a better fit of the data that we were trying to fit against."

     MR. McLORG:  Yes, I see that.

     Mr. DeVELLIS:  I'm just going to one last reference that's in the next volume of the transcript, which is at page 157, which is page 47 of the compendium.

     MR. McLORG:  Yes, I have page 47.

     MR. DeVELLIS:  And that's page 157 of the January 26 transcript.  

     And Mr. Shepherd asks,

"Are you projecting that over the four-year period, 2002 to 2006 consumption per customer in that class," meaning the residential class, "would drop 15 percent? "  

And Mr. Sardana says,

"Yes, I will buy your math."

     Do you see that there?

     MR. McLORG:  I do see what you are referring to.  I'm just confused about what class is being referred to.  Is that the 50 kilowatt to 1-megawatt-hour class rather than the residential class that I thought I heard you say?

     MR. DeVELLIS:  I thought there was a reference to residential class.

     Okay, I suppose there is a 50-kilowatt to 1-megawatt.  I thought I had seen a reference to residential somewhere.

     In any case, you presented a model, a rate of load forecast model in your 2006 distribution case; right?

     MR. McLORG:  That's correct.

     MR. DeVELLIS:  And you had made various adjustments to the model and you said that eight years was sufficient to give you sufficient load forecast.  So if there was a concern about whether or not that would include trends in autonomous conservation, wouldn't that have been the time to do it?

     [Witness panel confers]

     MR. McLORG:  I think for the purpose to which it was put at the time, the model that was put forward in evidence by Toronto Hydro fit the bill, and I think if I could refer you back to page 26 of your compendium, you'll see Mr. Sardana's answer there at line 9.  

At that line Mr. Sardana says,

"So the parameters that we used this time around were peak hours, Ontario GDP, actual heating and cooling degree days."

I'm suggesting to you that that model was sufficient for predicting the overall level of load that was expected to occur and could be used for rate-setting purposes, based on the variables that appeared in that model.  And we are at that point talking about levels of load, and I think that that's what the Board is interested in when it sets rates.

     What's explicitly missing from this model are any type of parameters that would go to the effect of conservation.

     Now, it's true what you say, that we had -- I think, did we say six or eight years of history for the purpose of this model.  And of course, we do have six or eight years of history on things like GDP and cooling and heating degree days and so on.


However, what we didn't feel that we had history on was conservation, which in our view was really embodied in a change in market structure, with the introduction of the electric utility CDM on a vigorous basis, around about 2005/2006.  We felt that there was a shift in market structure, which you may recall from your econometrics courses means that data that is available from a period prior to a shift in structure will give misleading results when a model that's based on that prior data is extrapolated beyond the period or into the period during which the structural shift has occurred.

     So I hope not to get too technical here, but what I'm saying to you is that this model had no variables that we could expect to capture the effect of conservation.  As a result, the effect of autonomous conservation, as well as the effect of utilities' CDM programs -- which we explicitly did not include in this model -- would be captured in the error term that is a result of the econometric or statistical estimation process.

     And as such, I think that our conclusion, certainly, was that there was no explicit representation or accounting for any conservation effect in this model.  But we never put it forward as a model that would capture that conservation effect.  If we were to have done that, I think that we would perhaps have had a model that would allow the coefficients that were estimated on these various explanatory variables, such as heating and cooling degree days, to vary over time to incorporate or reflect the fact -- which I think is intuitively appealing -- that as customers undertake conservation measures such as insulation, and behavioural measures such as setting their thermostat higher during the summer and lower during the winter, the response of electricity demand to a given level of heating or cooling degree days will diminish.  That's the very purpose of what customers are doing in those programs or by themselves.


So if we wanted to have a model that would reflect those effects, we'd have to let those coefficients vary over time, and there are models that enable you to do that.

     Similarly, if we suggest that people are going to change out all their incandescent light bulbs to compact fluorescents, what we'd expect to see, all other things equal, is a downward shift in electricity demand at any level of the variables that happen to exist otherwise, like heating and cooling degree days and GDP.

     So in both of those cases, where there's a conservation response to a particular influence, like heating or cooling degree days, or a downward shift in consumption for given values of all the explanatory variables, both of those effects are missing from this model.

     MR. DeVELLIS:  But isn't that the purpose of an econometric model, to measure the impact on your dependent variable, which would be the load forecast, given changes in your explanatory variables?  So if, like you said, if there was a difference in impact on load from a given level of degree days, that would be incorporated into your model?

     MR. McLORG:  Actually, it would not.  And again, I hope not to sound pedantic here, but when you go through the exercise of statistically fitting a model to data, and you have in your model a particular variable like GDP, for example, and you have data on that variable that covers a span of years, the best that the model can hope to incorporate is the average effect of that variable on the dependent variable.


But what we're suggesting here is that conservation has been progressing over time.  This model, I accept, is a model that's designed to fit our data on load to a number of explanatory variables, and it does that.  And we think it does that acceptably well for the purposes that it was put forward in 2006.


But it expressly does not capture the kind of conservation that would have been occurring in the market, either autonomously or as a result of CDM programs.

     MR. DeVELLIS:  Now, do you know how the LRAM is calculated on the gas side, in terms of -- my understanding is that on the gas side the LRAM is calculated using the best available data in terms of calculating lost revenue.  Do you know whether that's true?

     MR. McLORG:  I have a general knowledge of how the LRAM is calculated on the gas side, and I'm afraid that I can't say that I know specifically what you're referring to when you say the LRAM is calculated using the best available data.


That could mean one of two things.  It could mean the per-measure effectiveness of the measures in the program that was approved by the Board before implementation on an ex-ante basis, so that you say, for example, when you undertake a program and it's approved by the Board, installing a CFL will save 45 kilowatt hours a month.  Or it may mean that there is a calculation of "actual results" after the fact.  I don't know which one you are referring to.

     MR. DeVELLIS:  Well, it's my understanding that you use the best available, so the most up-to-date information.

     MR. McLORG:  I don't know how that answers the question that I put to you.  I'm sorry, I'm not the one that's supposed to be asking the questions here, but I'm just trying to get clarity around your -- I'm afraid I can't agree or disagree --

     MR. DeVELLIS:  Okay.

     MR. McLORG:  -- just on the basis of "best available data".

     MR. DeVELLIS:  Now, I have, like I said earlier, I have a couple of questions on behalf of VECC.  And if you could turn to JT1.2, Appendix "A".

     Now, is Toronto Hydro proposing to allocate the LRAM and SSM costs on a per-kilowatt-hour basis, as opposed to a customer basis?

     MR. McLORG:  Yes, there is a slightly different manner of allocation, depending on whether we're talking about an LRAM amount or an SSM amount.


The LRAM amounts are directly attributed to the individual rate classes based on the savings that were found in those rate classes, multiplied by the applicable distribution rates per time period.

     The SSM amount is allocated to the different rate classes, in the first instance, according to the rate class that benefited from the program and the savings that accrued therefrom, or, in the case of programs that spanned rate classes, according to the relative proportions of savings that occurred in each program -- in each rate class, I should say.

     MR. DeVELLIS:  If I could turn now to Exhibit J1.

     MR. McLORG:  I'm sorry, Mr. DeVellis.  I didn't catch your reference.

     MR. DeVELLIS:  Sorry, Schedule 1-4, or I guess it would be 1 -- J1.1, Schedule 1-3.

     MS. CHAPLIN:  So this is an answer to a question from Board Staff at the Technical Conference?

     MR. DeVELLIS:  Yes.  And the first question from Board 

Staff, and it's Exhibit J, tab 1, schedule 1, and it's schedule 1-3, or table 1.3.

     MS. CHAPLIN:  Thank you.

     MR. SIDLOFSKY:  Mr. Chair, if I could make sure we're all literally on the same page here.  Toronto Hydro provided responses to questions put to it in advance of the Technical Conference.  There was some clarification to those particular tables.  Exhibit J, tab 1, schedules 1-1 through 1-4.  Those were provided together with the responses to undertakings.  You should find those immediately following the answer to Undertaking JT1.10.

     MR. SOMMERVILLE:  Mr. DeVellis, is that consistent with where you're leading this -- is that where your question is coming from?

     MR. DeVELLIS:  I'm trying to find it.  I don't think it will change the questions, but --

     MR. SIDLOFSKY:  And just for the Panel's reference, you'll find some coloured shading in there, and in the upper right-hand corner of each table it's marked as updated June 13th of 2007.

     MR. DeVELLIS:  Okay.  I see that.  Table 1.3.  Okay.  

Like I said, it doesn't change the questions.  The questions are actually on the data sources.  And there are three data sources you use there:  leveraging conservation, load displacement and DE standby generators.  I guess it's VECC's understanding that those data sources are other than stated in the OEB manual?

     MR. SINGLETON:  That's correct.

     MR. DeVELLIS:  Okay.  How did you verify the savings for each measure, then?

MR. SINGLETON:  There were a number of projects within each of these programs.  There's an application process by which customers apply for funding.  If I can refer you to the response to -- bear with me for a moment.  Apologies, too many papers --

     If I can refer you to the followup question, EB 2007-0096 -- response to June 18, 2007, followup question.

     MR. SOMMERVILLE:  It's actually Exhibit K1.2.

     MR. SINGLETON:  Or -- pardon me, yes.  Exhibit K1.2 

     MR. SOMMERVILLE:  I think that's right, Mr. Singleton.

     MR. SINGLETON:  Yes, it is.  Exhibit K1.2 is the exhibit.

     And if you will turn to page 3 of 4.  So for the load displacement program, there were seven projects.  These are deep lake water cooling projects in the City.  The energy and demand reduction were customer calculations provided in engineering reports by the customer, and these were verified by Toronto Hydro's staff.  In this particular case, energy savings were derived from the demand savings calculation, and the known operational patterns for the individual buildings.

     A free ridership rate of 10 percent was used, consistent with typical commercial measures on the Board-approved list.

     For the leveraging energy conservation programs, you'll see there are two sets of tables.  This is under number 4.  Three projects in 2005 and six projects in 2006.  These were multiple premises and multiple measures, so it's a little complicated, but then there were a variety of techniques used to estimate the savings.  For some of them, there would be pre- and post-installation meter readings, where there were meter readings done before and after the installation verifying the savings.  For a number of them, there were nameplate readings, so these would be standard engineering calculations where the nameplate, if you like, the kilowatt consumption of the existing technology was read, and the post-installation, the replacement technology -- compared to the replacement technology, and the difference was the savings.

     Then for a select number of measures within any given project, the TRC guide was used, typically as a proxy, so the list may or may not have included the specific bulb type, and these were all lighting projects, but a proxy was used, or a similar bulb configuration was used as an estimate.

     Those were generally the exception, so most of the savings were provided either as engineering reports using 

pre- and post- techniques.

     MR. SOMMERVILLE:  I don't want to interrupt, Mr. DeVellis, but just by way of clarification.

Just so that I understand, Mr. Singleton, as I look at Exhibit K1.2, and I'm looking at page 3 of 4, there's a load displacement category under paragraph number 3.  Do I understand your answer to be that you calculated the energy savings in a manner that was not predicted by the TRC -- or the TRC document per se; you did apply the free ridership that appears in the TRC document, but you didn't calculate the savings in that fashion?

     MR. SINGLETON:  Correct.  These were projects where the TRC guide did not have that specific measure, and the engineering report provided the kilowatts of the demand reduction, and we used the operating characteristics of the building to determine the energy savings.

     MR. SOMMERVILLE:  Thank you.  Sorry, Mr. DeVellis.

     MR. DeVELLIS:  Now, in table -- I guess I'm on paragraph 3 in Exhibit K1.2, under the load displacement program you use a free ridership of 10 percent?

     MR. SINGLETON:  Correct.

     MR. DeVELLIS:  Now, why did you use 10 percent?

     MR. SINGLETON:  10 percent?

     MR. DeVELLIS:  Yes.

     MR. SINGLETON:  As opposed to 30 percent, I presume?

     MR. DeVELLIS:  Yes.

     MR. SINGLETON:  This decision applies to projects both under load displacement and leveraging energy conservation.  

We felt that there was perhaps somewhat of a disconnect between the verbiage in the TRC guide and the TRC list.  Particularly under leveraging energy conservation, most of the measures were prescriptive in nature.  So we felt that the TRC guide, using 10 percent for commercial measures, was a better reference.

     In the case of load displacement, that was a judgment call that we used 10 percent, for the same reason, that these are commercial-type savings.  We certainly recognize that the guide indicates that 30 percent should be used for custom projects.  Our understanding of the word "custom" was in the nature of the calculations and the delivery, and not so much on the specific technology.

     MR. DeVELLIS:  Thank you.  I just have one last question, and I'm going to refer you again to schedule 1-4, and that's the updated 1-4, Exhibit J1 -- J, tab 1, schedule 1-4, updated June 13th, 2007.  Do you have that?

     At line 28, the description of the social housing programs.  And it says there you paid $1.37 million for 24,031 Energy Star refrigerators and 24,829 high-efficiency stoves.  And you have a free ridership rate of 3 percent.

     MR. SINGLETON:  Yes.

     MR. DeVELLIS:  Again, that's VECC's understanding that that's a deviation from the OEB manual.  Can you explain?

     MR. SINGLETON:  Yes.  Correct.  The OEB manual would have referenced 10 percent for both of these measures.  Our understanding of the way things work in that particular sector is that typically these measures are not undertaken outside the program delivery.  So these are social housing and low-income sectors, where it was the belief that it was entirely the result of the program that these measures were undertaken.

     MR. DeVELLIS:  Thank you, Panel.  Those are my questions.  Thank you.

     MR. SOMMERVILLE:  Thank you, Mr. DeVellis.


The Board will take its break now.  Mr. Gibbons, you will have questions this afternoon, Mr. Adams, and Mr. Millar.

     I propose to -- just a moment, please.

     --- [Board confers]

     MR. SOMMERVILLE:  The Board will reconvene at a quarter to two, an hour and 15 minutes from now.  Thank you.

     --- Luncheon recess taken at 12:29 p.m.

--- On resuming at 1:52 p.m.

     MR. SOMMERVILLE:  Thank you.  Please be seated.

     Mr. Gibbons.

     CROSS-EXAMINATION BY MR. GIBBONS:

     MR. GIBBONS:  Thank you, Mr. Sommerville.  Panel, could you turn to Exhibit K1.2?

     MR. McLORG:  We have that.

     MR. GIBBONS:  According to this exhibit, there are three Toronto Hydro programs where you didn't use 

Board-approved free ridership rates.  Is that correct?

     In your response to the first paragraph, you identified the LED traffic light, the load displacement, and third, the leveraging energy conservation programs. 

     MR. SINGLETON:  That's correct.

     MR. GIBBONS:  And for these three programs where you've used your own free rider rates, in each case you have used a free rider rate of 10 percent?

     MR. SINGLETON:  Correct.

     MR. GIBBONS:  Do you have any empirical evidence to justify the 10 percent number?

     MR. SINGLETON:  No, we don't.

     MR. GIBBONS:  Did you seek to get any empirical evidence to justify the 10 percent free rider number?

     MR. SINGLETON:  No, we did not.

     MR. GIBBONS:  And why didn't you?

     MR. SINGLETON:  We felt that 10 percent was appropriate, given the sectors that these measures and programs applied to, and the fact that the TRC measures list for most similar measures were 10 percent on the OEB-approved list.

     MR. GIBBONS:  Thank you, Mr. Sommerville.  Those are my questions.

     MR. SOMMERVILLE:  Thank you, Mr. Gibbons.  Mr. Adams.

     CROSS-EXAMINATION BY MR. ADAMS:

     MR. ADAMS:  Thank you.

     Panel, please feel free, any of you, to speak up on any of the questions that I address to you.

     MR. McLORG:  Mr. Adams.

     MR. ADAMS:  Yes?

     MR. McLORG:  Could you also speak a little more loudly, please?

     MR. ADAMS:  Okay.  My light's on.

     Now, as a followup to the questions that several of the other questioners so far today, there has been a discussion with regard to the appropriate free ridership rate to apply to the load displacement program identified at K1.2.  

I wonder if you could provide the dollar impact that would apply if the 30 percent free ridership rate which the TRC guidelines applies to custom projects was applied to the load displacement program.

     MR. McLORG:  Mr. Adams, I believe that that is the undertaking that we accepted earlier today.

     MR. ADAMS:  Oh, good.

     MR. SOMMERVILLE:  It could certainly be expanded to include it.  I'm not sure that it extended to all of the programs that have now been identified as those to which a different free ridership rate was applied, but I think the undertaking could easily be expanded to include that.

     Is that your recollection, Mr. Sidlofsky?

     MR. SIDLOFSKY:  Sir, when I jotted down the undertaking, what I wrote was that it was to determine the free ridership rate, the TRC guide free ridership rate for custom projects in items 3 and 4 of Exhibit K1.2, which would be -- sorry, that would be load displacement and leveraging energy conservation programs.

     And then the followup to that was if those rates are not as shown by Toronto Hydro, then show the changes that result.

     MR. SOMMERVILLE:  I think the only change to that would be, we would also include paragraph number 2 in your Exhibit K1.2, the LED lights, the traffic lights.

     MR. SIDLOFSKY:  Maybe we can just add that to 

Undertaking J1.1, then.

     MR. SOMMERVILLE:  That was my suggestion, that it could be expanded.  And I think that's the extent of the extension, is just to that additional category.

     MR. MILLAR:  Mr. Chair, for the court reporters' benefit, maybe we could just restate how J1.1 has changed.  

I guess it's to -- maybe I'll let you state it.

     MR. SOMMERVILLE:  Where previously the undertaking was to provide the Board-approved free rider rate for the load displacement and leveraging energy conservation programs reflected in Exhibit K1.2, and to provide the consequential financial implications of the application of the Board-approved free rider rate, that undertaking will now be expanded to include paragraph 2, LED traffic lights, and the same analysis will be performed with respect to that category.

     MR. VLAHOS:  Mr. Chairman, it's not paragraph 2, I think that's what the confusion is.  It's the item 2, page 2.

     MR. SOMMERVILLE:  I beg your pardon, numbered paragraph 2.  Thank you, Mr. Vlahos.

     Is that sufficient to your purpose, Mr. Adams?

     MR. ADAMS:  Yes.  Thank you for that helpful clarification.  I was fumbling my way in that direction, but this is much more clear.

    I should say by way of background, there are two reasons why Energy Probe is interested in this question of the appropriate free ridership rate.  And one is:  What is the appropriate adjustment or increase in the rates according to Toronto Hydro's application, but in a wider sense, the free ridership rate is important -- having an accurate free ridership rate is an important input in understanding the actual impact of C&DM programs which 

Ontario is going to rely on heavily for its electricity future, and that's part of the background of my questions here.

     Now, if we just go to paragraph 2, the LED traffic lights, I wonder if the Panel would agree with me that the technology of the LED traffic light is a relatively modern technology, a new technology, but it's a technology with substantial benefits from the perspective of safety, life expectancy, frequency of replacement cost, in addition to the electricity savings gained from it.  Is that a fair summarization of the opportunity represented by the replacement of the incandescent PAR lamps with the LED traffic lights?

     DR. LU:  A statement I would tend to agree with you -- that this new technology is from the maintenance perspective, from the electricity efficient perspective, is much better than the previous one.

     However, on the other side, there is an argument in terms of effectiveness, in terms of giving directions.  

There are considerations in terms of illumination of the signal, whether it gives a similar level of instruction to the pedestrians, are a matter of debate still.

     MR. ADAMS:  The main client for these LED traffic signal changes, would be the City of Toronto transportation services department; is that correct?

     DR. LU:  The project is one of the City's departments.  I believe they use contractors to conduct that actual physical work.

     MR. ADAMS:  But the owner of these facilities is a sophisticated owner; they're able to understand all of these opportunities for themselves?

     DR. LU:  Yes.

     MR. ADAMS:  And the program has a very high TRC benefit ratio, in your calculation, something like in the range of 12.5?

     MR. SINGLETON:  Correct.

     MR. ADAMS:  So here we have a very substantial benefit from a program, and yet you're reporting a free ridership rate of only 10 percent.  That doesn't line up, does it?

     MR. SINGLETON:  Well, it's not clear to me that there is always a linkage between cost-effectiveness and free 

ridership.

     MR. ADAMS:  I see.  So the cost-effective programs wouldn't be ones where there is a higher level of free 

ridership; they're unrelated phenomena, in your mind?

     MR. SINGLETON:  I would answer that by saying I think it would be on a case-by-case basis.

     The environment for energy efficiency is such that there are lots of very cost-effective measures and technologies that are available off the shelf, and the reality is they are not being implemented yet.

     MR. ADAMS:  Let me turn to the Summer Challenge program.  Mr. McLorg, earlier today you indicated that it would be costly for Toronto Hydro to estimate a free ridership program -- or rate for this program.  Do you recollect that testimony?

     MR. McLORG:  Yes, I do.

     MR. ADAMS:  I'd suggest to you that one of the options for producing one estimate of a free ridership rate might be to examine the historic variability of electricity usage amongst the classes for which this program applies, to get an indication of how common it is in the absence of the program for any particular customer to experience an increase or decrease of their load of more than 10 percent.

     First of all, are you in general agreement that this would be one way of estimating a free ridership rate?

     MR. McLORG:  I think that, on my understanding, that would be an approach that would go to an element of free ridership.  I think that my earlier answer was based on my understanding that we were talking about divining people's motivations somehow.  And I think that's a different matter.


And whether people would generally agree that the approach you described would be adequate to completely encompass free ridership is unclear to me.  But I think that what you're suggesting is a reasonable approach.

     MR. ADAMS:  Okay.  Well, like you, I'm not sure how I would divine motivation for these things, but simply examining the statistical variance within the reported consumption for these classes of customers is something that would be an undertaking that Toronto Hydro would first of all have the data to pursue, and secondly, would be simply a matter of statistical analysis, not one that would require any particularly advanced study.


Are those assertions both agreeable to you?

     --- [Witness Panel confers]

     MR. McLORG:  Mr. Adams, I think you're correct in suggesting that a statistical analysis of observed consumption patterns could be undertaken.  We have reservations about attributing causality to those observed consumption patterns, but I think it is a thing that could be done on a statistical basis, if that's responsive to your question.

     MR. ADAMS:  It's very responsive.  I'm not seeking an undertaking here.  I'm just trying to get a level of common understanding here.

     MR. McLORG:  That's reassuring.  Thank you.

     MR. ADAMS:  I don't intend to pursue it further here, but we'll address the matter in argument.

     Now, with regard to the entry requirements for a customer to participate in the Summer Challenge program, I understand from your previous answers that there is no attempt made to eliminate from the group of customers that qualify for the Summer Challenge benefit payments to account for those customers that may have participated previously in other Toronto Hydro C&DM programs, fridge replacements, air-conditioning assistance programs, light-bulb giveaways, and that type of thing.  Is that correct?

     DR. LU:  Your statement is correct.  As I stated, I believe, in my last answer to a similar question, is that the 10/10 program is different from any other CDM program's nature, that the other programs are technology-based, where this one would purely rely upon the cultural shift.  In other words, we rely upon people's behavioural change to produce the same-year effect.  So --

     MR. ADAMS:  Here's my problem with that approach.  Here we have, in your request for relief, a compensation related to programs for, for example, fridge replacement, air-conditioning replacement, light-bulb giveaways.  And yet we see a risk of double-counting -- not, in fact, a risk.  We see a certainty that to some extent -- perhaps the measurement of this is uncertain, but to some extent, we know for sure that some of the program beneficiaries from these other programs are also program beneficiaries under the Summer Challenge program.

     Do you agree that there is double-counting reflected in your performance statements with regard to the Summer Challenge program?

     DR. LU:  I would not characterize your statements as double-counting, but I do agree, there is a synergistic effect between the Summer, 10/10, and other programs.

     MR. ADAMS:  Okay.  Help me clarify the distinction between synergy versus double-counting.

     DR. LU:  If you look at the 10/10 program that, when we launched it to the marketplace, in the list of activities where we recommend our customers do, rarely any of those touched upon specific technology means as you just listed.

     MR. ADAMS:  So because your promotional literature for the program doesn't recommend your other programs, therefore there's no double-counting in the reflected volumes that you're claiming for this program?  Is that your testimony?

     DR. LU:  What I am stating is that the results of 10/10 are more of a behavioural change into energy efficiency than an actual introduction of the specific technologies.


For the benefit we calculated on the 10/10 was only for the program year only, where those technology components, the benefits were through the life of those technologies, which was specific -- made a distinction in our hearing when we searched for approval from the Board last time.

     MR. ADAMS:  So you won't acknowledge any double-counting?

     MR. McLORG:  I think, Mr. Adams, we understand the proposition that you're making.  And to say that again, as I have received it, Toronto Hydro has conducted CDM programs that involved the deployment of measures and had participants, and at the same time we ran the 10/10 program, which, for purposes of measurement and eligibility, for that matter, didn't track individual adoption of measures, as was the case in our other programs.

     And I think the simple truth is that the 10/10 program was, in fact, designed and approved and put forward by Toronto on that very basis.  We said that this program is going to be synergistic with our other CDM programs, and we were, frankly, very much hoping that people would take advantage of CDM programs that we offered.

     So I think that it would be bull-headed of me to say that there is not an overlap or, if you want to characterize it this way, double-counting between the programs; but it was proposed and approved on that basis, and I think that everyone was quite aware of that implication of it.

     MR. ADAMS:  I can’t see an easy solution for how to sift out the extent of the double-counting that arises here, but I suggest to you that it would be an overstatement to simply sum up the volumes achieved from the Summer Challenge program with other programs aimed at the same targeted group and come up with an accurate measure of the overall impact that you're having on load.

     MR. McLORG:  Well, I think in effect it's not so much that there is a factual disagreement between us.  I think, really, the matter goes to argument.  But I would suggest that if these concerns were serious, that it would have been more helpful to Toronto Hydro, in any event, to have had these concerns raised at the time of the hearing and to have had guidance from the Board in this matter at the time.

     Retrospectively, I would suggest that, again, if the 

Board were to change the manner in which SSM is calculated, or LRAM, for that matter, then it would amount to a retroactive change in the rules and the assumptions under which Toronto undertook the program.

     MR. ADAMS:  Again, the background for my question in this case is that the province is intending to rely on precisely this program design concept this summer, and so the relevance of your answers speaks both to your immediate application but also to wider issues.

     DR. LU:  If I may add, I think Mr. Adams mentioned the OPA program.  In our working with OPA, that there is a specific requirement that the programs cannot have a "pancaking" effect; in other words, the same program cannot taking -- funding from OPA twice.  The only exception that has been established is the residential and commercial summer savings program, which is 10/10 program, going forward.

     MR. ADAMS:  The next program I'd like to address is the TAPS program.

     In this program, part of the role of this program is to provide, if I understand correctly, water-saving devices to customers that are using electric hot water heating.  Is that accurate?

     DR. LU:  I'm sorry, I did not hear the question.

     MR. ADAMS:  I'm sorry.  I can repeat my question, if necessary.

     DR. LU:  Yes, please.

     MR. ADAMS:  My understanding is that part of what you're claiming results from for the TAPS program is the distribution of water-saving devices to customers using electric water heating?

     DR. LU:  That's correct.

     MR. ADAMS:  My question is, what fraction of the water heaters that are in the fleet of those that are targeted for the purposes of the TAPS program are flat-rate water heaters?  

     MR. McLORG:  Mr. Adams, we'll have to undertake to provide the proportion of electric water-heaters in Toronto 

Hydro's service area that are on flat rates.

     MR. ADAMS:  If you could provide both the proportion and the estimated numbers.

     DR. LU:  If I may.  It is doable for us to provide the percentage of the flat-rate water heaters in our customer population.  I'm not sure it's doable to provide a proportion of the flat-rate water heaters among the population water heaters under the TAPS program.

     MR. ADAMS:  No, the first level of inquiry here is to understand what number of electric water heaters there are out there, and what fraction of those are flat-rate water heaters.

     DR. LU:  Independent from the TAPS program?

     MR. ADAMS:  Independent of the TAPS program.

     The second level of inquiry is whether the TAPS program differentiated -- my question is, did the TAPS program differentiate between flat-rate versus metered water heaters for the purposes of the program, or can we simply prorate the TAPS effect from the water heater volume impacts, roughly speaking, metered versus unmetered?

     MR. SINGLETON:  I can answer that question.  No, the program did not distinguish between metered and unmetered tanks.

     MR. ADAMS:  Okay.

     MR. SOMMERVILLE:  I think we have an undertaking here where I think the company has agreed to provide that percentage of its customers that have electric water heaters that are subject to a flat-rate billing regime.

     MR. McLORG:  That's correct, Mr. Chair, along, I understand, with the absolute number of those customers.

     MR. ADAMS:  Number and proportion.

     MR. SOMMERVILLE:  Very good.

     MR. MILLAR:  That will be Undertaking J1.2.

UNDERTAKING NO. J1.2:  TO PROVIDE NUMBER AND PROPORTION OF CUSTOMERS HAVING ELECTRIC WATER HEATERS SUBJECT TO FLAT-RATE BILLING REGIME

     MR. SOMMERVILLE:  Thank you.

     MR. ADAMS:  And, panel, the reason I'm going down this line is that if we were seeking to create a conservation culture in Ontario, it occurs to me that one of the initiatives that Toronto Hydro might take would be to eliminate its flat-rate water heater program.

     Just a question on that:  Is it correct that Toronto 

Hydro is the only utility in Ontario that continues to offer a flat-rate water heater program, or are there other culprits?

     MR. McLORG:  The Panel does not know, Mr. Adams.

     DR. LU:  Mr. Adams, if I could add.  I believe that 

Toronto Hydro has stopped offering flat-rate water heaters for some time now.  Whatever flat-rate water heaters we have are historical residues, so that's number 1.

     Number 2, we did attempt to have the flat-rate water heater removed.  However, upon TRC analysis, the costs way overweigh the benefit of doing it under the TRC guideline.  

And even as such, we still would like, going forward, if the mechanisms are appropriate -- would like to convert them eventually.

     MR. ADAMS:  I don't recollect seeing your TRC analysis of the flat-rate water heater removal.  Is that on the record someplace?

     DR. LU:  I'm not sure if it's record speaking.  I believe when the Board asked us to evaluate line loss reduction, one of the calculations was regarding to the flat-rate water heaters.  So I believe that is on record.  We did file a response to the Board about our thinking along the reduction of line loss reduction.  In it the flat water heater was a component of that analysis.

     MR. McLORG:  But in general terms, if a program comes up strongly negative on TRC, we wouldn't be proposing it, and therefore we wouldn't be developing evidence around it for the public record.

     MR. ADAMS:  Well, if the flat-rate water heater comes up strongly negative on the TRC, that suggests to me there's something wrong with the TRC.

     MR. McLORG:  If it's helpful, Mr. Adams, I think one of the factors that has inhibited the conversion of flat-rate water heaters to standard metered water heaters is the fact that in many of these installations, if I could refer to them like that, the existing service panel is a 60-amp panel.  And a 60-amp panel generally will be exhausted by a customer's other electrical demands.  Sixty amps is a small service nowadays.

     It becomes, then, a requirement to do some fairly major customer-funded work to reconfigure their internal electrical wiring, together with the service panel and so on, as well as to drop a new service line for Toronto Hydro.  And I think it's the refurbishment costs that are necessitated by the small service sizes that these are often associated with that makes the TRC strongly negative.

     MR. ADAMS:  Mr. McLorg, I suggest to you that that argument would be much more persuasive if there were other utilities in Toronto -- in Ontario, that had not been able to achieve the turnaround that you're talking about.  To my knowledge, Toronto Hydro is the only one that offers this flat-rate water heater program.  And it used to be common, and utilities got rid of them all, except for you.

     MR. McLORG:  Well, I think you have Mr. -- sorry, Dr. Lu's testimony that Toronto doesn't offer it any more.  On a grandfathered basis, we reluctantly permit it to continue, but I can't comment on the position on that specific matter that's taken by other utilities.

     MR. ADAMS:  I want to turn to an Energy Probe exhibit.  We don't have an exhibit number for it yet.  It's called -- the title on the single page is "Energy Probe analysis of THESL 2005 C&DM LRAM claim and unit cost assessment".  That document was circulated by e-mail on the 19th.


Can I get an exhibit number, please?

     MR. MILLAR:  It's Exhibit K1.7.  I don't believe the Panel has it yet, so we'll bring it up.

EXHIBIT NO. K1.7:  ENERGY PROBE DOCUMENT ENTITLED "ENERGY PROBE ANALYSIS OF THESL 2005 C&DM LRAM CLAIM AND UNIT COST ASSESSMENT"
     MR. ADAMS:  I've distributed a number of copies around the room.  If anybody requires additional, there are more copies here.


And again, by way of background, the purpose of this simple spreadsheet was to attempt to recalculate the 2005 LRAM claim.  That was its principal purpose.  And the data that is provided here is footnoted along the right-hand side.

     Now, I can walk through this piece by piece, but let me jump to the bottom line here and see if we can just cut this short, given the stage we are at in the day.

     Toronto Hydro's made a claim for approximately 32 gigawatt hours of savings from the co-branded mass-market program.  And making adjustments with respect to the start dates and end dates of the programs as they interfaced with the actual program participants, I calculated, using the TRC guideline volumes, the resulting volumes arising from these programs, and I can only find approximately 17 gigawatt hours of savings, as opposed to the 32 gigawatt hours of savings.


Is there an easy way to explain my mistake?

     MR. SINGLETON:  I can take a shot at it.  And I don't think you necessarily made a mistake.  I think -- I believe the majority of the difference is explained by the difference between the calendar year and the rate year.  And for the purposes of the LRAM calculation, Toronto Hydro uses its rate year, which ends April 30th.


And so if you were to -- if I can refer you to the undertaking, response to Undertaking JT1.6.  It was filed June 13th, 2007.  Okay?

     MR. ADAMS:  Okay.  Thank you.

     MR. SINGLETON:  You'll see there the first row, the Home Depot spring CFL coupon.  The program started on April 15th.


For the purposes of the LRAM calculation, the initial bulb count started on May the 1st, 2005, and ran for -- and those bulbs were included in the LRAM calculation for the entire year, up until the end of -- or 'til April 30th, 2006.  So that's a full 12 months, even though it went through the end of the calendar year.

     Similarly, the rest of them are all the same.  You'll see the Home Depot program, the third row, started on September 14th.  The first claim on the bulb count would have occurred October 1st.  And again, those bulbs were included in the LRAM calculation for 2005 until April 30th, 2006.

     So I think that probably explains the majority of the difference.  And this is the process that Toronto Hydro uses for all of the measures that are included in the LRAM calculation.  It's based upon the rate year, not the calendar year.

     MR. ADAMS:  Okay.  And what's the definition for the summer period that you use for the calculation of the volumes associated with the RAC program?

     MR. SINGLETON:  I'm not sure of that.  I believe it's June, July, and August, but I'm not positive of that.

     MR. ADAMS:  Okay.  Well, the RAC program -- if it was June, July, and August, the RAC program would have been in service at the mid-point of that period -- of the entry period, would be part-way into the service year.  Is that fair?

     MR. SINGLETON:  Yes.  That's correct.

     MR. ADAMS:  And that adjustment is made in your calculations?

     MR. SINGLETON:  Yes, it is.

     MR. ADAMS:  Where do we see that?

     MR. SINGLETON:  I don't believe you can see that.

     --- [Witness Panel confers]

     MR. McLORG:  Mr. Adams and Panel, sorry about the extended consultation.

     I guess, in discussing this among ourselves, we think it's best to undertake to provide the basis for this calculation and also to confirm or correct the figure that 

Mr. Adams is referring to.  I’m not sure if I can articulate that very concisely, but I believe that the undertaking is with respect to Exhibit -- did we mark this 

1 point --

     MR. MILLAR:  7.

     MR. McLORG:  K1.7?

     MR. ADAMS:  I can take a stab at it, if you want me to try.

     MR. McLORG:  By all means, Mr. Adams.

     MR. ADAMS:  What might be useful is for Toronto Hydro to provide each subcomponent of the co-branded mass-market program the calculation of the LRAM claim, including the start dates and volumes for each of the subcomponents.  Is that clean?

     MR. McLORG:  Mr. Adams, I think that we have essentially tried to do that already.  If you were to have offered, as an undertaking to us, to provide an explanation of the figures relating to the room air conditioner and the calculation of the LRAM, then --

     MR. ADAMS:  That's better.

     MR. McLORG:  -- we can provide that by way of undertaking.

     MR. ADAMS:  Okay.  That's a better undertaking.

     MR. MILLAR:  That will be Undertaking J1.3.

UNDERTAKING NO. J1.3:  TO PROVIDE CALCULATION GIVING RISE TO VOLUME CLAIM FOR AIR CONDITIONER COMPONENT OF CO-BRANDED MASS MARKET PROGRAM 

     MR. SOMMERVILLE:  I wonder -- there may be some value, Mr. Adams, if you want to restate that as corrected, so that we've got a very clear statement as to what the undertaking is.

     MR. ADAMS:  Okay.

     With regard to the room air conditioner component of the co-branded mass-market program, Toronto Hydro will provide the calculation giving rise to the volume claim.  

Did I do better this time, Mr. McLorg?

     MR. McLORG:  Yes.  Thank you.

     MR. SOMMERVILLE:  Thank you.

     MR. McLORG:  That's fine with Toronto Hydro, Mr. 

Chair.

     MR. SOMMERVILLE:  Thank you.

     MR. ADAMS:  The last thing on this page that I was wondering about, I attempted to calculate how much the bulbs cost, under the Bright Idea CFL giveaway program.  And I come up with a figure of $5.39 per bulb, trying to take account of overhead ratio.  Is that a reasonably accurate estimate?

     MR. SINGLETON:  Well, that's the outcome of the program costs, including the bulbs and the number of units –- or the number of bulbs that were distributed.  Whether or not that's accurate when you go and purchase a bulb, that's anyone's guess.  Remember that this was 2005, and there were some program and overhead costs associated with getting that program running and getting those bulbs into the marketplace, and those costs are included in this figure.

     MR. ADAMS:  I'd like to come out of this with Toronto Hydro's statement of how -- the all-in cost per bulb.  If you have an objection to the figure of $5.39, could you put that on the record, perhaps, in your argument-in-chief or someplace convenient to you?

     [Witness panel confers]

     MR. McLORG:  Mr. Adams, Toronto Hydro has no difficulty with the approach you're taking, and we trust that the spreadsheet that you've presented here is correct, but I suppose formally, subject to check, we accept your mathematics.

     MR. ADAMS:  Okay.  That's fine.

     One last item to bring up with you:  In the calculations that you've used for all of these programs, we don't see any accounting for a rebound effect; that is, as the customer moves from a less efficient technology, whether it's for air conditioning or lighting, we don't see any attempt in any of your analysis to account for the likelihood of behavioural change, with the customer seeing lower operating costs for those pieces of equipment.

     I would appreciate your comments as to why you consider that appropriate, in terms of estimating the volumes achieved from your programs.

     MR. McLORG:  Well, in the first instance, Mr. Adams, 

Toronto Hydro has to, and has, relied on the TRC guide for figures that relate to measure effectiveness.  And the rebound effect that you are talking about goes to precisely that.

     Now, I think you'll recall my testimony earlier today to the effect that Toronto Hydro has no objection at all to trying to learn from our experience in CDM and to use that experience and those learnings on a prospective basis to apply going forward.

     But, with respect to calculations of load reductions retrospectively -- the type of thing that you are talking about -- we have to assume is a settled matter, because that goes to the figure for measure effectiveness.

     MR. ADAMS:  Thank you.  Those are all my questions.

     MR. SOMMERVILLE:  Mr. Millar.

     QUESTIONS BY BOARD COUNSEL:

     MR. MILLAR:  Thank you, Mr. Chair.  I probably have about 15, 20 minutes, so if you're inclined to press through, I'm happy to do that.

     MR. SOMMERVILLE:  Why don't we press through?  I think --

     MR. MILLAR:  Very well.

     MR. SOMMERVILLE:  Okay.

     MR. MILLAR:  I'm going to be referring to three documents, and I apologize for not providing copies before.  These are documents that I think are well known to anyone, so I don't think there will be -- there are no surprises here, and Mr. Bell is handing them out to the witnesses and counsel.  We were just making copies over lunch.  So again, I apologize for not handing these out to my friends before.

     By way of introductions, as I say, these documents should be well known to all.  There are three pages, and the first is from the filing requirements for transmission and distribution applications.

     The second two pages are from the TRC guide itself.  

And again, I apologize, they're not marked at the top, but that's where they're from.

     So, unless, there are any objections, Mr. Sommerville, 

I would like to enter these as exhibits.

     MR. SOMMERVILLE:  Mr. Sidlofsky.

     MR. SIDLOFSKY:  No, that's fine, sir.

     MR. SOMMERVILLE:  Thank you.

     MR. MILLAR:  I guess, Mr. Sommerville, three separate exhibit numbers.  I guess they're not --

     MR. SOMMERVILLE:  I think that's best, yes.

     MR. MILLAR:  Okay.  The first is K1.8, and that will be page 39 of the filing requirements for transmission and distribution applications dated November 2006.

EXHIBIT NO. K1.8:  PAGE 39 OF FILING REQUIREMENTS FOR TRANSMISSION AND DISTRIBUTION APPLICATIONS, DATED NOVEMBER 2006.

     MR. MILLAR:  K1.9 is page 1 of the TRC guide.

     EXHIBIT NO. K1.9:  PAGE 1 OF TRC GUIDE

     MR. MILLAR:  And K1.10 is page 20 of the TRC guide.

     EXHIBIT NO. K1.10:  PAGE 20 OF TRC GUIDE

     MR. SOMMERVILLE:  Thank you.

     MR. MILLAR:  Panel, you have those documents?

     MR. McLORG:  Yes, we do.

     MR. MILLAR:  And Mr. McLorg and other members of the 

Panel, is it fair to say you're familiar with these documents?  This isn't the first time you've seen them?

     MR. McLORG:  Speaking for myself, I think that's fair, but I would certainly defer to my colleagues in terms of familiarity with the TRC guide.

     MR. MILLAR:  Okay.

     MR. SINGLETON:  I've seen it.

     MR. MILLAR:  Okay.  Dr. Lu, you've seen the TRC guide before, I assume, or the filing requirements?

     DR. LU:  Conceptually, yes.

     MR. MILLAR:  Okay.  And again, I'm not throwing any curve balls here, I don't think, so I'm just going to ask you a couple of questions about them.  If you need some time to read through them, you can let me know.

     I'll refer to K1.8 first.  Just to preface my questions, this series of questions deals with the exhibit you filed this morning, which was in response to a Board Staff question; that's K1.2.

     This is information relating to programs that were outside of the Board-approved TRC guide, just so you know what I'm talking about before I start with the questions.

     If we look at Exhibit K1.8, you'll see the number 

6.3, lost revenue adjustment and shared savings mechanism.  If you go down about three-quarters of the way down the page, there are a number of bulleted points, and it says at the top:

"Information required when filing the application for LRAM should include..."

     And the fourth point is:

"Where savings information is not provided in the TRC guide, the distributor must comply with the requirements set out in the TRC guide respecting custom projects."


Do you see that?

     MR. McLORG:  Yes, we do.

     MR. MILLAR:  And if I flip to Exhibit K1.10, this is an excerpt from the TRC guide.  You'll see it says "custom projects" under 3.3.  You may wonder if it carries over on to page 21.  It's not exactly clear, just by looking at this page, but I can confirm page 21 starts a different topic, so this is what it says about custom projects.

     The last paragraph states:

"A special assessment program must be implemented for custom projects.  The assessment should be conducted on a random sample consisting of 10 percent of the large custom projects, and the projects should represent at least 10 percent of the total volume savings of all custom projects.  The minimum number of projects to assess would be 5, and the free rider rate for these projects would be 30 percent.  When less than five custom projects have been undertaken, all projects should be assessed.  The assessment will focus on verifying the equipment installation and estimates of savings and equipment costs."

     And when I take those two together, K1.8 and K1.10, I assume that that's what they're referring to in K1.8 when they say you have to comply with the TRC guide respecting custom projects.


Do you have any reason to disagree with that?

     --- [Witness Panel confers]

     MR. SINGLETON:  I think --

     MR. SIDLOFSKY:  Sorry, just -- sorry, just before Mr. Singleton starts -- I don't want to cut him off or anything.  I just wonder if my friend Mr. Millar can tell me how he thinks this relates to the undertaking that was given earlier, with respect to the treatment of custom projects in the TRC guide, which Toronto Hydro will be giving an answer to.

     MR. MILLAR:  What I'm getting at, Mr. Chair, is, I'm trying to determine if all the information that is required to get an LRAM and an SSM has been provided for these projects that are not part of the TRC guide.

     MR. SOMMERVILLE:  Yes, I think that's a distinction.

     MR. SIDLOFSKY:  Sure.  That's fine.

     MR. SOMMERVILLE:  Thank you.

     MR. SINGLETON:  I think, you know, we agree, obviously, with the written commentary in the guide.  The application in this case, and the reason we decided to use -- or chose to use a different free ridership rate for select projects, really speaks to the difference between the measures in the list and the direction in the guide.

     These projects have been categorized as custom projects mainly because of the nature of their delivery and the application process, and some of the calculations.  Many of the projects, though, relied on measures that were prescriptive in nature, so these were typically lighting measures.

     So we felt that it was legitimate to defer to the free ridership estimates in the OEB list rather than the direction in the guide, recognizing that there is some ambiguity.


Yes.  Mr. McLorg has asked me to describe what's meant by "prescriptive".  Prescriptive measures are those for which there are a predetermined savings, costs, and free ridership estimates.  And as I indicated, many of the projects that were undertaken by Toronto Hydro in this custom area were prescriptive in their -- in the nature of their delivery.

     MR. MILLAR:  Thank you for that.

     Just to read one more sentence from K1.10 -- actually, two more sentences, I apologize.  The last two sentences of the first paragraph under 3.3, it says:

"It is expected that each custom project will incorporate a professional engineering assessment of the savings.  This assessment would serve as the primary documentation for a savings claim."


Do you see that?

     MR. McLORG:  Yes, we do.

     MR. MILLAR:  And again, if we tie that to K1.8, where it says, where a measure strays from the TRC guide it will comply with the requirements for custom projects, do you agree that that appears to apply in this case, for those projects where you're not using the TRC guide?

     MR. McLORG:  Well, it appears to apply, and I think it's only subject to Mr. Singleton's comments about the true character of these projects.

     MR. MILLAR:  Okay.  Thank you for that.

     If I could turn your attention to K1.9; this is the TRC guide itself.  And this is page 1 -- pardon me.  K1.9 is page 1 of the TRC guide.  The fourth paragraph states:

"The guide consists of the minimum expectations of the Board.  LDCs are free to use other testing techniques and incorporate other data where appropriate.  Where an LDC uses other techniques and data, the LDC must provide evidence to justify the use of alternative techniques or data."


Do you see that?

     MR. McLORG:  Yes, we do.

     MR. MILLAR:  Okay.  And would you agree with me, Mr. McLorg or members of the Panel, that the onus lies with the utility to demonstrate -- to justify its numbers if it uses numbers that stray from the TRC guide?  Would you agree with that?

     MR. McLORG:  Yes, we would.

     MR. MILLAR:  Thank you.

     Now, in your pre-filed evidence on this matter, you in fact do provide some information regarding these -- I won't call them custom projects necessarily, because I think there is still an undertaking to determine the extent to which these are custom projects, but I'm talking about these four measures that you identify in K1.2, where you leave the TRC guide.

     If I turn, for example, to page 8 of 29 in your pre-filed evidence, there's a Table 2.  Again, that's page 8 of 29 of the pre-filed evidence.

     MR. McLORG:  Almost all of us have it.  I'm going to provide Dr. Lu with the table that you're referring to.

     MR. MILLAR:  And perhaps you can share, because I'm only going to be referring to this very quickly, just for the purposes of showing that for these four programs that we're discussing, you do have the ultimate numbers there, the kilowatt-hour savings and whatnot; is that correct?

     MR. McLORG:  That's correct.

     MR. MILLAR:  But would you agree with me that the supporting documentation itself is not provided in the pre-filed evidence?  You've got the numbers, but where those numbers came from is not -- it may, in fact, be identified, but it's not actually provided?

     MR. McLORG:  That's correct.

     MR. MILLAR:  Is that fair?


And you will recall that prior to the Technical Conference, Board Staff pre-filed a number of Technical Conference questions; is that correct?

     MR. McLORG:  That's correct.

     MR. MILLAR:  And could I turn your attention to Exhibit J, tab 1, Schedule 3?  This is actually a document helpfully provided by the utility in advance of the Technical Conference, where they provided written responses to the written questions, but the question is included as well.  Do you have that document?

     MR. McLORG:  I do.

     MR. MILLAR:  And this is question 3.  And the question is:

"Please identify any residential, commercial, or industrial programs where load impacts were not calculated using the Board's TRC guide.  For any program that did not use the TRC guide, please provide the supporting documentation on how these load impacts were calculated."

     And then you have your answer there.

     Would you agree with me that you have, to a certain extent in this answer, identified where the information came from, but the information is not provided?  Is that fair?

     MR. McLORG:  I agree with the first part of your suggestion...

     --- [Witness Panel confers]


MR. McLORG:  Mr. Millar, in conferring among ourselves, I guess our view of the matter is that at the Technical Conference we did offer to make the 40 some-odd technical reports available to Staff, and the reply as we understood it was that would not be necessary, just due to the volume of material and so on.

     Now, Toronto Hydro has those reports, and if you take the position that they're necessary for this proceeding we can produce them.  But we would just enter on the record again our caution that it's quite voluminous.

     MR. MILLAR:  In fact, you're sort of skipping ahead to the end of my question.  I do recall that happening in the Technical Conference; however, you'll recall we sought an undertaking, and as it turns out, there was some confusion regarding the undertaking, through perhaps my fault.  It may well have been my fault.  But as a result of that we didn't necessarily get all the information we wanted.  So we sent a question to Mr. Sidlofsky, and all that turned into K1.2 eventually.

     MR. McLORG:  That's right, yes.

     MR. MILLAR:  You'll see the question is actually at the top of K1.2.

     I guess my point is, again, you've provided some helpful information here, but the actual inputs and assumptions and the studies themselves are not provided.  Is that fair to say?

     MR. McLORG:  It is. 


MR. MILLAR:  Would you agree with me it's very difficult to determine the validity of these numbers without those reports? 

     MR. McLORG:  Well, I think if you were to want to confirm the numbers yourselves, you would have to look at the source material.

     MR. MILLAR:  I hate to do this to you, Mr. McLorg, but can I ask for an undertaking for those reports?

     MR. McLORG:  I don't take it personally at all.

     MR. SOMMERVILLE:  You say, Mr. McLorg, that they're "voluminous."  He asked with misgiving, how voluminous?  How many pages are we talking about?

     MR. SINGLETON:  It really depends on the project.  

There are approximately 30 projects that we're referring to here.  Some might be two or three pages, and others are full engineering documents, which might be 40 pages.

     MR. SOMMERVILLE:  That's not --

     MR. SINGLETON:  So it depends.

     MR. SOMMERVILLE:  That's not too concerning.

     MR. MILLAR:  I don't want the make this more difficult than it has to be.

     Everyone agrees that the onus lies on the utility to demonstrate this.  To the extent you think there are things completely irrelevant, I guess some of that will be at your discretion.  I don't know what you have and what you don't have, and what's a formal report and what are just some e-mails back and forth.  But I guess what we want to be able to do is look at the support for these numbers, and to the extent that you can provide the studies that will give us these numbers, I think that will be very helpful.

     MR. McLORG:  Well, we certainly appreciate your position, Mr. Millar.  And I do also want to say that I think I just now said 40 some-odd reports, and I think I meant, or I should have said, 30.

     MR. MILLAR:  You just cut the work by a quarter.

     MR. McLORG:  That's right.

     The only caution I would have is that, to the extent that there may be some customer confidential information in the reports, we would be filing those on a confidential basis, on the understanding that we don't wish that to be publicly available.

     MR. MILLAR:  Of course.

     MR. McLORG:  But otherwise we can undertake to produce the engineering reports for the 30 projects in question.

     MR. SOMMERVILLE:  Are they available electronically?

     MR. SINGLETON:  Some, some might be.  Most aren't.

     MR. SOMMERVILLE:  Okay.  Let's assume that they are not, but let's deal with them all in the same fashion.  So, hard copies. The difficulty arises in terms of providing what is a reasonably voluminous record and to make it available to the other parties as well as to Board Staff.  

I think what we'll have to do is, if you could make it available to Board Staff, and Board Staff will then make that available to other parties upon their request.  I think that's a fair way of going about it.

     Mr. Sidlofsky, I'll look to you to assist your client with respect to matters of confidentiality.

     MR. SIDLOFSKY:  Certainly, my thought, as we speak, is that we would probably try to redact as much as possible so that we can keep as much as we can on the public record.

     MR. SOMMERVILLE:  I think certainly the identity of these parties is not something that's of –- does not appear to be of any specific interest.  So that, again, I look to you to guide your client in that respect.

     MR. SIDLOFSKY:  Certainly.

     MR. SOMMERVILLE:  Thank you.  So we'll make that an undertaking.

     MR. MILLAR:  Yes, that's Undertaking J1.4.

     MR. SOMMERVILLE:  And Mr. Millar, you can define this one.

     MR. MILLAR:  This would be to provide the reports that provide the supporting documentation for the, I guess -- I'm calling it the numbers, but the free ridership numbers and the kilowatt-hour savings numbers -- the inputs and assumptions for the four measures identified in Exhibit 

K1.2.

     MR. McLORG:  Mr. Millar, I do hate to quibble with you, but we're just wondering, the extent to which the engineering reports would go to the issue of free riders.  I think the engineering reports go to the measure effectiveness and that kind of thing that would help us calculate a load reduction associated with each program.

     MR. MILLAR:  I'm happy to leave it to you to -- I mean, you have the material and I don't, so I don't know exactly what it is comprised of.

     As we say, the onus is on the utility to justify the numbers.

     MR. McLORG:  Agreed.

     MR. MILLAR:  So the numbers that you think are -- everything you have, I guess, to help us get to the inputs and assumptions, and I guess the free ridership rates, we would like to have provided.

     MR. McLORG:  Very good.  We'll do our best to provide that for you.

UNDERTAKING NO. J1.4:  TO PROVIDE REPORTS WITH  SUPPORTING DOCUMENTATION FOR FREE RIDERSHIP INPUTS/ ASSUMPTIONS FOR FOUR MEASURES IDENTIFIED IN EXHIBIT K1.2

     MR. VLAHOS:  Mr. Millar, can you just help me with some processes, I guess?  So Staff will receive that report.  I guess the Board will receive that report.  And then what is your contemplation?  Is Staff going to provide a submission that -- that you're satisfied, that you have received and satisfied -- or what are we as the Panel going receive from Staff?

     MR. MILLAR:  We do not anticipate -- This would become an exhibit essentially like any other undertakings, so in the normal course, parties if they see fit will make final argument based on what is in those reports.  We're not planning on reconvening the hearing or recalling the witnesses or anything like that.  We plan to treat it like any other undertaking.

MR. VLAHOS:  That helps.  In your view, does that jeopardize or does it impact on the argument schedule?  

     MR. MILLAR:  Well, fortunately, I guess, Mr. Sidlofsky helpfully provided an extended argument schedule.  I don't know how long it will take to provide these documents.   I'm hopeful that it doesn't.  But I guess we would have to see.

Perhaps Mr. McLorg could assist in telling us.  Will this take a long time to compile, Mr. McLorg?

     MR. McLORG:  It should be deliverable within a day or two.

     MR. MILLAR:  Then I don't see any issues, Mr. Vlahos.

Okay.  I think we're clear on that, so I will continue.

     I just had a couple of questions -- this is all, again, regarding K1.2, regarding the information we see there.

     On page 2 of 4 in K1.2, you talk about the LED traffic lights.  Mr. Adams asked you a few questions about those.

     A question has occurred to me and there may be a simple answer for it.  You agree with me that there is only one customer for the LED traffic lights; is that correct?

     DR. LU:  That's correct.

     MR. MILLAR:  How does one get a free ridership rate of 10 percent if there's only one customer?

     DR. LU:  Ah.  Let me take you to the beginning of when we started this program.  In 2004, there was already a consideration to do a traffic light retrofit.  It has been in front of the CD departments for some time, but there's no movement.

     Without CDM, will it move eventually?  The answer is yes, but without the CDM, will it move as it did?  It's highly doubtful.

     So, because of that, we considered, in our own decision, a 10 percent is reasonable.

     MR. MILLAR:  Essentially it's happening 90 percent faster than we would have occurred -- let me put it this way.  I guess in the test year, in a given year, there are 90 percent greater savings than there would have been absent the CDM program.  Is that a fair way to –-

     DR. LU:  I agree with your statement.

     MR. MILLAR:  And I agree it’s kind of a tricky issue with only one consumer.  I’m not saying there shouldn’t be a free ridership rate attached to it, or it should be zero or 100, but that’s helpful.  Thank you for that.  That was kind of a clarification question.

     First, if we could look at the load displacement on page 3 and 4.  You have seven projects listed, and then underneath these appear to relate to seven individual deep lake water cooling projects.  Could you tell me a little bit more about what exactly this program is?  Is it a subsidy to push these projects along, or is the entire project being funded?  I'd just like a little bit more information on that.

     DR. LU:  I can answer the practice-related question on this one.  These projects are deep lake water cooling projects carried out by, I think EnWave, where they take the cold lake water, come to -- pipe them into, or arrive at office buildings to replace the air conditioner load in the summertime. 

      The project was founded by the participants.  What our incentive provides is really pay for the performance.  In other words, the incentive level was at a $160 per-kilowatt energy savings it can produce.

     So the way we extrapolate from the thermal energy to electric energy was based on engineering reports, based on the heat -- thermodynamics of those equations and drive to those savings.

     MR. MILLAR:  So these are projects that you provided a partial payment for, a subsidy.

     DR. LU:  As an incentive to pay for the energy saved.

     MR. MILLAR:  Okay.  And you have a free ridership rate, an assumed free ridership rate of 10 percent?

     DR. LU:  Yes, that is correct.

     MR. MILLAR:  So that assumes that, absent your subsidy, only 10 percent of these projects would have gone forward?  90 percent of them would not have happened?

     DR. LU:  I would...

     --- [Witness Panel confers]

     DR. LU:  I'll take the first shot first.


I would not take that literally, saying that without the subsidy only 10 percent of the project would have happened.  However, in terms of overall impact of the projects, the speed, in terms of it happening, is much faster than originally.


And in fact, during the contract stage, when we had with those participants, we insisted upon the customers to tell us, yes or no, is that project going to go forward or not, with or without incentive, and we call it the Board "but for" test.  And they have to pass the "but for" test for those specific projects each time.

     MR. MILLAR:  Will we be seeing that information as part of the information you're supplying under -- J1.4, I guess it is?

     MR. McLORG:  Mr. Millar, two quick comments.  I guess, first of all, Dr. Lu has outlined the "but for" clause that appears in the contracts rather than the engineering reports.  So at this point we'd be talking about the introduction of contracts to the record here.

     MR. MILLAR:  Mm-hmm.

     MR. McLORG:  I think the second quick point I just wanted to make was that, really, we are trying to comply as best we can with the Board's overall scheme, as it was articulated in the TRC guide, and we felt that a free rider adjustment, in the sense of a kind of a discount factor, could be applicable here, and we set that at 10 percent.

     But the "but for" clause would really suggest that people have committed, in writing, contractually, that the project would not have gone forward without the contribution to the financial feasibility of the project coming from Toronto Hydro.  That itself would, to me, argue that the free ridership rate is actually zero, in this case.

     MR. MILLAR:  So each and every one of them stated that this project would not happen absent the subsidy from Toronto Hydro?

     DR. LU:  That's correct.

     MR. MILLAR:  Approximately what percentage of the total cost of the project is encompassed by the subsidy?  It may vary from project to project, but can you give me a ballpark?

     DR. LU:  I do not have the detailed percentage, but I will venture to say around 5 percent.

     MR. MILLAR:  So all of these projects would not have gone forward but for a 5 percent subsidy?

     MR. McLORG:  I think it's really difficult for us to comment on the proportion that the Toronto Hydro contribution would make toward the total costs, because, as Dr. Lu has indicated, our contribution was predicated on delivered kilowatt savings.  And when we had the commitment from the customer to deliver those savings, their behind-the-curtain costs were just that for us, behind the curtain.

     MR. MILLAR:  The clients of these projects, I assume these are office towers or something like that?

     DR. LU:  That's correct, such as the downtown office buildings, the -- Queen's Park, for example, and other buildings in the downtown, whatever the EnWave company can get to commit to a project.

     MR. MILLAR:  So these would, by and large, be sophisticated organizations.  They wouldn't be -- you know, it's not a single residential house or anything like that.  It would be sizable buildings?

     DR. LU:  Sizable buildings, yes.

     MR. MILLAR:  Okay.  Again, I know that 10 percent is kind of -- I don't know if it's an average.  It's not meant to be necessarily 100 percent precise.  But would you agree with me you can't get 10 percent from seven -- from seven projects?  If one is gone, you get something like 14 percent.  If one would have done it anyways, you would get -- I mean, 10 percent isn't a -- I don't even speak math, but you can't get 10 percent by taking away from 7.

     MR. McLORG:  Dividing 100 by seven.  Yes, I quite agree with you.  And again, I would simply state that the free ridership adjustment in this case really can be more likened to a kind of a discount factor.  Not in the sense of net present value, but in the sense of a factor that's applied to produce a conservative estimate of the savings attributable to the program.

     MR. MILLAR:  Okay.  Thank you for that.  I think I'll move on to the next one.  And that's the final area.  I have some questions on leveraging energy conservation programs.

     You give a brief description here.  And you list nine separate projects, three in 2005 and six in 2006; is that correct?

     DR. LU:  That's correct.

     MR. MILLAR:  Can you tell us just a very little bit about what these projects are all about?

     MR. SINGLETON:  Yes.  There's a variety of individual projects that are occurring under sort of major components of the program.

     Project 1, for instance, is nine arenas that were -- undertook very similar retrofits, and were reported under one project.  It happened to be one client.  So that's how they were denoted as a single project.

     There are, under -- I'm not sure which one it is, but there are a variety of office buildings that undertook lighting retrofits that are reported as a single project.  So they are almost exclusively commercial-type buildings, with the exception of the arenas.

     MR. MILLAR:  And do I understand that these are projects that are performing in conjunction with some other entity, EnerCan, or are these -- am I mistaken?

     MR. SINGLETON:  Not to my knowledge.  These are  Toronto Hydro -- solely Toronto Hydro projects.

     MR. MILLAR:  Oh, I see, so it's not in conjunction with any other party?

     MR. SINGLETON:  Again, not to my knowledge.  Is that correct?

     DR. LU:  That's correct.  Not to my knowledge.

     MR. MILLAR:  Okay.  That's okay.  I was mistaken in that then.

     Gentlemen, thank you very much.  Those are my questions.

     MR. SOMMERVILLE:  Thank you, Mr. Millar.


Mr. Sidlofsky, I'll give you an opportunity for redirect.  We'll then have Panel questions, and you can have a further opportunity for clarifying questions after that.

     MR. SIDLOFSKY:  Thank you, sir.

     RE-EXAMINATION BY MR. SIDLOFSKY:
     MR. SIDLOFSKY:  I only have a few questions in redirect.

     Mr. McLorg, back -- well, a while ago now, this morning, Mr. Warren was asking you about whether the -- well, I guess he took you through the calculation that residential customer bills would go up 1.02 percent if the Board granted the relief that Toronto Hydro's requesting.


And Mr. Warren went on to say that -- to suggest that Toronto Hydro gets a reward when the customer has done nothing in response to the Toronto Hydro program.

     Do you recall that exchange from earlier today?

     MR. McLORG:  I do generally, yes.

     MR. SIDLOFSKY:  And I'm, of course, paraphrasing here, but I think your answer is that -- your answer was that the Board's already dealt with the fairness issue in assigning the 10 percent.

     But I just want to make sure I'm clear on something.  Mr. Warren, in his questions, at times seemed to be treating LRAM and SSM interchangeably.  And I'm wondering if you would consider Mr. Warren's use of the term "reward" in respect of LRAM to be an accurate assessment of what LRAM is about?

     MR. McLORG:  Well, no, I would not consider the LRAM to be a reward.  I think the LRAM is retroactive compensation either to the utility or to the ratepayer for variances in the utility's case revenue that arise from variances in the CDM program performance from forecast.

     And so the LRAM mechanism, as it's classically described, is not an incentive in itself.  It serves to remove a disincentive.

     So I wouldn't quite agree with the characterization of the LRAM as a "reward".

     MR. SIDLOFSKY:  Okay.  Thank you for that.  And moving on to the discussion of 5 percent, is it a pre- or post-tax calculation, in terms of the SSM?  There was -- actually, at a couple of points in this morning's testimony, there was a discussion about 5 percent versus effectively 3.2 percent, which would be roughly the after-tax calculation if we were dealing with 5 percent as a pre-tax amount.

     Does it make a difference to Toronto Hydro?  Will it make a difference to Toronto Hydro, in terms of the programs that it pursues?

     MR. McLORG:  Well, it certainly will.  And I think that generally that goes to the point that I made this morning, and that is that the Board, on our understanding, originally approved the SSM on the basis that it would be an effective incentive for utilities to pursue CDM programs.  The lowering of that incentive to a level significantly below 5 percent, I have to argue, will have a commensurate effect on the effectiveness of that incentive.

     In Toronto Hydro's case in particular, Mr. Warren made some references to the Toronto Hydro brand and the Toronto 

Hydro belief that CDM was good social policy, and so on, and certainly it is the case that Toronto Hydro does support energy conservation as being a sound and constructive social policy.

     I think that, in our view, in a changed environment, there really will be an open question as to our role on a continuing basis in that effort.  And part of the reason that I say that is because Toronto Hydro right now has a full plate.  Toronto Hydro’s basic business is to provide distribution of electricity services.  CDM was undertaken, in the view of some, rather counter-intuitively by the utilities, on a basis that it did it require a special incentive, because it's very odd for a business, generally speaking, to exhort its customers not to buy its product.  That was really why the incentive was put in place, in our view.

     So, in this instance Toronto Hydro has a very full plate simply in terms of the investment and equipment modernization program that it has before it in the next ten years.  If it turns out to be the case that CDM is marginalized from a financial perspective, I think that sound business management decisions would follow from that.

     MR. SIDLOFSKY:  Thank you for that.

     I'm going to move you along a little bit to my friend Mr. DeVellis' cross-examination.

     I'm sure you'll recall there was -- there was an exchange that included a number of references to the transcript of the 2006 Toronto Hydro rate case.

     MR. McLORG:  That's right.

     MR. SIDLOFSKY:  The extracts that my friend referred to dealt with the modelling that Toronto Hydro did and the forecasting and the factors that went into the forecast.

     To your knowledge, did the Board approve that model and that approach to forecasting in the 2006 rate case?

     MR. McLORG:  Certainly to my knowledge the Board approved the volumetric – or, can I say, load forecast put forward by Toronto Hydro, as it was proposed.

     MR. SIDLOFSKY:  You're not aware --

     MR. McLORG:  On the basis of the forecasting model that was documented in the evidence.

     MR. SIDLOFSKY:  You're not aware of any requirement to correct deficiencies in that model?

     MR. McLORG:  No, I am not aware of any requirement to do that.

     MR. SIDLOFSKY:  Thank you.  And just one more question.

     During your cross-examination by Mr. Adams, he raised with you the issue of electric water heaters and flat-rate billing for those water heaters.

     MR. McLORG:  That's right.

     MR. SIDLOFSKY:  And your answer to one of Mr. Adams' questions was that Toronto Hydro doesn't offer this service anymore.

     Can you tell me if that's because Toronto Hydro's water heaters have been sold?

     MR. McLORG:  Oh.  Well, that's a helpful clarification to make, because we are talking about two entirely separate things that both happen to have the water heater label attached to them.  The discussion this morning on my assumption had entirely to do with provision of distribution service to electric water heater loads.  It had nothing to do with the rental of the water heaters themselves, which is a business that the utility has been out of for several years now and which, as a matter of fact, Toronto Hydro corporation has divested itself of within the last year.

     But the discussion as it pertains to distribution rates has absolutely nothing to do with water heater rentals, who owns the water heater, whether it's a Direct 

Energy water heater, a customer-owned water heater or anything like that; it has only to do with a flat-rate distribution rate versus a metered distribution rate, for the power supplied to the water heater.

     MR. SIDLOFSKY:  Thanks.  I think it's helpful to be clear on that for when it comes time to meet that undertaking, so thank you.

     And, sir, those are my questions.  Thank you very much.

     MR. SOMMERVILLE:  Mr. Vlahos.

     QUESTIONS BY THE PANEL:

     MR. VLAHOS:  Thank you, Mr. Chair.

     Mr. McLorg, I can't recall whether you entered in this conversation with one of the examiners or someone else on your panel, but it had to do with the rate year versus some other basis, fiscal year, I suspect.  And I want to ask, when you referred to a, say, 2006 year, or rate year, were you talking about ending in April 30th, 2006, or ending in April 30th, 2007?

     MR. McLORG:  Ending in April 30th, 2007.

     MR. VLAHOS:  7.

     MR. McLORG:  The 2006 rate year commences May 1st, 

2006, and ends April 30th, 2007.

     MR. VLAHOS:  So some of the relief that you are seeking here does pertain to two years, 2005, 2006?

     MR. McLORG:  That's correct.

     MR. VLAHOS:  So the application was filed back in -- when?

     MR. McLORG:  March 23rd our amended supplementary application was filed.

     MR. VLAHOS:  All right.  If you then follow the rate year basis, how would you have calculated the data for a forward date?

     MR. McLORG:  I understand your perplexity at that, and my understanding, subject to check with my panel members, is that the -- perhaps if you would allow me just to confer first.

     MR. VLAHOS:  Sure.

     MR. McLORG:  I would like to check this.

     [Witness panel confers]

     Mr. Vlahos and Panel, please forgive the extended consultation, but I do at least have a clear answer for you now.

     In the Toronto Hydro submission, the LRAM calculation -- which I think is particularly pertinent to the rate year question versus a calendar year -- for 2006, was done on the basis of program participants to the end of calendar year 2006.  In that sense, Toronto has not reported in this application additional program participants that became participants for the period between January 1, 2007, and the end of the 2006 rate year, which is April 30th, 2007.

     In that sense the program participation was a little truncated at the end of rate year 2006, and that corresponded to fiscal 2006.

     MR. VLAHOS:  What about for purpose of SSM?

MR. McLORG:  For the purpose of SSM, the calculation is based on a different calendarization.  And to put a kind of a simple thumbnail together for that, for SSM purposes, the benefits of a particular measure are calculated over the entire lifespan of that measure, which could be ten or 15 years, for example.

     The placement of that measure is attributed to the calendar year in which the placement occurred, and the costs and benefits are attributed, in effect, to that year.  But the ongoing load savings are calculated on a one-time basis and NPV'd so that you get an absolute number for that, in the year in question.

     MR. VLAHOS:  All right.  Thank you for that.

     And just finally, Mr. McLorg, you did allow that perhaps the business or the nature of the utility may be viewed as contradictory to engaging the utility in CDM initiatives?

And I just want to get you to a bit of maybe a broader discussion, or it may be academic.  But to the extent that distribution costs would be recovered all from fixed charges, none from the volumetric, what goes away from the discussion we have had today?  Does LRAM go away?  Does SSM go away?

     MR. McLORG:  SSM does not go away; LRAM goes away.  That would be a short answer to your question.

     The revenue loss that is experienced by a utility, or the windfall revenue that may be experienced by a utility, is entirely a function of the recovery of part of its revenue requirement through volumetrically-based rates.  And it's the volume fluctuation that gives rise to the revenue fluctuation.

     If utility rates for distribution services were entirely based on a fixed customer-related charge, a fixed monthly customer charge, then volume fluctuations due to, for example, variations in CDM program performance would have no impact on the revenue of the utility.  And so therefore the LRAM is only necessary to the extent that utilities derive revenue through volumetrically-based rates.

     MR. VLAHOS:  Right.  But you're suggesting the incentive mechanism would still have to be in place?

     MR. McLORG:  Well, the incentive mechanism addresses a different question altogether, in the sense that it is still the case that utilities, by undertaking CDM programs, are effectively asking customers to use less of their product.  The revenue implication disappears under a fixed-rate regime, a fixed monthly customer-rate regime.

     But I think the incentive could still be argued to be necessary, because the utility has as its primary business the provision and maintenance of the electricity distribution system.


CDM is, relatively speaking, a recent development, certainly at least for the restructured Ontario electric utilities.  And it does represent a diversion from the utilities' main line of business.

     And the other point I think that is particularly relevant is that, under the Board's present system, the Board has expressly disallowed an incentive that would apply to CDM programs that are -- that involve rate-base investments.


As you're aware, of course, the only earning that a utility can derive from its business is through return on the investment in its rate base.

     So if CDM were undertaken without any kind of incentive, even under a fixed-rate regime, it would essentially be a zero-return activity for utilities, were it not for the incentive.

     That is to say -- perhaps I could clarify -- all the customer-side programs which have been the focus of the environmental advocates, for example, and very largely the focus of Toronto Hydro's programs, all those programs are essentially OpEx-driven programs.  There's perhaps a little bit of capital investment that would be involved in one or two programs or an assortment of programs, but generally speaking, it's all OpEx-driven.  The utility earns nothing on OpEx.  And so, therefore, it would be diverting resources and incurring higher costs for what I would characterize to be a zero return.

     MR. VLAHOS:  All right.  Thank you for that, Mr. McLorg.


Those are my questions, Mr. Chair.

     MR. SOMMERVILLE:  No further questions.


Any questions arising, Mr. Sidlofsky?

     MR. SIDLOFSKY:  No, I'm fine.  Thank you.


PROCEDURAL MATTERS:
     MR. SOMMERVILLE:  In that case, this hearing is concluded, subject to argument -- discussion of argument schedule.


Mr. Sidlofsky, you've proposed a written argument.  The Board agrees with that suggestion.  Argument-in-chief would be due on the -- June the 29th.  The following week would be the argument from the intervenors, the response.  And two weeks following that would be the final reply from the applicant, on the proviso, Mr. Sidlofsky, that you can't work on your argument while you're out of the province.  I'm being facetious in that comment.

So your final argument will be due two weeks after the reply arguments --

     MR. SIDLOFSKY:  Thank you, sir.

     MR. SOMMERVILLE:  -- from the intervenors.

     The Panel would like to thank the Witness Panel for its very frank and expert evidence, and all participants for their very co-operative attitude today.


Thank you very much.  We stand adjourned.

     --- Whereupon the hearing adjourned at 3:28 p.m.
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