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Thursday, December 6, 2007


--- Upon commencing at 9:33 a.m.

MR. SOMMERVILLE:  Thank you.  Please be seated.

     Good morning, everyone.  We are convened this morning in the third day of oral evidence in the Toronto Hydro-Electric System Limited application for rates, which has been designated Board file number EB-2007-0680.

     Are there any preliminary matters this morning?


PRELIMINARY MATTERS:
     MR. RODGER:  Yes.  Good morning, Mr. Chairman.  Just a few preliminary matters before we begin.

     I've handed out some materials to Ms. Campbell and my friends, which you should receive.  There are two documents.

     MS. CAMPBELL:  Two?

     MR. RODGER:  Two parcels, yes.  One is a two-page --

     MS. CAMPBELL:  Thank you.

     MR. RODGER:  And the other one is several pages, with  a paper clip.

     And if I could first turn to the printout of an e-mail which was sent last night from Mr. McLorg of Toronto Hydro to all the parties.

     This has to do with revenue offsets, which is -- the witnesses will speak to in panel 7.  However, we wanted to provide this e-mail to parties now, just to provide a further breakdown of witnesses who on earlier panels, particularly panels 5 and 3, could respond to specific questions related to dollar amounts of revenue offsets.

     And we wanted to provide this list so that parties wouldn't save all their questions to the end, and then have that panel being unable to answer the detail.  So we hope this will help parties and also help the Board.

     So that's the first matter.

     MR. SOMMERVILLE:  So what you're trying to highlight is that panel 8 will not deal with anything related to revenue offsets?

     MR. RODGER:  Well, they could certainly deal with policy issues and kind of high-level.

     MR. SOMMERVILLE:  Okay.

     MR. RODGER:  But if people want to drill down to specific accounts and dollar numbers in accounts, then panels 3 and 5 would be good places to ask those detail questions, and that will avoid, as I say, undertakings at the end.

     MR. SOMMERVILLE:  Thank you.

     MR. RODGER:  Okay.  And the second matter is a bundle of documents, and if I could just go through these one at a time.

     The first is -- we're providing responses to Undertaking T2.1, T2.3, T2.4, and I wanted to spend a moment on Undertaking T2.5.

You may recall, Mr. Chairman, that this undertaking arose from Ms. Campbell's cross-examination of the panel on shared services, and there was a question about reconciling some of the numbers in the Exhibit S2.2 that we handed out the other day.  And we were also invited to perhaps clarify the record, which may help parties as we start today.

     And if I could take a moment, I would just like to read the undertaking response for 2.5, and hopefully that will clarify the issues that we ended with last day.

     So Undertaking 2.5, our response is as follows, and for the record, the undertaking itself is stated as reference page 111, redacted transcript for December 4th, 2007:  To find out why there is a difference [presented in Exhibit R1, tab 6, Schedule 3, Appendix "G", and Exhibit S2.2]; if the methodology is the same, an explanation as to why the variation occurs; and to make inquiries as to where the issue arises and how it can be rectified.

     And the response is as follows:

"On December 4th, 2007, THESL entered into evidence a breakdown of various shared-services costs showing the difference in allocations, using the methodology from its 2006 EDR filing (the old methodology), versus the allocation using the methodology developed for this filing (the new methodology).  This information was given Exhibit No. S2.2.

"During the course of Board Staff's cross-examination, THESL was asked, pursuant to Undertaking T2.5, to explain the cause for the variance between the numbers presented in Interrogatory Response Exhibit R1, Tab 6, Schedule 3, Appendix 'G', and Exhibit S2.2.  In reviewing Exhibit S2.2, THESL realized that in its haste to prepare this exhibit for the hearing, incorrect files (dated 9/21/2007) -- and that is September 21st, 2007 -- were inadvertently attached.  The correct files, which are attached to this undertaking response, contain information that is identical to the information contained in Exhibit R1, tab 6, Schedule 3, Appendix 'G'.

"Accordingly, Exhibit S2.2 should be replaced with the material attached, five pages dated December 6, 2007.  Accordingly, both the corrected Exhibit S2.2 and the Interrogatory Response (Exhibit R1, Tab 6, Schedule 3, Appendix 'G') were prepared using the new methodology that THESL has developed for this proceeding.

"In the December 4th, 2007 transcript, at page 120, line 11 to 21, it was suggested that THESL may wish to clarify the old and new methodology used to determine shared-services costs in various exhibits before the Board.  To clarify the record, the application filed on August 2nd, 2007 develops shared-services costs using the old methodology [(Exhibits A1 through Q1), with the exception of the pre-filed service-level agreements (Exhibit Q1, Tab 3, Schedules 1 to 6), which are based on the new methodology].

"The interrogatory responses (Exhibit R1) develop shared-services costs using the new methodology developed by THESL for this application and endorsed by the Rudden report (Exhibit Q1, Tab 4, Schedule 1), except where the interrogatory specifically refers to the old methodology (Exhibit R1, Tab 1, Schedule 1.19, and Exhibit R1, Tab 1, Schedule 1.22(b)).  THESL took this approach because it was finalizing the new methodology at the same time as it was completing the application.  To redo the entire application to reflect the new methodology would have delayed the filing.

"In addition, THESL's preliminary review prior to filing indicated that the differences in allocated shared services costs between the old and the new methodologies were relatively small and worked to reduce THESL's revenue requirement.  The impacts of the new methodology on THESL's revenue requirement are shown in the attached exhibit and will be reflected..."

     And here, sir, I think the undertaking response -- I would change the final words, and I would say:

"The attached exhibit will be reflected in the final evidence update."

     You would certainly get that information before the decision in this case, so I would change those last words to read:

"...and will be reflected in the final evidence update."

     So I hope that will clarify the evidence and testimony of the other day.  Regrettably, the original Exhibit S2.2, we had an administrative problem, you may recall, with the revised settlement agreement.  It was the same situation.  Simply, the wrong file was printed from the computer, and it was the same case with this exhibit.

     So we're asking then that the attached five pages just simply replace Exhibit S2.2, and hopefully that will clarify things for parties as we move on today, sir.

     MR. SOMMERVILLE:  I'm thinking that the -- probably the most appropriate way would be to give the new S2.2 a distinct exhibit number, rather than get into a replacement of the previous version.  So we'll give the new exhibit a new number.

     MS. CAMPBELL:  And that would make it S3.1.

     MR. RODGER:  Thank you.

     MR. SOMMERVILLE:  Thank you.

EXHIBIT NO. S3.1:  UPDATED VERSION OF EXHIBIT NO. S2.2.
     MR. RODGER:  Then if we proceed to move through the document, sir, the next page you should have is a -- actually, the balance of the pages are on blue paper.  And these reflect various updates.


The first one has the reference Exhibit B1, Tab 7, Schedule 1, Appendix "A", and this is four pages.  And this really relates to the undertaking response in T2.3, where we provide new OPEX numbers.  And this blue sheet simply updates the evidence to reflect the changes in the answer given to Undertaking 2.3.

     Specifically, if you go over to page 3 of 4 on the blue sheet, and you go under the Costs column, "Operating expenses," those numbers from actual 2006 continuing right over to the EDR forecast 2010, those operating expense figures are what were reflected in response to Undertaking 2.3.  So this is simply a way to update the evidence to reflect that answer given in the undertaking response.

     And then the final blue pages, of which there are 

five, and this the first page is table 2, "Year ending 

December 2008 - test (millions)," the reference, Exhibit D1, Tab 2, Schedule 3, these are changes related to the Smart Meter depreciation changes for which we filed an exhibit last day, Exhibit 2.4.  And as I mentioned, Mr. Jamal on that panel will be speaking to this issue, but again, this just simply reflects an update of the information that is contained in Exhibit 2.4.

     MR. SOMMERVILLE:  Thank you.

     MR. RODGER:  And this will be spoken to in panel 3.  

And you'll see on the blue sheets, everywhere you see a backslash and C, capital letter C, that indicates the area of correction.

     MR. SOMMERVILLE:  Thank you.

     MR. VLAHOS:  Mr. Rodger, if I can clarify.  You mentioned that the impacts of the new methodology will be updating the final evidence update, or something to that effect.

     That final update, I'm not aware of the purpose of that update.

     MR. RODGER:  I think, for example, this Smart Meter depreciation change --

     MR. VLAHOS:  Right.

     MR. RODGER:  The result is going to be a decrease in the revenue requirement by some $2.8 million.  And there will inevitably be other tweaks as we go through.  So, when the hearing is concluded, we will rerun everything, and then those final figures, we will present to you or file with the Board and intervenors in terms of a final update.

     MR. VLAHOS:  I see.  And that will happen, I guess, prior to -- that would be prior to you making your argument-in-chief?

     MR. RODGER:  I'm advised it's probably going to take five or six days, so we were hoping to provide the update after our argument had been concluded, but within about ten days, we believe.

     MR. VLAHOS:  I would think that -- well, one way that may work is it will be part and parcel of your argument-in-chief; right?

     MR. RODGER:  Yes, I think we would certainly provide it as soon as we could.  I think once we maybe understand the final schedule for argument, then we can advise you whether it's doable within that timeframe.  We were hoping to file our argument-in-chief prior to the Christmas break, if at all possible.  It may not be possible, but perhaps once we see what the final schedule is we can advise you of that, sir.

     MR. VLAHOS:  In any event, it will not be after your argument-in-chief; it will be at that time or before.

     MR. RODGER:  Well, or after the argument was completed.  I mean, we don't see any of these things as a huge impact one way or the other.  It really is more of a nature of, I would suggest, housekeeping.  And there will be some time required to run it through the model and make sure that we have it right.  It's difficult, when we are making these minor adjustments, to do it along the way, to make sure we've captured everything.  So my client is advising me it will take a few days to run through this.

     MR. SOMMERVILLE:  Looking to comment from intervenors with respect to the timing of this update process.

     MR. BUONAGURO:  I'm not sure if this was Mr. Rodger's intent, but I think the last thing he said was after argument, which to me, he meant after all argument.  And I appreciate he's referred to it as tweaking or minor updates, but as far as I can tell the minor updates have so far resulted in about a $5 million reduction in the revenue requirement, which is something we would like to know before we make our final argument.

     And because the schedule hasn't been set, I don't see why we couldn't align the, quote, "final update to the 

Evidence" before we have to do our argument, probably as 

Mr. Vlahos has pointed out, when they do their argument-in-chief.

     The only other concern I'd have is, in the event that we discover or think that we need to cross-examine on something new that we haven't heard about.

     MR. SOMMERVILLE:  We can cross that bridge when we get there.

     MR. BUONAGURO:  Right.

     MR. SOMMERVILLE:  But I would think that the critical timeframe is prior to your obligation for argument.

     Ms. Campbell, do you have any observations?

     MS. CAMPBELL:  No, I agree with what Mr. Buonaguro has said.

     MR. SOMMERVILLE:  So we'll keep in mind that the consequential updates will certainly be prior to the intervenors' obligation to argument, and sufficiently in advance of that so that they can be reasonably digested.  If there's anything material in it, we'll deal with that when the time comes.

     MR. RODGER:  And we agree with that.

     MR. VLAHOS:  Yes, and my concern, Mr. Rodger, wasn't in terms of materiality or nonmateriality, but rather to be consistent on the numbers.  You may want to refer to some numbers in your argument-in-chief, and we won't have those numbers.  I don't know how it will play.

     That's why my suggestion was, perhaps at the same time as the argument, but with those comments.

     MR. SOMMERVILLE:  Okay.

     MS. CAMPBELL:  Mr. Chair, there was a hand-up of Panel references for revenue offsets, and Mr. Clark has suggested that we give it an exhibit number and keep the record clear, should someone come looking for it.  So that would be S3.2, and that was the hand-up that is titled "Panel references for revenue offsets."

EXHIBIT NO. S3.2:  PANEL REFERENCES FOR REVENUE OFFSETS

     MR. SOMMERVILLE:  And I think this is probably something in the nature of which that, Mr. Clark, you may want to ensure that those who were not present today are apprised of the existence of this document that may assist them in their planning questions as we go forward.

     MR. CLARK:  Yes, sir.  I will.

     MR. SOMMERVILLE:  Thank you.  

     MR. SOMMERVILLE:  Are there any other preliminary matters?  We'll then proceed to continue the evidence of panel number 2.  Mr. Couillard and Ms. Lethbridge you have both already been sworn, and Mr. Rodger, you can proceed.

THESL PANEL NO 2:  CONTINUED


Ave Lethbridge, Previously Sworn.


Jean-Sebastien COUILLARD, Previously sworn.
     MR. SOMMERVILLE:  Oh, I beg your pardon, it's 

Ms. Campbell who's up.

     MS. CAMPBELL:  If Mr. Rodger wants to cross-examine his own panel, I'm sure we'd be all interested in what came out.

     MR. SOMMERVILLE:  We might have some problems with that.


QUESTIONS BY MS. CAMPBELL:

     MS. CAMPBELL:  We might have some problems with that, thank you.

     Mr. Couillard, I was about to discuss the Rudden report, and where we had left off last week was the fact that you had chosen Rudden because an expert company called 

Singer & Watts had advised you to do so.  The only thing that I wish to highlight from that is, just to confirm your evidence that, in fact, Toronto Hydro undertook the greater part of developing this method on its own.     


MR. COUILLARD:  Sorry --

     MS. CAMPBELL:  Excuse me, Toronto Hydro, undertook -- THESL, I apologize, THESL undertook the development of this shared services allocation methodology on its own?

     MR. COUILLARD:  Yes, we undertook to develop the methodology.  We've also inspired ourselves with some best practice, and which includes some -- we've looked around at what was done in previous proceedings, so we had looked at some of the Rudden previous report, in particular into Hydro One, but the methodology we've used is our own.

     MS. CAMPBELL:  Yes.  And I just note before we move on to Rudden -- and Rudden was to review the methodology.  They were the independent reviewer of the methodology that was chosen by THESL?

     MR. COULLLARD:  That is correct.

     MS. CAMPBELL:  Thank you.  And I just note that before -- I'm sorry, that Singer & Watts had noted in -- and this would be the very final page of the affiliate transactions report, which is Q1, Tab 1, page 59.  They said:

"Toronto Hydro will need to be more rigorous in its definition of the costs to be allocated and in its demonstration that an appropriate portion of overall corporate costs are being allocated to its non-regulated activities.  In addition, because Toronto Hydro is relying on an internally developed cost allocation method, an independent review of the proposed methodology and its application is essential if the cost allocation is to be accepted during regulatory review."

     And that's on page 59 of the affiliate transactions report.

     Now, against that backdrop, I'd like to now get to the Rudden report.  The Rudden report is Q1, Tab 4.  It's dated June 30th, 2007.  And I note the affiliate transactions report is dated June 2007.


From my reading of the Rudden report, it would appear that the affiliate transactions report was in fact given to Rudden.  Both bear the dates of June 2007.


Can you tell me the time period that Rudden was given both the affiliate transactions report and the supporting documentation that's referred to in the affiliate transactions report before they produced their own report?

     MR. COUILLARD:  Yes, Ms. Campbell.

     The transaction report was done over a period of several months.  I mean, obviously the date on the report is the final date when this was issued.  We've provided Rudden with an earlier draft of the transaction so we -- because we obviously were working against a time line of filing our application in August, so they start working with a final -- with an earlier draft.  And as we moved along, then they got the final report, and then they issued their report based on that.


So they started to do some of their testing.  They started to do some of their analysis and reviewing some of the service-level agreement in probably the May -- like, early May, I would say, give or take a week or two.

     MS. CAMPBELL:  Thank you.


If we could turn to page 10 and 11 of the Rudden report itself, where they deal with the OEB three-pronged test.  And they dealt, obviously, with cost incurrence first, and on page 10 it's clear that they have no comments concerning cost incurrence.


What I'd like to discuss with you is the comments that they make under Section 2, which is cost allocation.  And they pose the question:  Were the costs for the service appropriately allocated to the recipients?  There's then a discussion of the THESL methodology, which applies a lower cost -- I apologize, applies a lower of cost or FMV, if FMV is applicable to costs charged to THESL, and a greater of cost or FMV, if FMV is applicable to costs charged by THESL.


And then it states:

"Costs reflect direct assignment, time reporting, and appropriate allocator proxies.  This report concludes that those cost-allocation methods are appropriate."


And then there's the paragraph I'd like to discuss with you:

"Subject to appropriate development of FMVs and appropriate application of the FMVs in determining transfer prices."

     And then:

"See a section of the report for the development of fair market values, both of which THESL management informs us will be completed in the future.  The THESL methodology meets the cost-allocation test."

     Now, I know from reading the affiliate transactions report that there were certain steps taken by THESL to develop fair market values, and in the THESL report it's indicated that two separate panels were struck to look at fair market values.


And my reading of this section of the Rudden report suggests that fair market values had not been settled upon at the time that this report was issued on June 30th, 2007.  Is that correct?

     MR. COUILLARD:  We had not informed Rudden of our final decision on fair market value at the time.  We were still reviewing the input of fair market value, and the relevance in this particular case, before providing it to Rudden.  So that's why Rudden's conclusion didn't -- couldn't go and audit the fair market value, because there was a time constraint.

     MS. CAMPBELL:  Okay.  And I know, just by going back to the report itself, that there was some disagreement between the external fair market value panel that you had hired to determine fair market value for certain services, and what I will call the internal THESL committee that reviewed the findings of the external fair market value committee.


You're looking at me blankly, sir.  I'll just take you to that --

     MR. COUILLARD:  Waiting for a question.  That's --

     MS. CAMPBELL:  They're described on panel -- the expert panel, and the discussion I'm referring to is page 15.  And on page 15, in a discussion of the transfer pricing, the external fair market value expert panel determined that:

"Fair market value could be found in the marketplace for 60 of 72 transactions listed in the 2007 inventory of transactions.  Through subsequent THESL FMV business analysis, the steering committee determined that FMV would be found for 13 of the 60."

     And then it goes on to say that:

"There is a report that talks about the two different reviews by the two different panels on FMV."


And states that:

"At the time of this report, THESL has initiated a project to find FMV for certain transactions."

     So my first question to you is, one panel said 60 out of the 70 could have FMV assigned to them.  And the other said, no, only 13 of the 60.  Which panel did THESL adopt and go with?

     MR. COUILLARD:  We actually -- we actually decided, after reviewing, not to use fair market value for the transactions.  And here is our -- how we came to this conclusion.

     The first panel was just looking in general:  Could you find fair market value for certain services?  And they came with a certain amount of potential service that they could be -- fair market value could be found out in the market.

     However, the second panel also looked at the level of efforts that would be required in order to go and to find this.  And the conclusion that was reached is that the level of effort would have been too hard in comparison the cost that, you know, we would have had to incur in order to go through that.

     As an example, we were not going to go and start doing some RFP for some services when we had no intention to purchase these services.  I mean, a lot of these services are not easy to parcel, so although you can find fair market value in theory, it would be very difficult for us to go in the market and ask for requests for proposal, and specifically considering the level of shared service.  Like, we know we're managing a way smaller envelope than we were in the past.

     The second things that we've looked at is, for the 13 or some that, you know, could be fairly, you know, easy to find or could be, you know, something more readily available in the market, if I may add, we didn't -- we decided to keep costs.


And the reason for this is, we didn't believe that -- it was self-evident that fair market value would be quite higher for THESL.  And most of the costs that we were talking about here are legal fees, tax, like, for example, tax services, accounting services.


I mean, I use professional for these particular -- like, we didn't do a formal review, but we've used consultants for doing some of this work sometimes when we need a bit more bandwidth, depending on time.


And the costs are, like, you know, significantly higher than what we have in our normal -- in our normal staff.  So, I mean, I'm an accountant, so I like to pick on lawyers.  You know, the cost of an external lawyer, you know, that was being charged from us from an external legal firm is quite higher than the cost of our own internal lawyer, so we didn't really go out and start, you know, assessing these services.


And that's why we decided that of the, you know, first panel, we narrowed it down to the one that we thought realistically we could go and get fair market value for these 13 or so services, but we decided to stick with costs, because it was self-evident for us that the costs were going to be higher from a fair market value perspective.

     MS. CAMPBELL:  So the end result is that everything is cost-based?

     MR. COUILLARD:  That is correct.

     MS. CAMPBELL:  Okay.  So when Rudden talks about the fact that they were indicating that the methodology met the cost-allocation test subject to the appropriate development of FMVs and the appropriate application of the FMVs, there is no FMV now?

     MR. COUILLARD:  Subject to -- I think what Rudden is saying is, subject to an appropriate application of FMVs, our conclusion is that FMV would be higher, and therefore THESL is better off by using cost-based price, and therefore that's why I think the recommendation from Rudden would stand.

     MS. CAMPBELL:  At the time, though, that they wrote this, they didn't have that information?

     MR. COUILLARD:  We had that discussion with them.  They obviously, because we had not formalized the process, they couldn't be -- you know, they were not -- they didn't feel comfortable putting it in their report.  And we said that was fine.  We'll have to live with that.

MS. CAMPBELL:  The next thing I'd like to discuss with you is cost benefit, which is again on page 11.  It's the same place.  And on this issue, Rudden indicates that, in developing this shared service inventory, each transaction was reviewed for compliance with the three-pronged test.

However, the THESL report does not provide an explanation of how the cost benefit review was conducted, and there does not appear to be documentation for the information relied on or judgments reached in performing the analysis.

     And the finding that they made was, in sense, a repetition of that paragraph.  On page 12, at the top, they made a recommendation, and the recommendation was the 

THESL report should include an explanation of how the cost benefit review of the OEB's three-pronged test was conducted and should document the information relied on and judgments reached in performing the analysis.

     On page 5 of the Rudden report, there is reproduced a management response to that recommendation by Rudden.  And the management response is:

"Management believes that a sufficient review was performed on the cost benefit portion of the OEB's three-pronged test and no further documentation is required.  Each transaction was approved and reviewed by business unit managers and senior executives.  In addition, members of the steering committee and project team spent considerable time discussing each program's transactions."

     My question to you is:  Given the fact that you hired Rudden to do an independent review, why would you not permit them to also review the cost benefit information?

     MR.COUILLARD:  Well, once again, I think, when we look at the three-pronged test, and specifically in the cost benefit area, we thought the cost benefit, the burden of proof is to show that there's interest in the Ontario ratepayer, basically, of this expenditure that's to be incurred.  If we looked at the nature of the shared services that are being charged from THC to THESL, we believe it's self-evident.  I mean, the type of services that we have there are taxes.  THESL has to file a tax return.  I don't know how I'm going to prove that there's a benefit to THESL to have a tax function.  I think it's fairly self-evident.  And if we look at the OSC reporting, THESL needs financing to finance its capital program, well, part of the cost to do financing relates to Ontario Securities Commission costs.  For us it was self-evident.  There is no big analysis to be done.

     Do we need people to be able to report to the OSC?  

Well, we have no choice.  We have no choice to file a tax return.  And these two areas, basically, encompass about 28 of the 35 headcounts that we have in the group.  If you add legal to this, we have to have a general counsel.  There are legal matters that THESL has to face on a day-to-day basis.  We didn't believe that the costs of getting into any type of production of any document was going to be of any type of benefit compared to these services that are for us self-evident.  I think our reading of the three-pronged test in a definition of benefit to ratepayers, I think this is more for companies that have things in different provinces or different countries, as in things being heavily allocated into Ontario.

     In our particular case, these costs are basically day-to-day business costs.  There's no large allocation coming from a billing system somewhere in Houston or something like that.  So it's all like, tax, legal, internal audit department, which is basically related to our compliance with Bill 198, which is Securities Commission.

     So the driver of the cost, basically, in our point of view, did not warrant the need to go and spend money into doing a full cost benefit analysis.

     MS. CAMPBELL:  In other words, it was only THESL that reviewed the cost benefit analysis.  The expert you retained was not provided with the information to do so?

     MR. COUILLARD:  No, we had discussion with them about that, and once again, because they didn't have a formal document, they decided to go and put that recommendation in the report.

     And I think that speaks to the independence of the report.  We could have said, okay, let's struggle and find a document.  We're fine, we're happy with our response, and I think the document stands as it is.

     MS. CAMPBELL:  I'd like to move now to S.  And we're probably going to spend a bit of time on using Q1, and specifically in Q1 I will be making some reference to tab 2, which has the Shared Services inventory.

     But first of all, we discussed one of the major issues -- or, sorry.

     What's reflected in the S, the new methodology, is a significant reorganization that occurred.  And what I would like to do is just take you to some of the prefiled evidence that sets out generally what the reorganization was, so there is a context, in fact, for the discussion we're about to have.

     For that you will need C1, Tab 2, Schedule 1, and that's two pages.  And also Q1, Tab 5, Schedule 1.

     If you keep the Q volume out, we'll be moving back and forth through parts of it.

     And C1, T2, Schedule 1, page 1, talks about the reorganization of the corporate structure, and it gives what appear to be four reasons in the paragraph that starts at line 8 "for the reorganization."  Specifically, if we can go to line 11 -- these are the four reasons -- this is designed, "this" being the reorganization of the corporate structure by THC:

"To move many of the transactional support and shared services from THC into THESL.  This was designed to minimize the number of shared services and interaffiliate transactions."

     And I'm correct, sir, that minimizing the number of 

S and interaffiliate transactions should result in cost efficiencies?

     MR. COUILLARD:  No, I don't agree with that statement.

     MS. CAMPBELL:  You don't think so?  Minimizing the number of shared services and interaffiliate transactions has no cost efficiency attached to it?

     MR.COUILLARD:  What I'm saying was this was not the goal and this was not the intent of the reorganization.  So by stating that, we were trying to get a more defined separation between interaffiliates.

     MS. CAMPBELL:  Could it lead to cost efficiencies?

     MR.COUILLARD:  In some areas it could.  In some other areas it might be the opposite.

     MS. CAMPBELL:  Thank you.  It also says:

"To develop a high level of autonomy amongst affiliates; to provide for greater regulatory clarity; and to allow for a higher degree of transparency in costs in THESL and THC."

     And if I turn to Q1, Tab 5, Schedule 1, there's actually a schematic that sets out the transfer, which can be helpful before we move into a discussion of the numbers.  

Yes?

     MR. COUILLARD:  Sorry, can you repeat the second evidence you want to refer to?

     MS. CAMPBELL:  Q1, Tab 5, Schedule 1.  And if you flip to Q1, Tab 5, Schedule 5, page 1, there is a table showing the reorganization.

     Now, to set the little table in context, if you go to the very bottom of page 1, it says:

"Effective January 1, 2007, the following functional groups were reorganized."

     And that's what appears on the back of the page.

"And some groups and activities previously contained in THC were transferred to THESL and other groups and activities were split."

     When I look at this diagram, sir, and I'll start with "Report and planning," which is underneath "Finance," there are two arrows contained in that.  There's an arrow that stops under "THC – 2007" and an arrow that stops under 

"THESL - 2007."  Does that mean the activities were split?

     MR. COUILLARD:  Yes.

     MS. CAMPBELL:  So a single arrow such as governance, THC 2007 remains solely within THC?  And treasury and rates and regulatory affairs is exclusive -- and IT is exclusively within THESL?

     MR.COUILLARD:  That is correct.

     MS. CHAPLIN:  And everything else is split?

     MR.COUILLARD:  That is correct.

     MS. CAMPBELL:  Now, how did you choose which groups to reorganize?

     MR. COUILLARD:  As I mentioned in my opening remarks, we've looked at the different function and the different duties performed by the individuals in the different responsibility centres.  And for people that were doing mostly their work on the utility and did not have, like, significant governance type of function, we decided to put them back in the utility, and then for the people that were doing more, what we say corporate work, that their time were mainly allocated to the different affiliates, or saying the corporation, we kept them into THC or we sent them to some of the affiliates.  We have two employees that went to affiliates.

     MS. CAMPBELL:  The outright transfers, let's just discuss those.  The outright transfers are treasury, IT, EHS, which is environmental health and safety, and organizational effectiveness, which I believe encompasses, among other things, HR.

     Those four groups are exclusively within THESL.  What was the thinking that caused THC and THESL to come to the conclusion that those four groups should be exclusively within THESL?

     MR. COUILLARD:  These four groups are not exclusively in THESL.  If you look at the arrows, organizational effectiveness, for example, has some --

     MS. CAMPBELL:  Oh, I apologize.  My eye has fallen on the wrong thing.  I do apologize, sir.

What I meant to say was accounts payable and payroll treasury, regulatory affairs, and IT are shown as being exclusively in there.  Why were those chosen as being exclusively within THESL now?

     MR. COUILLARD:  Because for the nature of the work that these people were performing, it was very difficult for us to carve out headcount, for example, and say, "You are only a payable person for this affiliate," or, "You are only a payable person for this company."

     So we thought it was easier for us to put everybody into the distribution company, and then enter into an agreement if service had to be provided, because for most of these services, it's not like, you know, there's ten people in the department, one does, you know, Toronto Corp., the other one does Toronto Hydro-Electric System.


So when we couldn't really do a fine separation, then we moved them back to the utility, if they were mainly working on the utility side.

     MS. CAMPBELL:  Another table that shows the impact of the shared service -- this change -- and I don't know how it's been affected by what you filed.  I think it might show the updated numbers.  It's Exhibit R1, Tab 1, so it's an Ontario Energy Board Staff interrogatory.  So that's R1, Tab 1, Schedule 1.19.

     And the reason that I've chosen it, sir, is because it nicely sets out the percentage of the increases, and I'd like to discuss those with you.

     MR. COUILLARD:  Sorry.  I'd just like to get to the --

     MS. CAMPBELL:  That's R1, Tab 1, Schedule 1.19.

     MR. COUILLARD:  Yes.

     MS. CAMPBELL:  Okay.  Now, does this reflect the new numbers, so to speak?

     MR. COUILLARD:  No, this is the old methodology.

     MS. CAMPBELL:  Okay.  So when I look at this -- and what I'm interested in is the percentage of increase and decrease, the change that occurs post-reorganization.

     So we've got pre-reorganization here.  Then we have the split that occurred as of January 1st, 2007.  And if I look in my far -- in the far right-hand corner, I've got percentages of increases.  And the ones that I want to discuss with you were for treasury, which is the second line, and then the last three lines, which are IT, environmental health and safety, and organizational effectiveness.


There are a percentage of increases there that -- treasury, it's 9.5 percent; communications, 25.6 percent; IT, 19.6 percent.  I apologize.  I really -- I've got to get better contacts.  IT is 25.6 percent; environmental health and safety is 19.6; organizational effectiveness, 22.3 percent.

     Can you tell me what the updated numbers would be for that increase?

     MR. COUILLARD:  Well, I mean, I'll have to take an undertaking to start calculating that.  I mean it might take a while.  But I just need to take the other schedule or please the panel to bear with us for a couple seconds.

     MS. CAMPBELL:  Which -- so if I look on here, if I look in what you've just given to me this morning, can I find this -- can I find this breakdown?

     MR. COUILLARD:  Yes, actually.

     MS. CAMPBELL:  And what page would it be?

     MR. COUILLARD:  Getting there --

     MR. RODGER:  This is Exhibit S3.1?

     MS. CAMPBELL:  Yes, our new S2.2.

     MR. COUILLARD:  If we look at the -- sorry, I'm not very good with evidence number.

     MS. CAMPBELL:  S3.1.

     MR. COUILLARD:  S3.1.  The governance RC, which right now shows 2884, should read 861.  If it's okay with the panel and members, I would round these numbers.

     MS. CAMPBELL:  I see.  So on page 1 of 5, of 3.1, the middle one has all of the numbers that would otherwise appear in R1, Tab 1, Schedule 1.19?

     MR. COUILLARD:  That is correct.  So if we looked at the first page, we see under the EDR submission on the first table, under 2007, $8,274,145.  This is the same numbers that we show on -- in the table in the R1, Tab 1, 1.19, under the column "207, shared-services costs from THC of 8274."

     So, I'm not getting any nods, so I'm --

     So if we replace these numbers with the new shared services methodology -- so in the R1, Tab 1, Schedule 1.19, the total will now, instead of being 8,274,000, will become 6,976,000.  And all the categories that are here --


--- Reporter appeals.


MR. COUILLARD:  Sorry.  I apologize.  6,976,000.  And if we go through all the categories, then, you know, we can do the changes.  In particular, the treasury categories wouldn't be impacted by that.  The IT will not be impacted.

     MS. CAMPBELL:  Mm-hmm.

     MR. COUILLARD:  The environmental health and safety will be marginally impacted.  Instead of 414,000, you would have 409,000.  And the organizational effectiveness will not be impacted.  Sorry, sorry, I apologize.  The organizational effectiveness should be 622,000.

     MS. CAMPBELL:  Could I ask you, Mr. Couillard, to do an update of the table that appears at R1, Tab 1, Schedule 1.19?  And that's the table that has the increases on it, the percentage of increases?

     MR. COUILLARD:  Yes.

     MS. CAMPBELL:  So that would become T3.1.  And it's to file an updated Table 1, found at Exhibit R1, T1, Schedule 1.19.

UNDERTAKING NO. T3.1:  TO FILE AN UPDATED TABLE 1, FOUND AT EXHIBIT R1, T1, SCHEDULE 1.19
     MS. CAMPBELL:  Now, what I'd like to do is go through some of the appendices.  We discussed these briefly when we met on Tuesday.  This is a series of appendices from "A" to "G" that are found at Exhibit R1, Tab 6, Schedule 3.

     I'd like to start with Appendix "E".  And in Appendix "E" it shows the services that THC/Toronto Hydro continues to provide to THESL, and the evidence is that these numbers are the new numbers.  So these numbers will match up with what you brought in this morning.

     MR. COUILLARD:  Yes.

     MS. CAMPBELL:  Okay.  And specifically for our purposes, just to keep the big chart up -- and by "big chart" I mean the chart that summarizes all of the numbers that are in Appendix "E" -- in the new S3.1, it would be page 1 of 5, and it would be shared Services methodology in the middle.

     If I look in the middle --

     MR. COUILLARD:  Sorry, can you repeat that, where we're going?

     MS. CAMPBELL:  You're going to go to Exhibit R1, Tab 6, Schedule 3, Appendix "E", which is Toronto Hydro paying to THESL, and then the first page of the document that was filed this morning, which we're calling S3.1.  It is the first page of the five-page filing.  And it's the one in the middle, the chart in the middle that says "Shared Services - New Methodology."

     MR.COUILLARD:  Yes.

     MS. CAMPBELL:  I'd like to run through some of the numbers and get an explanation from you concerning some of them.

     On the left-hand side of Appendix "A", there are descriptions of the services that THC continues to provide to THESL.  They fall within a certain number of categories, and they all fall within the categories that are shown as the functional group on the shared services new methodology table.

     One of my first questions:  Under "Governance," which has a total of $3,796,005 for 2006, and then going forward, there are amounts of $860,000, a million, 1.1, 1.24.  And if I look up at Appendix "A", there are two aspects to governance.  One is leadership, and one is strategic direction.

     And if I look over at the very far right-hand side, all of these columns that say FMV, CBP, it's cost-based all the way through, is it not, all the numbers that I see in there?

     MR. COUILLARD:  That is correct.

     MS. CAMPBELL:  Right.  And my question, I can understand that the number was 3.7 in 2006.  Then there's the reorganization.  It drops to 860,000 in 2007, and then increases in 2008.  Can you explain to me, first of all, why the cost increase, which is maintained going forward?

     MR.COUILLARD:  The cost increase from '07 to '08, '08 to '09?

     MS. CAMPBELL:  Please, yes.

     MR.COUILLARD:  It's normal salary increase for the people in the responsibilities centres and any type of increase for services that we would have used CPI.

     MS. CAMPBELL:  What's the difference between leadership and strategic direction?  One is worth $785,000 a year.  Strategic direction only comes in at just under 

$75,000.  What's the difference?

     MR. COUILLARD:  Strategic direction is the relationship with the board.  And leadership is mostly relationship with day-to-day operation to the organization, and so strategic is more a relationship, board, shareholder, if there's a discussion with the shareholder, when leadership is more the day-to-day operation of the company.  So if I would say pick out the corporate, everything that is up, basically, including the board, will be strategic; everything that's mostly down will be leadership.

     MS. CAMPBELL:  So am I looking at salaries when I look at that, chiefly?

     MR.COUILLARD:  Yes, there are salaries included in that.  Well, the salaries are included in leadership.  Strategic direction is more the costs related to board of directors.

     MS. CAMPBELL:  I notice as I go through various headings, I keep seeing "Strategic direction and leadership.”  If I look at "Governance," I have strategic direction.  I have legal strategic direction and leadership in the next section.  I don't have any leadership in finance, but I have strategic direction/leadership in communication.

     I have strategic direction and leadership in 

"Environmental health and safety."  I flip over; I have it for "Organizational effectiveness" also.

     It's repeated throughout.  And my question to you, again, is when you are valuing strategic direction and leadership for "Environment health and safety," are you valuing it in the same way that you valued it for governance?

     MR. COUILLARD:  No.  When we go down to the -- obviously, governance is our highest layer.  When we go down to the second layer, from a communication standpoint, strategic will be more branding.  You know, the Toronto Hydro brand, what affects our brand.  On the EH&S side, that will be our overall safety strategy, you know, what are our goals and objective from a safety perspective.  There's also, in this particular area, especially of safety, some dealings with different ministries, which could be Environment and Health.

     And on the "Organizational Effectiveness," when we talk about strategy, a lot of it is related to, you know, overall costs that we incurred for our planned strategy, our overall staffing strategy, how we're going to replace our employees, looking at the trades, our needs in the future.

     MS. CAMPBELL:  I would like to discuss "Finance" with you next.  And finance is, for our purposes, Appendix "E".  And there are six headings for finance.  And then Appendix "G".

     First of all, finance seems to encompass a great deal.  

Is the breakdown of the six different sections that I find in Appendix "E" a definition of all of the different aspects of finance that is covered by the word "finance" when I look at it on the single chart that shows the grand total of 4.2 million?  Are these six the breakdown of what finance means and what I'd find under finance?

     MR. COUILLARD:  Yes, that would be fair.  Yes.

     MS. CAMPBELL:  Thank you.  

     Appendix "E" shows that THC continues to provide six different services to THESL after the reorganization.  And if I look at Appendix "G," or for that matter our exhibit of this morning, S3.1, I notice that finance, which was at 7.2 million, roughly, in 2006, despite the reorganization, still remains in 2007 at $4.2-million.

     There is not that much of a drop, quantitatively speaking, after the reorganization.  Why is that?

     MR. COUILLARD:  Finance is kind of a function that there are probably a lot of synergies that could be created from our own perspective between companies.  If we look at what is included in finance, there are some areas that we could have moved directly into the utility that we did not.  For example, internal audit is an area that the majority of our businesses related to internal audit.  And the majority of the costs of the internal audit are passed through the utility.  The reason we had not moved them is a pure governance question; is whether they report to the audit committee, which is a corporate function, where they report to the board of directors.  That's purely a function of internal audit being more of a corporate governance type of function.

     If we look at tax, we have probably five or six people doing tax on a full-time basis in the corporation, and a lot of them are doing –- almost all of their work is related to the distribution company.  A lot of it is somebody does commodity tax, like, PST, GST returns.  

Well, you can't have one person doing everything in a particular area, so you have specialists.  It's very difficult to parse out the kind of work they're doing.

     The corporate reporting team is the team that does the OSC reporting for us.  And once again, you know, most of their work relates to the distribution company, because that's our majority of our structure.  However, from a governance standpoint, because the public debt is held by THC, and our credit rating comes from THC, we felt that we would leave them as (inaudible), but most of their cost gets allocated to the distribution company.

     MS. CAMPBELL:  What financial services are provided internally at THESL?

     MR. COUILLARD:  THESL, financial services includes transactional services, like payroll, for example, is done at THESL, has a complement of four or five staff.  We have accounts payable, which is approximately ten people doing full-time accounts payable.

     We got all the function related to the support of the business unit, like the financial analysis.  And we talk about financial analysis.  This is the group that looks after our budget, does all the monthly analysis, the monthly variance analysis for operating capital.


So that's really the function -- and that's actually the largest group of our entire finance department.  And that's the group that sees also a significance increase over time as we embark into a larger capital program.


And as we are getting more into the Bill 198 compliance, well, this group works with the business unit.  So if we have an internal control issue, that the internal auditor comes and says, "In procurement, you're not doing" -- I don't know if I should use this example.  "Procurement, you might not be doing things, you know, segregation of duties might be an issue," well, it's not for internal audit to go and fix this.  It's for the finance team to team up with the procurement team to come to a solution.

     So the support to our business unit, for us, it's probably our largest finance source area.


--- Reporter appeals.


MR. COUILLARD:  Business unit, operational business units, is the largest portion of our finance department.

     MS. CAMPBELL:  If I look at finance -- and now let's just look at S3.1 -- finance in 2007 is 4.2 million, and in 2008 is 4.5, and then continues upward.

     Why the increase?

     MR. COUILLARD:  So S3.1 on finance, 4.5 million to 4.6 to 4.7?

     MS. CAMPBELL:  Yes.  What we had was, it stays at 4.2.  It then goes up 300,000 between 2007 and 2008, and then there's another jump in 2009.  I'd like you to explain the increase between '07 and '08 first, and then the '08 to '09, please.

     MR. COUILLARD:  The increase from '07 to '08, there's an additional head count, and there's the normal increase in pay, like, that's included in our application.  And that's really -- the tone is mainly just increase in pay and increase in some services.  For example, our audit fees go up.  We always, you know, try to, you know, forecast that properly.  So there's an escalation factor there.  But there's no major changes.

     MS. CAMPBELL:  And when I look at Appendix "G", Appendix "G" shows that the overall allocation to THC has decreased from 51.2 million to roughly just over 7 million, but there's been a very small decrease in finance, and that's because basically most of finance still remains in THC?

     MR. COUILLARD:  Yes, if we look at the component of the 35 employees that are in corporate, the vast majority are in finance.  I'd say it's around, like, 25 to 26 employees.  I can give you a precise number if -- Actually, 24 employees out of 35 are in finance.

     MS. CAMPBELL:  Thank you.

     My next question is actually going to use -- it's going to require you to look at the shared services inventory.  And that is found -- that's Q, Tab 2.  We talked about that briefly on Tuesday, and that's --

     MR. COUILLARD:  I apologize.

     MS. CAMPBELL:  Oh, I thought that was me.


Shared services inventory, and that's a description of who provides what to whom.  I'm specifically going to ask you some questions about the legal services, and keeping open Appendix "E".  Appendix "E" shows two legal services.  One is called legal services and the other's called legal strategic direction and leadership.  And it shows the breakdown.


The legal services from 2007, broken out, so to speak, in Appendix "E" are just under $400,000.  And they remain in roughly the same range all the way across.

     And when I go to page 1 of Exhibit Q1, Tab 2, Schedule 1, I see in my service definition side, which is the left side, I see legal stewardship is defined, what THC provides to THESL.  And then I see, underneath that:

"Legal/commercial.  THC provides to THESL legal advice on commercial contracts, general corporate policies/procedures, including drafting and legal review of documents for execution."

     Then immediately underneath that I see that:

"THESL provides to THC legal advice on commercial contracts, general corporate policies/procedures, including drafting and legal review of documents for execution."

     And I note that each is providing what appears to be the same service to one another.  Can you explain that?

     MR. COUILLARD:  Yes.  There's some lawyers that are in corp., and there are some lawyers that are in THESL.  It just depends on the specialties of the lawyers.


So if a lawyer is more, you know -- I mean, I think we kept the definition fairly broad, but if a lawyer is more specialized in any type of privacy, for example, issues, then if this lawyer resides in THC, then they'll provide the service to THESL.  And if this lawyer was to reside in THESL and it was a THC matter, then they would provide the service.  It's just to make sure that we can accommodate the fact that some of our lawyers have different toolkits, so they're specialized in some different areas.


And although we tried in our separation to harbour them where most of their skills will be used, you know, if there is a crossover, then, you know, they would have to go and do -- that's why the agreement seems to read like they are providing the same type of services, but it's really more of a general type of description here.

     MS. CAMPBELL:  But when I go through legal services and I continue going down, I see that THESL provides those exact same services to -- looking on the right-hand side --THES, ATHESI, and then THTI, which I think is the telecommunications, and then it provides litigation and real property services to everybody else.  But when it comes to legal/commercial, it's only -- THC provides it to THESL, and THESL provides it to everybody else.

     MR. COUILLARD:  Yeah, but it's very limited.  I mean, we have -- we describe all the service.  There's very little happening from the others.  But if there is need to be, for example, in telecom, that they would need a lawyer that has a bit more specialty on human resources issue and there's one in THESL, then the service will happen that way.

     The unregulated affiliates don't have full-time lawyers working for them.  Most of the time, when they have issues, they use external counsels.

     MS. CAMPBELL:  What is "legal stewardship"?

     MR. COUILLARD:  That's the general counsel.

     MS. CAMPBELL:  And that's based upon salary?

     MR. COUILLARD:  It's based -- time allocation, based on a salary, yes.

     MS. CAMPBELL:  And I take it strategic direction is the same -- is what you defined before?

     MR. COUILLARD:  Yes.

     MS. CAMPBELL:  And that's coming from the general counsel's office, though?

     MR. COUILLARD:  Well, yes.  It would come from the general counsel's office, and it would be matters related to -- once again, could be shareholder matters or discussion with any other thing that relates to -- a lot of it relates to the governance parts, responsibility centre, in THC.

     MS. CAMPBELL:  One of my questions after reading the 

shared services inventory was that, how you decided to split.  For example, in communications, if we could stay on -- stay with this particular exhibit, and also go to Exhibit "E" -- rather, keeping Exhibit "E" open.


We've got down THC provides external communications and, once again, strategic direction, leadership, and communication.  So we've got those two different things for communication.

     On page 5 of the shared services inventory, which is Q1, Tab 2, Schedule 1, so page 5, we have got THC providing, I think it's communication of public affairs, stewardship, and strategic projects.


And if you hold your finger there and you go over to page 15, you'll see that THESL provides certain communications and public affairs, external communications, to THC.

     And when I look at the definition of "strategic projects" or the description, rather, of "strategic projects" on page 5, THC to THESL, and then I look again at page 15, I see some significant overlapping.

     Can you explain to me why some of this was -- I hate to be dancing on the head of a pin, but it appears that there may well be overlap.  There's reference to brand identity, brand oversight.  For example, THC, under "Strategic projects" it deals with brand identity, as does THESL's rendering of services to THC, which is to provide brand oversight.

     Can you tell me how it was you divided those activities up and what was the purpose for doing so?

     MR.COUILLARD:  Yes.  Well, as I mentioned earlier, when we looked at the component -- I mean, most of these costs are payroll-related.  They are employees in the corporate communication group.  We've looked at the amount of work that these people were doing.  Most of the work was done in the utility.  However, there could be times where corporate needs some communication, that we need to do some sort of communication strategy or discussion.

For example, we just did a corporate responsibility work for us; like, we're embarking on that for next year.  Well, we might use some of the people on THESL to come and help the people on THC because most of the components of staff are actually included in THC.  We wanted to make sure that if we needed the bandwidth -- also, most of the work is done in THESL.  If we needed some staff complement in THC or even in the affiliate, that the agreement will be done in a way that this could be done.

     And the costs would be transferred in accordance with the methodology that we've developed.

     So there's no magic to it.  Like, okay, this person is cut in half, and goes -- very often when you have some of these -- when you look at 85, 90 percent of their work may be in the distribution company.  Maybe for two weeks there's a major corporate initiative that this person has to go work on, so we wanted to be able to have these people going in to work for corporate.  And then the same thing, you know, if we have an issue at THESL that required some of the people that are into the corporation, that they can go down there and support the people in THESL, and we developed the costs associated with these services.

     MS. CAMPBELL:  I'd like to discuss with you something that appears in one of the charts concerning accounting, and what I want to do is confirm that THESL is no longer providing certain services to other of the affiliates as a result of the reorganization.

     And accounting is defined in the shared services inventory, for those who wish to look at it, on pages 11-15.  It's shown on those pages that the accounts payable and related services are provided to many of the affiliates, including, of course, THC.

     When I look at Appendix "A" and "B" of R6, 3, this is THESL providing to THTI.  And I look at the third box down, which says "Payroll and accounts payable," I notice that there are no services rendered after 2007 to this affiliate.  Am I correct that there will no longer be that provision of services by THESL?

     MR. COUILLARD:  That is correct.

     MS. CAMPBELL:  And why did that happen?

     MR. COUILLARD:  Because we actually decided to completely separate these functions and move them totally to the affiliates, doing their own, and then THESL doing their own, in order to have a complete separation between the business units we just decided that these functions would not be done from a shared services perspective.

     MS. CAMPBELL:  So there would be a corresponding reduction in operating costs as a result?

     MR. COUILLARD:  No.

     MS. CAMPBELL:  No?

     MR. COUILLARD:  No. I think THESL was achieving some economy of scales in some of these things because there's no particular headcount, for example, that is related to, as I mentioned earlier, that's related to doing the payable for electric system versus energy service.  It's a group working together. And really, the level of work that's actually required regarding the increase of our capital plan will significantly increase the work of these people, and therefore, we would have had to go and hire some people in, for example, in order to manage the volume.  We won't have to do that now because, you know, the small activities they used to do for some of the affiliates, they won't have to do in the future.

     So is there a cost saving?  We could argue from an opportunistic point of view there is, because we won't have to go and hire somebody; for example, to go and increase our accounts payable staff.  But at the end of the day, the utilities will have their own staff doing payables and payroll, and the unregulated business will have their own staff doing these functions.

     MS. CAMPBELL:  And so I take it it would be the same answer for asset management fleet services, which also disappears?

     MR. COUILLARD:  Yes.  Absolutely.  The unregulated affiliates will now get their own trucks -- well, they have their own trucks, but they'll now purchase these trucks from the distribution company -- and then they will take care of the maintenance themselves, they'll find a place.  They've already moved out of the facilities that they used to, so now they're in their own facilities.  That is not THESL facilities.

     MS. CAMPBELL:  All right.  You had mentioned earlier that THC provides the THESL services described as internal audits and internal control certification.  Is the reason that THC renders it because of governance issues?

     MR. COUILLARD:  Well, yes, the reason we've actually kept it in THC is mainly from a governance issue.  The audit committee, you know, to the internal audit department, well, head of internal audit, has a direct relation with the audit committee.  I mean, that's usually the best practice function for that type of group, and therefore, because the audit committee is corporate function, we left them this.  However, their time, it's as they were in the utility because there is very little work that is charged to the unregulated business, because the bulk of issues for us for Bill 198, the internal audit control certification process, relates to the distribution company, as our unregulated business are.  From a Bill 198 standpoint, we have deemed our unregulated business as being not material for compliance under the OSC.

     MS. CAMPBELL:  Was there ever any consideration to having this provided externally?

     MR. COUILLARD:  We actually used have a lot of these services provided to us externally, especially some in 2005, in the early days of our -- in 2006, in the early days of our Bill 198 efforts.  The cost is highly prohibitive, and the reason we've decided to move away from using external support for this was, well, two different reasons.

The cost is one, significantly higher costs.  And the second reason is we want to retain what I would consider as the expertise.  So having somebody, a consultant coming in and out all the time, reviewing some of our work, you don't get any continuity from an employee standpoint.  You don't retain the knowledge internally.  And we believe that developing our own internal audit department was best practice for us in this regard.

     MS. CAMPBELL:  I'd like to ask you a handful of questions about the operating expense, and increases in your operating expenses, and that will probably take us right to the break.  I've about three minutes on that.

     MR. COUILLARD:  Thank you.

     MS. CAMPBELL:  To find numbers that I'm going to make reference to, keeping with the charts that we have been working with, if you could go to Appendix "D" and it's the tiny little print along the bottom.  And you might speak to whoever prints these things about the fact that many of the people in the room have trouble with small print.  And perhaps in the future, just like aspirin bottles should be larger at the back, if you could just tell them, please, Mr. Rodger?  Mr. McLorg, take the message, bigger print.  Thank you.

     You'll see it says, "THESL OPEX before allocations."

     And obviously operating expense before allocations, 2006, 147,000 plus.  2007, just under 174,000.

     MR. SOMMERVILLE:  I think we mean millions.

     MS. CAMPBELL:  Millions.  I apologize.  I'm having the worst time today.  I do apologize.  If it was that cheap, everybody would go home.  Can you give me an explanation for the increase between 2006 and 2007, Mr. Couillard?

     MR. COUILLARD:  Yes.  In some of the different areas on the THESL regulatory front, I want to start with '06 to '07, or do you want to go '07, '08?

     MS. CAMPBELL:  No, please start with '06 to '07, thank  you.

     MR. COUILLARD:  From '06 to '07, we've had about four regulatory staff, which is about a million dollars.  We also had an increase in our OEB rates for approximately $700,000.  We've increased our finance staff, and when I say finance staff it's the THESL finance staff, by five head count.

     If I go into our information technology department, which is approximately $5-million increase there, we have several new systems that are costing us some increased maintenance costs and some increased licensing costs.  These systems are related to outage management. A new CIS system which will start soon.  We don't really pay too much for that one yet.  Ellipse, we did an upgrade on our ERP system.

     MS. CAMPBELL:  What is ERP?

     MR. COUILLARD:  Enterprise risk -- enterprise resource planning, sorry.

     MS. CAMPBELL:  Which is what?

     MR. COUILLARD:  It's like an SAP-type system, so --

     MS. CAMPBELL:  Which is what?

     MR. COUILLARD:  Well, it's the basis of all our accounting, our operations, our human resources.  Everything is in there.  So that tracks to our capital plan, our units of work, that kind of thing.

     We also have a new system galled GEAR, which is our 

geodesic -- try this one.  We call it GEAR.  Really, what it is, it's an electronic mapping of all our system that allows us to, you know, have a better view and manage how you -- I've got operational people in the room, so I'm hoping not to embarrass myself here.


That system basically allows us to shift power when we have to cut power in some areas.  In the past we had to go back to maps, figure out how all the different areas were connecting with each other.  So now we're basically in a process of having all that computerized.


We're also implementing a new governance system in our IT, which is called COBIT, which is deemed as best practice --


--- Reporter appeals.


MR. COUILLARD:  C-O-B-I-T.  And this is a governance framework, which is the best practice in any type of organization, to provide us with, what I would say, highly needed governance surrounding some of our IT initiative, which is safeguards of system, access, you know, disaster recovery plan, that kind of thing.  So that's, I think, a fair amount of money.

     We're also increasing our IT staff, our IT component, in connection with some of these initiatives by approximately nine headcount, which is about another $1-million.

     If I go into the governance RC, our responsibility centre, when we see a significant increase, one thing that should be considered is in 2006 we received a $5-million property tax rebates related to prior years on a dispute that we have on our properties on Commissioner -- on 500 Commissioner Street.  So that created a huge reduction that obviously is not going to be sustained.  It's a one-time payment that we received.

     We also -- some of you might remember the variance account we had with OMERS in 2006 that stopped midway through 2006, which was reducing our operating expense, because we were putting all these increased OMERS contributions into a deferral account.  That's another $2-million.


We had also our governance account post-employment benefit variance of about $1-million.  And that is just a change in the assumption that the actuaries are doing.  This is -- the post-employment benefit is the cost of our retirees, you know, the use of benefits that they're doing.

     A lot of it is related to, people are living longer lives, and, you know, that's -- you know, we had to make an adjustment for our costs at that time.

     On the organizational effectiveness point from '06 to '07, we've increased by about three headcount, and we're starting to invest significantly in training and in development.


And the reason we're doing this is in relation to our staffing plan.  We've got to go and recruit a lot of people.  You've got to get to the people.  You know, obviously we get a lot of people that are applying for these jobs, but we want to make sure we get the best of the breed, so we spend a fair amount of time recruiting these people and putting in training programs.


Most of the other variances are fairly small and immaterial --

     MS. CAMPBELL:  And that's for 2006 to 2007?

     MR. COUILLARD:  Six.

     MS. CAMPBELL:  I have to ask you, but I'm sort of hoping we can get it in three minutes or less.

     Between 2007 to 2008, the operating expenses go from $173,780,776 to $197,029,424.  And that's an increase of 13.4 percent, roughly -- Mr. Davies did the math, he knows -- over the previous increase.  That was a big increase we talked about before.  This is another big one.  Why?

     MR. COUILLARD:  Once again, if I go through some of the major areas there, regulatory costs is also an area where in 2008 we have a significant increase.  We have an increase in OEB fees that is forecasted at $1.5-million for next year.


I've trained myself for coming on this, just to say that we've actually agreed in some -- I think in the previous proceeding that this could be treated as a variance account.  This is a -- you know, to deal with the actual amount.  That was our estimate at the time of the application.


We've also -- we're going to increase our staff by approximately four staff to finish the complement of our, not only regulatory, but also investment relation.  We've issued more and more debt, and therefore we need to set up a bit more of an investor-relation function, if I might add, because we get more and more calls from the investment community.

     On the information-technology side, we've got approximately $2-million increase, mainly general payroll increase, general increase in most of our maintenance agreement, and, you know, the impact of a full year of some of these agreement that are impacting us in 2007.

     On the finance side, there's approximately four more staff that are forecasted within the THESL finance department, and that's to deal a lot with the support that we need to provide to the business units as we're moving towards a significant increase in our capital programs.

     The operational effectiveness also has a growth of about $1.2-million.  Most of this growth relates to same type of issues we had prior.

     Headcount, couple of headcount to help our strategy, as far as hiring.

     Significant investment in training and development of people, and also significant investment in some of our safety training that we're doing with our employees.

     And I think that would mainly sum it --

     MS. CAMPBELL:  There are small increases in 2009 and 2010, and the math is a 4.8 percent increase between '08 and '09, and roughly a 2.8 percent increase in '09 to '10.  Can you tell me what drives those increases?

     MR. COUILLARD:  Yes.  It's mainly staffing plan and increase in staffing, and the fact that most of the apprentices, when they come in, we can't capitalize them all, and the normal general payroll increase and normal general increase in CPI for most of the external services that we have.  That would be valid for all the years.


I would like to point out, Ms. Campbell, that most of the variance I've explained is related to what I would call the function that has been transferred from shared services to THC.  You probably noticed.  I mean, I've talked about finance, regulatory, IT, and some of these functions.


I think there's also a significant increase in '06/'07 and '07 and '08 in relation to some of our maintenance program, and also, like, the overall headcount of all the different department in connection with our staffing strategy, which panel 5 will be happy to address.

     MS. CAMPBELL:  So it's fair to say that one of the significant drivers of the increase in OPEX is, in fact, the shared services costs?

     MR. COUILLARD:  No, I --

     MS. CAMPBELL:  No?

     MR. COUILLARD:  -- don't agree with that.  I think the most significant reason of the increase in operating expense from '08 to '07 (sic) is mainly related to the renewal of the workforce that has a significant impact.

     Now, if you -- if we referred back to the appendix in '06/'07, I think some of the change in shared services, you know, in some areas might be positive; in some other areas it might be negative.


But overall what we had found is that if we would have used, in 2006, during our application -- the methodology we've used for allocating shared services was -- I mean, in hindsight, 94 percent of all the shared services costs were being allocated to the utility.

     So we had a fairly complex methodology, which is kind of what we call the old methodology, in here.  But we were allocating some costs directly, and overall, all the remaining costs in corporation were allocated based on the revenue proxy.  But overall it was around 94 percent.

     If we were to apply this same number today to the costs of our shared services, you know, THESL would pay an extra $3.5-million in shared services.  So that's the benefit of that revised methodology.

     MS. CAMPBELL:  All right.  Well, after the break I know that there were a number of FTEs who were moved from THC to THESL, and that, of course, is going to cause a big bump in that area.


So we'll deal with that, and perhaps if the Panel is content, we could take our morning break right now and deal with compensation when we come back.

     MR. SOMMERVILLE:  Thank you.  We'll adjourn until 

11:25.  Thank you.

     --- Recess taken at 11:03 a.m.

--- On resuming at 11:30 a.m.

     MR. SOMMERVILLE:  Thank you.  Please be seated.

     MS. CAMPBELL:  Now I'd like to move to a discussion --

     MR. SOMMERVILLE:  Ms. Campbell.

     MS. CAMPBELL:  Thank you.  Now I'd like to move to a discussion of the compensation issues.  And I'd like to start with the Mercer report.

     MR. VLAHOS:  Sorry, Ms. Campbell, before you do that, can I take advantage of something that was said by Mr. Couillard, and just follow up on some of the details?

     Mr. Couillard, you mentioned that there was a rebate of $5-million in 2006, was it?

     MR. COUILLARD:  Yes.

     MR. VLAHOS:  And this pertained to prior fiscal years?

     MR. COUILLARD:  I think it's 2000 to 2005.

     MR. VLAHOS:  2001 to 2005.  I noticed some time ago that period.  But do you recall as to what the rate-making treatment would have been at that time, whether the rebate was -- was it known at that time, the last time the rates were set, for example?

     MR. COUILLARD:  I can't recall, sir.

     MR. VLAHOS:  Could you provide us with some more information about this in an undertaking?

     MR. COUILLARD:  Yes.

     MR. VLAHOS:  The specifics of that event?

     MR. COUILLARD:  That's fine.

     MR. VLAHOS:  Thank you.

     MS. CAMPBELL:  That undertaking would be T3.2.  And that's to provide the specifics of the $5 million rebate.

UNDERTAKING NO. T3.2:  TO PROVIDE SPECIFICS OF $5 MILLION REBATE

     MS. CAMPBELL:  Thank you.

     I'd like to start with the Mercer study, and the Mercer study is found at Exhibit C2, Tab 1, schedule 3.

     In the previous rates decision of 2006, in section 

3.1.14, the Board directed that THESL file an independent compensation study that's currently underway prior to the next rate case.  And that study is, I take it, the Mercer study?

     MS. LETHBRIDGE:  Yes, it is.

     MS. CAMPBELL:  And the Board also says:

"This study should include benchmarks with other North American utilities of similar size.”

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And then in 3.1.15, Energy Probe said it wanted a benchmarking analysis of overall costs for union labour, and the Board also directed that that be conducted and filed.  Am I correct that the Mercer report is considered to contain both those studies?

     MS. LETHBRIDGE:  You're correct.

     MS. CAMPBELL:  Thank you.  Moving to the Mercer report itself, and specifically page 1 of the Mercer report, at the very bottom, it says:

"In addition to the compensation competitiveness benchmarking, Mercer also reviewed the company's compensation philosophy.  Over the past two years, Toronto Hydro has made a considerable change in its approach to compensation for management and professional employees, moving towards a market-competitive pay for performance compensation model."

     Stopping there, what was Toronto Hydro's previous approach to compensation?

     MS. LETHBRIDGE:  I think the most significant change that was made to move towards a performance-based model was that we moved away from automatic pay progressions for management, and those did not have any bearing on the performance of the individuals, so we moved the base pay compensation increases in with the performance incentive pay evaluations, and made the total compensation based on annual performance; and also, we looked at market, as far as any salary policy adjustments.

     MS. CAMPBELL:  What prompted the change in the approach?

     MS. LETHBRIDGE:  I did a full review of the human resources compensation when I took over the role of human resources.  When I took over the department, I initiated a review of that compensation system to align it more appropriately with the performance incentive pay methodology.

     MS. CAMPBELL:  Continuing on in that paragraph, it says that:

"While Mercer has not reviewed the effectiveness of the performance-based compensation philosophy, we can observe that these programs are consistent with market best practices."

     Is there any reason why Mercer wasn't asked to perform that review, when it was doing everything else?

     MS. LETHBRIDGE:  My understanding is, what they're referring to in that performance-based compensation methodology is score cards, KPIs, measurement system, our management control reporting systems which were in place.  

We did not ask them to review whether the critical measures that we were measuring our compensation upon were in fact correct.  Those would be operational measures approved by the board and the comp committee.

     MS. CAMPBELL:  And briefly, there's a statement about the mandate that Mercer had, and it talks about, to complete its review -- it's the first and second paragraph.

     Can you tell me, there's a forecasting of compensation contained in the prefiled evidence.  Did Mercer do anything to review the forecast levels of compensation contained in the application?

     MS. LETHBRIDGE:  Can you tell me where it is in the evidence?

     MS. CAMPBELL:  I'm sorry.  I was clumsy when I framed that.  The first two paragraphs of the first page?

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  Indicate what Mercer's mandate was?

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And what I'm pointing out to you is that, in the application that's been filed by THESL, there is a lot of forecasting of compensation.  Did Mercer review the forecasting of compensation?

     MS. LETHBRIDGE:  Mercer provides, on an annual basis, a forecast industry-wide.  They do this for all their clients.  We look to them for this kind of advice, around base, you know, policy line changes.

     So we used that for our market adjustment.  They normally do this about end of August every year.

     MS. CAMPBELL:  So the forecasts that are contained in the application with regard to compensation are based upon those Mercer forecasts?

     MS. LETHBRIDGE:  Yes.  Some -- I'll say yes with a better understanding.

     If you look at some of the assumptions, it's built into some of the assumptions.  Then you have to look at practical matters of, are some employees going to be promoted that year?  Is there incentive pay increases based on performance?  They give us the base salary policy line adjustments for market.  And then, in conjunction with that, we factor in evaluations, promotions, step progressions for unionized employees.

     MS. CAMPBELL:  Thank you.  If I look on page 2, and I go to the first full paragraph under the subheading that says "Summary - conclusions" --

     MS. LETHBRIDGE:  I'm sorry, page 2?

     MS. CAMPBELL:  Page 2, and it's the first full paragraph under "Summary - conclusions."

     MS. LETHBRIDGE:  Okay.

     MS. CAMPBELL:  On page 2.  It begins with "As is typical."

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  There's a statement in there, and I was hoping you might be to clarify something for me.  It says:

"In order to facilitate a comparison to the non-utility sector, we have excluded flow-through revenues from the revenue scoping to provide a comparison on a similar value-add basis.  By doing so the review excluded large companies whose compensation levels would have been significantly higher than those that the companies used in review."

     Do you know if this exclusion is usually made when you're assessing utilities?

     MS. LETHBRIDGE:  No, it was not made in the utilities.  

There are ultimately three studies that they're providing for you.  The Mercer study was a national study across Canada, as are the others.  It particularly looked at organizations that were approximately the same size as ours.  And the way that they determined that was based on  revenues.  They did take a conservative view of looking at revenues, because what they did was, instead of looking at 

$2.4-billion of revenues, they took the pass-through out and looked at it from a 500 million to 550 million  organization.

     Therefore, they benchmarked us against organizations that were between $250-million in revenue to $1.2-million in revenue, with an average of about 550.  That's why they excluded the larger organizations.

     In doing so, that was a broad, holistic view of compensation, but I must say to you that there are some jobs in the organization -- my colleagues, JS Couillard and Pankaj Sardana, who actually manage the whole flow of revenue.  But we didn't look at it job-for-job, so it was a conservative cut, but it is revenue-based.  That's the Mercer information.

     The utility information that we received was based on a study that was done by Hay we've included in here, because it gives you industry information, and is another cut of benchmark data that was available to us because they had conducted a special study.  So Mercer took that data and also included it in this report.

     MS. CAMPBELL:  And one of the things that -- if we just stay on the summary-of-conclusions page, if I go to the third paragraph and I get to the last sentence of that third full paragraph under "summary - conclusions", and it says:

"At the senior executive level, base salary and annual bonus levels..."


I apologize.  I should have started earlier up.  I apologize.  It says:

"Due to upward pay pressures and legacy pay issues from the bargaining group, supervisory pay levels exceed market median levels.  The management and professional levels appear to be positioned competitively against both the national and utilities markets.  At the senior executive level, base salary and annual bonus levels fall below market median levels.  When compared to total compensation levels, the lack of long-term incentives further positions Toronto Hydro pay levels below market median."

     And you've mentioned that there was a Hay Group with -- that provided part -- excuse me, a Hay report that contained information concerning utilities, specifically utilities, and --

     MS. LETHBRIDGE:  Yes, just -- sorry.

     MS. CAMPBELL:  -- when I went through this report I didn't see anyplace where I saw a comparison of Toronto Hydro executive -- senior executive level exclusively against utilities.  I saw it against a general market, not as compared to other utilities.  And I was wondering if I missed it and, if it does exist, where I would find that.

     In the materials that were filed, I did find an excerpt from the Hay Group report, and it lists utilities.  And that's found at R1, Tab 5, Schedule 21.  That's R1, Tab 5, Schedule 21.

     MS. LETHBRIDGE:  I would agree that the Hay information took a cut of the management and professional groups, right up to more senior management levels.  And the Mercer report dealt with a national cut that included executives.  And it actually had a mix of organizations, both public and private sector, which would include utilities in that mix.

     MS. CAMPBELL:  But did Mercer not do a comparison of the executives against utilities only?

     MS. LETHBRIDGE:  No, they did not.

     MS. CAMPBELL:  Okay.  Was there a reason why they didn't do that?

     MS. LETHBRIDGE:  This information that was provided by Hay was a study that had already been conducted, which we utilized in our report.

     The study that they conducted, you know, from a broad, revenue-based -- I think they felt covered our needs, as far as compensation comparisons for executives.

     MS. CAMPBELL:  Okay.  And the reason I'm asking this is because, at the previous rates hearing, it said:

"This study should include benchmarks with other North American utilities of similar size."

     And I don't see that there is a specific comparison of the executive salaries against North American utilities of a similar size, and I'm wondering why that wasn't done.

     MS. LETHBRIDGE:  Ms. Campbell, I can answer that question to say that it was very difficult to find organizations that compare ourselves in size, because you've got large organizations in the utility world here in Ontario, and then you've got the smaller ones.  So they felt that the revenue cut would be the best way to look at organizations, both public and private sector.


And since we recruit and hire into executive levels from all over the GTA, all over Canada -- we don't hire directly just from other utilities -- this was a better comparison for us.  It was more difficult to dissect it down into the utility comparisons for that group, because the other jobs are much more comparable.

     MS. CAMPBELL:  So am I understanding that what you're saying is that you could not comply with the direction of the Board that you include benchmarks with other North American utilities of a similar size, that it simply wasn't something that THESL could do?

     MS. LETHBRIDGE:  Our view is that we did comply, because they are included in the public sector cuts from Mercer benchmarking.

     MS. CAMPBELL:  But it's mixed in with information concerning the market that -- a much larger market that contains companies that are for-profit and not-for-profit, right?

     MS. LETHBRIDGE:  It is mixed in, but I think from a comparability standpoint, as far as size, it makes a lot more sense, because they took that revenue cut, the 170.

     MS. CAMPBELL:  Exhibit R1, Tab 5, Schedule 1 -- excuse 

me, Schedule 21.  In the upper right-hand corner it's from the Hay Group.  And this, I take it -- do you have that?

     MS. LETHBRIDGE:  No.  Just one moment, please.

     MS. CAMPBELL:  Sure.

     MS. LETHBRIDGE:  Was it R1, Tab --

     MS. CAMPBELL:  R1, Tab 5.

     MS. LETHBRIDGE:  Five?

     MS. CAMPBELL:  Schedule 21.

     MS. LETHBRIDGE:  One moment, please.

     MS. CAMPBELL:  Appendix "B".


--- Pause in proceedings.

     MR. COUILLARD:  Schedule "B" or "D"?

     MS. CAMPBELL:  "B" as in Bob.

     MS. LETHBRIDGE:  Ms. Campbell?

     MS. CAMPBELL:  Yes.

     MS. LETHBRIDGE:  I'd just like to point out that on page 4 of the comp study, Mercer's does indicate that they've taken the executive and management professionals from broad national markets and national utilities markets.  So I believe they think they've merged utilities into that private sector cut.

     Okay.  I have it up.

     MS. CAMPBELL:  Well, if you -- so the page 4 you're referring to is page 4 of the Mercer report, which has the tables on it?

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  Okay.  Just since we're there, if you flip to Appendix "A", Appendix "A" is a list of all of the different organizations that go into this market mix against which Mercer evaluated the executive salaries.

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And it's got finance, banking, and investment, and it has manufacturing and insurance, and it has a small number of transportation and utility companies.  And that is found on page 18 of that Appendix "A".  And then if you flip, Appendix "B" is a list of Canadian utilities.

     And so your evidence is the mix of all of those companies is what Mercer used to evaluate executive compensation?

     MS. LETHBRIDGE:  Actually, this is a comprehensive list of their entire database from which they draw, approximately 649 participants in this database.  They took a further cut from this database of 170 organizations that had a revenue between 250 million to 1.2 million.

     The reason that they can't provide that information, I've been told, is because they have a global policy around distributing a second-cut piece of information publicly around who they used in the survey.

     So this is not -- this is not actually specifically the group they drew from.  It's narrowed down to 170 from this 649 for organizations that fit within our revenue bandwidth.

     MS. CAMPBELL:  Okay.  Since we're on page 4, let's have a -- I'd like to discuss a bit with you concerning the benchmark survey, which is what we're discussing right now.  And it's in the box.  And it is broken down into cash compensation, benefits, and pension.

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And for the executive-management professional, the compensation -- the data source was the broad national market.

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And national utilities.

MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And national utilities?

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And what we've just looked at, that schedule -- or, I apologize, Appendix "A" and Appendix "B", that's the broad national market, and the national utilities?  That's the source?

     MS. LETHBRIDGE:  I believe you were correct at the beginning when you mentioned that there are national utilities and there's a split for professionals to managers.

     In the national market it would encompass also utilities, but it is public/private sector.  And I wouldn't know exactly what the mix would be.  It would be 170 of those organizations where the revenue cut is specific to how Mercer's pooled information.

     MS. CHAPLIN:  Now, just a clarification.  We have down executive/management/professional.

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And then a big tick, broad national market and national utilities.  I take it the broad national market was used for each three groups?

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And then again for each of those three groups, national utilities.

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  Okay?

     MS. LETHBRIDGE:  Sorry.

     MS. CAMPBELL:  Sorry, I thought you were waiting to give me another piece of information.  I apologize.

     If I stay on the same page and I look at the “Cash 

compensation” table, I have an indication of --

     MS. LETHBRIDGE:  Ms. Campbell, can you tell me the page you're on?

     MS. CAMPBELL:  Sorry, I'm still on the same page.  I've just dropped down on the same table, which is page 4 of the Mercer report.

     MS. LETHBRIDGE:  Thank you.

     MS. CAMPBELL:  And if I look -- this is -- it says:

"Bargaining unit total."  It has a breakdown.  And it has administrative, supervisory professional, management, and executive.  And at the very far right there's a percentage of level matched.  So there was a comparison of positions, and I notice that there are a couple of positions where the matching falls below 50 percent; for example, management D3.  Percentage of level matched is 39 percent.  And then there is another one, the bargaining unit total has a percentage level matched at the very top of 47 percent.

     Can you tell me what implications those low scores have for the rest of this study?

     MS. LETHBRIDGE:  This reflects the sample size where the comparisons are really good.  I don't think it has a significant -- it doesn't have a significant impact because when you look at competitiveness, you really look at it from an overall perspective.  It's not job-for-job.  There are times when job-for-job, it's difficult to match.  Most employees would think it's impossible to match their own skills to a job in another area.  But I can tell you this is more of a global approach, so globally competitive is what we were after here, not individual jobs.

     I think you have enough of a sample size to make it a quality benchmarking review.

     MS. CAMPBELL:  If I could take you to page 11. 

Before I get there, the three basic groups that were reviewed, it was only the executive level that fell below market; am I correct?

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  Yes.  And the result for the other groups was what?

     MS. LETHBRIDGE:  Competitive.  Appropriately competitive, with compression issues from bargaining unit to supervisory groups.

     MS. CAMPBELL:  And that's on page 11, the reference at the very top to compression, which has driven the supervisory compensation to above market levels.  And the report states -- displayed on the management side of the chart -- it says:

"This outcome is typical of organizations that have bargaining and non-bargaining employee groups."

     If it's typical, why is the pay above market levels?

     MS. LETHBRIDGE:  For bargaining unit groups?

     MS. CAMPBELL:  Yes.

     MS. LETHBRIDGE:  First of all, let me say that when we say above market level, that Toronto Hydro has received from Mercer recommendations that the 50th percentile is where we should be.  So that's a conservative 50 percent, just slightly above or below what they would consider competitive.  Five percent above, 5 percent below.

    Your question is why are union jobs above?

     MS. CAMPBELL:  No, my question really has to do with the statement:

"This outcome is typical -- i.e., the statement, the compression from these above policy pay levels -- has driven the supervisory compensation to above market levels.”

     MS. LETHBRIDGE:  Mm-hmm.

     MS. CAMPBELL:  And then there is the statement:

This outcome is typical of our organization's bargaining and non-bargaining employee groups."

     If it's typical, then why are you above market?

     MS. LETHBRIDGE:  It's typical that the compression issue occurs, and it's typical that they're slightly above market.  

     Let's just -- maybe I could reference --

     Okay.  Can we go to page 15, and it will demonstrate --

     MS. CAMPBELL:  Certainly.

     MS. LETHBRIDGE:  -- the comparisons.  First, we took 12 benchmark positions that we typically look at across the board.  What's important to remember is that we used recently ratified comparisons because the comparison can be different, depending on when ratifications have occurred.

     I think the better question is am I worried that some of these positions are above market?  And I'd have to tell you that I'm not, because some of these positions are really hard to attract.  And am I worried that we're paying slightly above for something like a design tech?  I can tell you I am not, because we can't find design techs in the market.  We actually have to encourage schools to promote electricity instead of IT so that we can get this kind of talent.

     So they're slightly above market at the 50 percentile.  They're not above 100 percentile.  They're slightly above.  

I think when he's saying it's typical, he's saying that the compression issue is typical, because generally some unionized employees, the ones that we are comparing, work in an emergency response function and they do get overtime when they go out at night and respond to calls.  So sometimes that does cause compression between the supervisory group, if you're looking at total comp.

     MS. CAMPBELL:  At the bottom of page 15, Mercer states:

”Toronto Hydro pays above average in all cases and in 5 of the 12 positions pays at the top of the market."

     And your explanation for that is what you just said?

     MS. LETHBRIDGE:  That, and we are performing services in a GTA market.  So for a lot of people, they live outside of the City, so we're competing for jobs within a GTA market.

     The other issue I want to mention is that the uniqueness of our jobs, in comparison to some of the others, at a unionized level, is that we have a very sophisticated underground network in a very dense urban city, where this kind of work is critical.  So the knowledge that they bring and the breadth of knowledge that they bring justifies why we're slightly above, and why I'm not concerned with paying slightly above market.

     MS. CAMPBELL:  In the first bullet point on that page, under "Commentary," the last sentence says:

"This analysis does not consider the impact of cost-of-living differentials."


Can you tell me why that wasn't considered?  Do you know why that was not part of the analysis, why it was left out?

     MS. LETHBRIDGE:  I don't -- I can't really answer that question, other than to say that it's probably not possible to include it, but I'd have to get back to you and find out from Mercer's why they did not include it.  Cost of living would be a factor in the GTA.

     MS. CAMPBELL:  I have a question for you concerning pension premiums.  And I can tell you where this number comes from, but rather than making you turn to it, I'll just ask you the question.

     Pension premiums have increased from 7.8 million in the 2006 historical year to 10.1 million in the 2007 bridge year.  And the source for that, for the record, is C2, Tab 1, Schedule 4, page 1.

     So 2006, the pension premiums were 7.8 million, an increase in 2007 bridge to 10.1 million.  And I'd appreciate an explanation for the increase.

     MS. LETHBRIDGE:  Okay.  Schedule -- can you -- I'm very sorry, can you --

     MS. CAMPBELL:  C2.

     MS. LETHBRIDGE:  Yes?

     MS. CAMPBELL:  Tab 1, Schedule 4, page 1.

     MS. LETHBRIDGE:  And your question is, why has it increased so significantly?

     MS. CAMPBELL:  Over that period, that one-year period.

     --- Witness panel confers.

     MS. LETHBRIDGE:  Ms. Campbell?

     MS. CAMPBELL:  Yes.

     MS. LETHBRIDGE:  This would include the transferring in of the 211 employees, including the additional employees that have been hired as we're ramping up.  So OMERS would go up.  As well, as employees earn more, they pay -- we pay more for their pension contributions.  Normal increases would be factored in.

     MS. CAMPBELL:  All right.  And we're going to, when I -- we're just seconds away from moving into compensation and payroll, so we can discuss where the 211 new heads come from, so to speak.

     Just for the purposes of those who are interested, there was a reference to the 12 key positions that were benchmarked against local utilities, Canadian utilities.

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  The identities of those, for those who are interested, those particular bargaining unit comparators are found at page 27.  The identities of the 12 utilities are at page 27.

     Now I would like to move to payroll and compensation.  And for this, the key charts that I'd like you to have out:  Exhibit R1, Tab 1, Schedule 1.1, Appendix "A" and Appendix "B".

     Okay.  I'd like to start with Appendix "A", please.  And Appendix "A" shows the four different categories of employees:  Executives, managerial, management non-union, and unionized.


Executives, I think I understand.  I'd appreciate if you would explain the difference between managerial and management/non-union.

     MS. LETHBRIDGE:  Managers.

     MS. CAMPBELL:  Okay.  But managerial and management are two different lines.  What's the difference?

     MS. LETHBRIDGE:  Yes.  So managers, anyone in the D2/D3 categories, as you saw in the comp study, these would be managers responsible for a department.

     Management and professionals would -- non-union professionals would be anybody in a non-unionized administration capacity, professional capacity, excluding engineers.  And I'll have to address a correction that was made from the last hearing in that regard.

     And lawyers, you know, financial analysts, those kinds of groups, the professional group, we call them "management group" to depict the difference between unionized and managerial.  They have a different compensation model.

     MS. CAMPBELL:  Thank you.


And just what I'd like to go through is, there are significant increases, and I'd like to find out the reasons for those increases, starting with executives.


In 2006, there were six.  2007, there were ten.  Can you explain the increase in the executives?

     MS. LETHBRIDGE:  Right.  In 2006, they rounded up.  So really, we had 5.66 FTEs, because there was a restructuring that went on in that year, some succession planning.


But the major reason for the change is four executives from the THC, corporate, moved into the THESL organization with the restructure that Mr. Couillard described.

     MS. CAMPBELL:  When I look at managerial, in 2006 there were 21.

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  2007, it's up to 41.

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And then it jumps again by six in 2008.

     Dealing firstly with the change from 2006 to 2007 --

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  -- it's doubled.  Can you explain why?

     MS. LETHBRIDGE:  Those, again, are managers from the shared services corporate groups under the areas that Mr. Couillard described, that were transferred over into THESL organization.

     MS. CAMPBELL:  So you're telling me it's the reorganization that is responsible for that?

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And from 2007 to 2008, you add another six.  What's that for?

     MS. LETHBRIDGE:  Those are increases in hiring.

     MS. CAMPBELL:  For what purpose?

     MS. LETHBRIDGE:  Capital program.

     MS. CAMPBELL:  The reason I'm looking a little puzzled is because one of the answers to the undertakings said that the hiring of managerial had nothing to do with capital investment programs.


So if I could ask you to pull that out, I'm going to march through, and then I'm going to need a clarification.

     MS. LETHBRIDGE:  Okay.

     MS. CAMPBELL:  Could you pull R1, Tab 6, Schedule 5?  So that's R1, Tab 6.

     MS. LETHBRIDGE:  R1, Tab 6 --

     MS. CAMPBELL:  Schedule 5, and this was a question from VECC.  And one of the questions was a full and complete explanation of the doubling of managerial and management non-union headcounts between 2006 and 2007.  And that's what we're just moving through, is getting your explanation of why.

     But one of the questions VECC asked was:  Provide specific details on how these increases relate to the planned capital investment programs.  And the answer, on page 2, was:

"These increases are not related to the planned capital investment programs."

     You've just told me that the hiring of six in 2008 is, in fact.

     MS. LETHBRIDGE:  I'm sorry, Ms. Campbell, I'd like to correct that.  It's in support of the capital program, these investments increases.  So the FTEs increased.  They were not directly related to capital investment, but they are in support of capital investment.

     MS. CAMPBELL:  If you weren't going ahead with the capital investment plans, would they be hired?

     MS. LETHBRIDGE:  I can't say for all of them.  Some, maybe, not all.

     MS. CAMPBELL:  So some of those six are tied to the capital investment programs, because if you didn't have the capital investment programs, you wouldn't hire them.

     MS. LETHBRIDGE:  We wouldn't have to support.

     MS. CAMPBELL:  Okay.  Moving to management non-union.  In 2006, there were 137.

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  2007, we have 291.  Can you tell me why that increase occurred?

     MS. LETHBRIDGE:  Certainly.  This increase is also related to the restructuring for non-union.

     MS. CAMPBELL:  And we have a very small increase in 

2008.  What is that small increase in relationship to?


MS. LETHBRIDGE:  Just normal, and I believe it's mostly regulatory support.

     MS. CAMPBELL:  Then we get to unionized.  And from 

2006 we have 1,187 in 2006, and 1,265 in 2007.  Can you tell me what that increase was caused by?

     MS. LETHBRIDGE:  Primarily these increases are associated with the apprentice hires.

     MS. CAMPBELL:  Do they have anything to do with the capital investment program?

MS. LETHBRIDGE:  This will be described in greater detail in some of the other panels as to how that happens, because apprentices start out in training as an OPEX, and then gradually move into doing O&M and capital work.

     This is very much associated with the renewal of the workforce and our strategy around renewing.

     MS. CAMPBELL:  Is that the primary driver in the hiring of the unionized employees?

     MS. LETHBRIDGE:  No, the primary driver is that we have, like everyone else, an aging population, and we have to get started early in hiring and training apprentices so they can learn from the seasoned employees that are already there, in time to fill the void that is definitely going to come.

     At the same time, they will assist in achieving our goals as far as the renewal of the capital investment.  But the primary driver here is also an aging workforce, and a retiring workforce.

     MS. CAMPBELL:  When I look at the numbers, there are significant increases in the managerial line, the increase from 21 to 41, between 2006 and 2007, and the increase of management non-union, it's more than doubled from 137 to 

291.  But there's only a very small increase in the unionized.  In fact, the increase is about 11 percent.

     With such a small increase in the unionized, what is the need for the very high increase in management and executive level?

     MS. LETHBRIDGE:  The changes in 2007 reflect the transferring of employees from the THC.  That's the big component of what's happening in 2007.  So that's the restructuring that JS Couillard talked about.

     MS. CAMPBELL:  But you have a lot more people in management positions and not nearly that increase in those who need to be managed.  So I'm a little puzzled at why it's getting so top-heavy.  As opposed to restructuring, what's the need?  What are they doing?

     MS. LETHBRIDGE:  I would challenge -- I would disagree that it's growing.  Other than the restructuring; that's the big jump.  Then you start to see the increasing going up, as far as unionized employees.

     I will say, though, that at a front-line level that we also have supervisors that are retiring and we also have managers that are retiring.  We have to plan for those replacements as well.  And as we increase our workforce, we also increase our front-line supervision.  So part of this increase is also associated with projections around retirement in the levels of front-line leadership for THESL.

     MS. CAMPBELL:  Has THESL done any staff optimization level studies?

     MS. LETHBRIDGE:  I'm not aware of that work.  

Primarily, our work is to provide the attrition data, the policy, you know, staffing, facilitation of the staffing plans, and then have them adhere to that in recruitment, as far as governance goes, but I'm sure that the panels that will follow will describe how they determine staffing requirements.

     MS. CAMPBELL:  And can you tell me which panel that would be, Mr. Rodger, which --

     MS. LETHBRIDGE:  Sure.

     MS. CAMPBELL:  Would that be panel 5 that would deal with that?

     MS. LETHBRIDGE:  That would be panel 3 and panel 5.

     MS. CAMPBELL:  Panel 3 and panel 5, okay.  

Thank you.

     Has THESL accessed or used any of the government training plans?  Are there any that would assist THESL in meeting its needs?

     MS. LETHBRIDGE:  There are some small benefits to be achieved as far as tax credits, which can be explained with the tax panel, but they're not material in nature.

     We have applied to the Ministry of Colleges and Universities for certification for our apprenticeship programs but, given the numbers of apprentices that we have to train in the years going forward, the only way to receive some kind of rebate by the Ministry is to be a training delivery agent, that we'd have to apply to be, as is the MEA, for example.  That would mean we'd have to train participants that are not our employees, for example.  But, given the volume, we haven't applied for those kinds of rebates.

     MS. CAMPBELL:  And you made reference --

     MS. LETHBRIDGE:  We may in the future, but today we have too many of our own to develop and train.

     MS. CAMPBELL:  Where you talk about a staffing and a training plan -- and that staffing and training plan was part of the business plan, was it not, part of your business plan going forward?

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  And that business plan went to the board of directors on November 22nd, did it not?

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  Can you tell me if that business plan was approved?

     MR. COUILLARD:  By the board of directors, yes.

     MS. CAMPBELL:  Yes.  And specifically the staff and training plans, were they approved as presented or were there any changes made?

     MR. COUILLARD:  They were approved as presented by the 

board.

     MS. CAMPBELL:  Okay.  So everything that was in there, they said yes to?

     MR. COUILLARD:  They've agreed and they've adopted the strategy that we presented to them.  Yes.

     MS. CAMPBELL:  Right.  So there are no changes to the staffing or training plan that we should know about?  It's as presented in the plan?

     MR. COUILLARD:  No.

     MS. CAMPBELL:  Something that we've touched on somewhat, and I'd just like to explore with you a bit, is the effect of the capital investment programs on OM&A and specifically your staffing projections.

     What I would like to understand is, from what you've said thus far, it sounds like the majority of the staffing requirements are a result of an aging and retiring workforce.

     MS. LETHBRIDGE:  At the front-line level, given that it takes four and a half years to get trained, absolutely, the aging of our workforce is a critical element of our staffing plan.

     MS. CAMPBELL:  And perhaps there's something, there's a schematic -- not a schematic, a colour diagram that really shows this quite nicely.  And I of course -- ah.  There's an updated one.  Which one is it?  It shows staffing projection.  And I know you filed an update.  Ah.  Here it is.  I apologize.

     If you could pull out R1, Tab 6, Schedule 5, Appendix 

"A" and this shows the staffing projections from the 2006 historical year onward.

     MS. LETHBRIDGE:  Yes, this chart is intended to show you the cumulative effects of the hiring plan and estimated attrition retirements.  We've also projected into 2011, 2012 to show how it stabilizes.  Gives us enough time to do the development, and have people trained and developed and ready to go, given that we know others are retiring.

     MS. CAMPBELL:  In looking at this chart, are you able to assist me in understanding how many of the new hires relate to the capital investment program that's contained in the application?

     MS. LETHBRIDGE:  Ms. Campbell, I'd have to advise you that this information will be discussed in panel 3.

     MS. CAMPBELL:  Thank you.  I'll keep those questions for panel 3, then.

     I have a question concerning compensation that requires you to pull out R1, Tab 3, Schedule 14.  And this interrogatory provides information concerning the executive compensation increase, and it provides an explanation as to why the executive compensation increases from 1.7 million in 2006 to 2.9 million in 2007.

     And the answer in (a)(i) is: the organization was restructured.  And the increase -- I'm sorry.  And then if you go down, one of the indications in this answer is, there is now a greater emphasis upon performance-based incentives.  Am I accurate in that?

     MS. LETHBRIDGE:  Yes.  That was what I was describing earlier to you, around the removal of automatic progressions.

     MS. CAMPBELL:  If I look at the bottom of the page, the second line from the top -- from the bottom, at page 1, it says that:

"A 4 percent increase is applied to the base salary budget for 2008."

     And that's why -- that's one of the reasons why executive compensation increases.


If you're putting more emphasis upon performance-based incentives, why would you increase the base salary and the incentive pay?

     MS. LETHBRIDGE:  So base salary is made up of two components.  One is a market increase.  It's also made up of movement within a salary range, as per normal compensation programs.


So if you are not at the job rate, you could progress within that range, so that includes those types of progressions.  You might start a new executive at the lower end of the range, and they move up throughout the range, based on performance.  So it's not just normal market adjustments.

     MS. CAMPBELL:  But why make any market adjustment at all if the emphasis is upon performance-based incentives?  Why increase the base salary at all?

     MS. LETHBRIDGE:  But I want to remind you that one of the big changes that we made was to make even the base pay increase -- outside of market adjustments, general market adjustments -- contingent on performance.


So there are times when an employee -- a management employee -- may not receive even the market adjustment, if they're not performing.

     So they're all part of an overall performance-based compensation program.  It's not automatic to just get that market adjustment.  It's part of the salary line and the policy line.  And the salary line and the policy line move, but that doesn't mean that the individual will receive it.  So there's still both incentive -- they're still both performance-based.

     MS. CAMPBELL:  And if I could take you to R1, Tab 1, 

Schedule 1.1.  And I've used that before.  It's Appendix "A", and it has a chart that has -- the table I wish to take you to is the fourth -- the second from the bottom, "Average yearly incentive".

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  Does the average yearly incentive represent the maximum payout or the expected payout?

     MS. LETHBRIDGE:  When we budget, we budget at target, not the maximum.  So there are times, if we perform above target, it might be slightly higher, depending on the individuals.  There are times when we perform below target.  They will be lower than target.  So we budget at target performance.

     MS. CAMPBELL:  I had just made reference to R1, Tab 3, Schedule 14.  That had to do with increases --

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  -- and the 4 percent and the 6 percent.  And there are a number of places, and this is one of them, where you point to inflationary adjustments to labour rates.


Can you tell me -- and the labour statistics show average increases at or above current levels of inflation.

     What levels of labour or total factor productivity has THESL factored into its application?

     MS. LETHBRIDGE:  Ms. Campbell, I'm not sure I understand the question.  I just want to make sure I have it right before I answer.

     MS. CAMPBELL:  Productivity improvements, technological improvements, cost improvements.  So has productivity been factored into this at all?

     MS. LETHBRIDGE:  Yes.  So for incentive pay, we have what many companies have.  It's called a balanced score card, and critical performance indicators.  In that are all measures around both, you know, people measures, for us, safety, operational measures, which are productivity measures, customer duration, outage duration, you know, capital units completed, as well as financial targets, as well as customer targets.  All those are a part of how we reward incentive -- incentive pay.

     As well, we have an overall look at both an individual's performance, how well they did against corporate measures, and, you know, even things that are not as tangible as that, but individual performance measures.  That goes into both the increase at a base level and incentive level.  So productivity's tied into all of that.

     MS. CAMPBELL:  And the last thing I'd like to ask you about is Exhibit R1, Tab 1, Schedule 1.1, Appendix "B".  And that is headed "Total compensation expended".  And I would just like to make sure that I get sort of an overall understanding of the increase in compensation.

     When I added up the 2006 historical, I got approximately $144-million in total compensation.  When I added up the 2008 projected numbers, the forecast, I got $190-million.  And that's roughly just over a 30 percent increase.


Can you explain to me why there is such an increase in compensation between 2006 and 2008?

     MS. LETHBRIDGE:  Yes.  Can I take you through each group?

     MS. CAMPBELL:  Certainly you can.

     MS. LETHBRIDGE:  So at a total compensation level, with the executives, you see the movement.  In 2007 you notice a big jump.  That jump is associated with the transfer of four executives.  This is for base pay and benefits, this jump.

     As well, you see in 2007 the payout of incentive pay, by the way, earned on the basis of results from 2006, which were above target performance.

     Then you see in 2008, again, another probably 13 percent increase, 2008.  Remember that incentive pay is earned in one year and paid out in the next.

     MS. CAMPBELL:  Mm-hmm.

     MS. LETHBRIDGE:  So those four individuals that were transferred in in 2007, their incentive pay for 2007 is paid in 2008.  So you still see a bit of a jump in 2008, which reflects the changes.

     The reorganization impacts both 2007 and 2008 in that way.  That same explanation applies as you move to managerial and non-union groups.

     The difference is that in the non-union group, we incorrectly reported to the Board in 2006 that about 25 unionized engineers were in management, when they should be in the union.  So we made that adjustment on our actuals for 2006.  So it looks a little bit different in those years.

     Other than that, you're seeing increases associated with that restructuring mainly in the management groups and some of the unionized employees.

     MS. CAMPBELL:  So you've just a correction.  The numbers were taken from where and put where?

     MS. LETHBRIDGE:  Oh.  Okay.  If you look at the management -- if we can go over to the previous page that has the FTEs.

     MS. CAMPBELL:  Yes.

     MS. LETHBRIDGE:  And you look at non-union, management non-union.  Do you notice in 2006, OEB, where we've given you what we provided the last time we were at a hearing, it was 168.  There were about 25 engineers reported in the wrong category.  They should have been in a unionized category.   We've made that correction in the 2006 historic data.

     MS. CAMPBELL:  I see.  The change from 2006 OEB unionized of 1158 to 2006, 1187, reflects that change?

     MS. LETHBRIDGE:  Some of that is new apprentices, but also it's a change.  It also reflects that change in category.

     MS. CAMPBELL:  In classification.

     MS. LETHBRIDGE:  Yes.

     MS. CAMPBELL:  I see.

     Thank you.  Those are my questions.

     MR. SOMMERVILLE:  Thank you, Ms. Campbell. 

Before we break for lunch, I will ask the parties to conduct a bit of a reality check about this afternoon and the capital panel that is scheduled to appear this afternoon.  

Mr. Buonaguro, do you have an estimate as to -- and 

I don't really want that now.  I want the parties to sort of caucus over the break.

     What I want to avoid is having misuse of people's time.  Having the panel sit around and not be reached is something that I really want to avoid.  So we need to do some very precise thinking about whether we're going to get to that panel today.  If we're not, we need to put those things in motion, so that we don't waste everyone’s time this afternoon.

    If I can ask the parties to put their minds to that very precisely over the break, I'd be appreciative.  

Mr. Buonaguro?

     MR. BUONAGURO:  Just on that, I think two of the three parties cross-examining aren't in the room.  Pollution Probe and Mr. Warren.

     MR. SOMMERVILLE:  I understand.  They will not be embarrassed if they don't have to be here.  It's their time that I have in mind here today.  I don't want them making heroic efforts to get here, and then not reach the panel.  And I'm sure the witnesses can spend their time productively at the office this afternoon, rather than sitting here.

     So let's do a hard-headed, realistic assessment as to whether we're going to get to that panel productively this afternoon.  If not, we will conclude with this panel.  We will take up the capital-ex panel tomorrow morning, and proceed accordingly.

     So with that direction from the Panel, we will adjourn until 2:00.  Thank you.

     --- Luncheon recess taken at 12:35 p.m.

--- On resuming at 2:04 p.m.

     --- On resuming at 2:04 p.m.

     MR. SOMMERVILLE:  Thank you.  Please be seated.

     So I gather that we are prepared to continue with this panel.


Mr. Buonaguro?

     CROSS-EXAMINATION BY MR. BUONAGURO:
     MR. BUONAGURO:  Thank you.

     I thought I would start in reverse order while the compensation/staffing topic was still "fresh" -- I put "fresh" in quotes -- in people's minds.  And it's mostly in the way of cleanup from what the Board Staff has presented.

     First of all, if you could turn to one of our interrogatories, Exhibit R, Tab 5, Schedule -- sorry, Exhibit -- yes, R1, Tab 5, Schedule -- I think it's Tab 1 or 2.  Just a second.

     MR. McLORG:  Tab 6, Mr. Buonaguro?

     MR. BUONAGURO:  Sorry, Tab 6; that's right.  Yes, Tab 6, Schedule 5.  This is Table 4, which was the THESL staffing projections that Ms. Campbell already referred to.


And I think I understood that some of the questions that Ms. Campbell directed to you were being directed to another panel, so feel free to do the same to me.  I figured I have few enough questions that if that's the case, you'll just tell me, and I can move them.

     In 2007, according to this table, you have 75 FTE new hires budgeted.

     MS. LETHBRIDGE:  Yes.

     MR. BUONAGURO:  Can you tell me as of today how many are actually -- were actually hired?

     MS. LETHBRIDGE:  From an FTE perspective, I can tell you, as of October 31st, we were at 1,575.

     MR. BUONAGURO:  Okay.  So that means I would have to -- do you know how many retired?

     MS. LETHBRIDGE:  Yes.  To date, 19.

     MR. BUONAGURO:  Nineteen?  So would the remainder be how many FTEs you've hired?  So if I take 1,575 minus 19...

     MS. LETHBRIDGE:  No.  The accumulation starts at year 2008, so the budget is just the budget for 2007.

     MR. BUONAGURO:  Right.

     MS. LETHBRIDGE:  So I can tell you just -- I know that 19 out of our projected 24 have retired in 2007.

     MR. BUONAGURO:  All I'm trying to get at is, of the 75 that you budgeted to hire --

     MS. LETHBRIDGE:  Yes.

     MR. BUONAGURO:  -- how many of those have you hired?

     MS. LETHBRIDGE:  We've hired -- one moment.  Forty-one.

     MR. BUONAGURO:  And do you have a forecast --

     MS. LETHBRIDGE:  Up to October 31st.  I don't have the figures after October 31st.  And there have been some hires.  I can get that information if you want.

     MR. BUONAGURO:  Could you update that information?

     MS. LETHBRIDGE:  Yes.

     MR. BUONAGURO:  And I guess since we're --

     MS. LETHBRIDGE:  But we're very close to forecast.  A few might go over into January.  I think there will be about 20 that go over into January, I suspect, and then the rest will be completed -- 20, 25 will go into January, as far as hiring goes.


MR. BUONAGURO:  So sometime between October 31st --
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MS. LETHBRIDGE:  January, January.  About 20 to 25 will go over into January.  I can get those numbers updated for you.

     MR. BUONAGURO:  Okay.  All right.

     MR. SOMMERVILLE:  Would you like an undertaking for that, Mr. Buonaguro?

     MR. BUONAGURO:  Yes, please.

     MS. CAMPBELL:  T3.3.

     UNDERTAKING NO. T3.3:  UPDATE TO THE NUMBER OF HIRES.
     MR. BUONAGURO:  All right.  Can you remind me, in terms of accounting for new hires in the budget, do you use the 50 percent rule or something like that, in terms of calculating for their salaries in the year that they're hired?

     MS. LETHBRIDGE:  I'm not sure I understand the question.

     MR. BUONAGURO:  Well, you've -- for example, in 2007, you've budgeted for 75 new hires.  But only 41 of them are hired as of October 31st.  So for the rest of the year, even if you were to hire the other 34 within -- between October 31st to the end of the year, they won't have worked for a full year for 2007.

     MS. LETHBRIDGE:  No, and this is FTEs.


MR. BUONAGURO:  Right.


MS. LETHBRIDGE:  So when I'm giving you the 41, it's an FT, full-time equivalent position.  So in fact, if you want to look at headcount, it would be a number higher than that, because we are hiring some of them later in the year.  It's two different --


MR. BUONAGURO:  Okay.


MS. LETHBRIDGE:  This is FTEs.

     MR. BUONAGURO:  Okay.  So maybe you can, for my own edification, explain the difference.

     MS. LETHBRIDGE:  So an FTE is a full-time equivalent position.  So I'm hired in January, Mr. Couillard is hired in June.  That's 1.5 FTEs.  That's --

     MR. BUONAGURO:  Okay.  I understand.

     MS. LETHBRIDGE:  A headcount would be where two headcounts --


MR. BUONAGURO:  All right.  Okay.  I understand.


MS. LETHBRIDGE:  This chart is based on FTs.  So that answers the question I think you're asking.

     MR. BUONAGURO:  So you take the reality of the headcount and piece together how many salary units, I guess you can call them, occur within the year.

     MS. LETHBRIDGE:  A full-time equivalent position is just that.


MR. BUONAGURO:  Okay.


MS. LETHBRIDGE:  So if I'm hired mid-year, I'm only half an FTE.


MR. BUONAGURO:  Okay.


MS. LETHBRIDGE:  But I am, in fact, one headcount.

     MR. BUONAGURO:  Okay.

     MS. LETHBRIDGE:  But that headcount is --


MR. BUONAGURO:  I hope so.


MS. LETHBRIDGE:  -- not used on this chart.

     MR. BUONAGURO:  Okay.  Thank you.


And staying with that chart -- and I think maybe Ms. Campbell asked you a similar question -- for 2008, if you're planning 68 full-time equivalents, are you able to tell me how much of those are related to the capital program, the 2008 capital program?

     MS. LETHBRIDGE:  Most of them are related to workforce renewal, in regards to replacement of, you know, future retirements.  I can't tell you exactly where their work will go.

     MR. BUONAGURO:  When you say "future retirements", do you mean --

     MS. LETHBRIDGE:  Projected retirement.

     MR. BUONAGURO:  Well, is that -- is that limited to the 15 FTE that you have here due to attrition in the graph --

     MS. LETHBRIDGE:  No.

     MR. BUONAGURO:  -- for 2008?

     MS. LETHBRIDGE:  No.

     MR. BUONAGURO:  Or it's -- maybe you can explain that further then.

     MS. LETHBRIDGE:  Yes.  So we're hiring -- it takes four-and-a-half years to properly complete the apprenticeship program.  So it's really important that we start the hiring in advance to retirements and kicking in.

     So there are some retirements that will kick in.  So we've projected in this account 15 --

     MR. BUONAGURO:  Mm-hmm.

     MS. LETHBRIDGE:  -- FTEs that will retire.  But mainly we're trying to hire for the bigger bubble that will happen, you know, in the next five years, given that we have to train them, and given that we need the seasoned professionals and the seasoned talent that we have now that understand our network, that understand the various systems across the city, to help us with that.


Transitioning of knowledge is really critical.  So we're doing it in advance.  So that training -- most of this is related to apprentices coming into our organization.

     MR. BUONAGURO:  Okay.  So that actually helps with my next question, which was a clarification question.  So that 68 FTE for 2008, for example, includes the apprentices?

     MS. LETHBRIDGE:  Yes.

     MR. BUONAGURO:  Okay.  And another point of clarification on that.  And this is from C2, Tab 1, Schedule 6, page 5.

     MS. LETHBRIDGE:  Yes, page --

     MR. BUONAGURO:  I'm looking at Table 3, which has headcount and costs.  And this is related to the apprentices.

     MS. LETHBRIDGE:  Yes.

     MR. BUONAGURO:  The costs that you've indicated here of $720-million -- or $720,000 for 2006, 1728 (sic) for 2007, and so on, these figures are the total annual costs?

     MS. LETHBRIDGE:  These figures are the cost of while they're in the training, while they're in training.

     MR. BUONAGURO:  This represents their salary?

     MS. LETHBRIDGE:  No.  No.

     MR. BUONAGURO:  Well, perhaps you can explain it then, what exactly those figures represent.

     MS. LETHBRIDGE:  Again, this table represents the headcounts, and it represents the cost of training them during their first six months.  When they return to the school in the second year, three weeks of training there.  Three weeks of training in the third and fourth year.  Three weeks of training in their fourth year.

     This is classroom only.  Then the apprenticeship program is four and a half years.  They go out into the field.

     MR. BUONAGURO:  These are the actual training costs?

     MS. LETHBRIDGE:  In classroom.

     MR. BUONAGURO:  In-classroom training costs, the costs of the professor or teacher?

     MS. LETHBRIDGE:  Yes, and the cost would be trainers.

     MR. BUONAGURO:  Trainers, and the cost of the classroom?

     MS. LETHBRIDGE:  It's our building.

     MR. BUONAGURO:  And the material.

     MS. LETHBRIDGE:  Material, books.

     MR. BUONAGURO:  And then their actual salaries on top of that.

     MS. LETHBRIDGE:  One moment, please.  Mr. Buonaguro, the salaries included, this is when they're sitting in the classroom.

     MR. BUONAGURO:  So this does include their salary while they're an apprentice.  All right.

     MS. LETHBRIDGE:  Only in the classroom, though.  

Remember, their four-and-a-half-year apprenticeship program requires classroom training and then experiential training, where they go out into the field and they're part of a crew; that's not included in here.

     MR. BUONAGURO:  Is there overlap?  Is there classroom time and then apprentice time in the same year?

     MS. LETHBRIDGE:  Oh, certainly.  They come into the classroom for the first six months, at the beginning.  In their second year, they come back for three years -- for three weeks, I'm sorry.

     In their third year, they come back for five weeks, actually.  In their fourth year, they come back for four weeks (sic).

     MR. BUONAGURO:  All right.  So --

     MS. LETHBRIDGE:  I mean, that's a lot of --

     MR. BUONAGURO:  Reading this table, then, when I look at 2008 test year and I see $1.6-million, those are the total classroom costs for all of the apprentices who are actively in class that year?

     MS. LETHBRIDGE:  Yes.

     MR. BUONAGURO:  And that number goes from 1,635 to 2,209 in '09 as opposed to being accumulative?  

     MS. LETHBRIDGE:  Yes.  That's correct.

     MR. BUONAGURO:  Sorry, as opposed to being incremental.  

I understand.  You're looking at me like you don't think I understand, but I think I understand.

     MS. LETHBRIDGE:  Yes, okay.  It goes up by 144 headcount, so it definitely increases.

     MR. BUONAGURO:  Thank you.  Now I'm looking at one of our IRs.  It's R1, Tab 6, Schedule 4, part C.  Oh, I'm sorry.  Actually, I'm looking at Tab 6, Schedule 23, and we've asked you for a calculation there of the impact of the delay in hiring.  If you were to not hire eight new people in a particular year, what was the revenue impact?  And the answer was, about $403,000.  My question is, in looking at the answer, you have there time booked half to CAPEX and half to OPEX.  I'm just wondering if you could expand on why that is.

     MS. LETHBRIDGE:  As I explained earlier, this is an area that I'd have to put to the next panels.

     MR. BUONAGURO:  All right.  Thank you.

     It's my understanding, and I'm sorry, I don't have a reference for it, but that new hires are at approximately 

$95,700?  Does that sound familiar?

     MS. LETHBRIDGE:  Where is the reference you're talking about?

     MR. BUONAGURO:  Yes, I don't have the reference.  

That's the problem.  I think the point being is that the average is 109,799.

     MR. RODGER:  If I think you look at R1, Tab 6, Schedule 23, page 3 of 3, the second bullet, is that what you're referring to, the average payroll cost per new hire?

     MR. BUONAGURO:  Yes.

     MR. RODGER:  Equals $95,684.

     MR. BUONAGURO:  That would be it.  Thank you very much.  

     MS. LETHBRIDGE:  I'm sorry, Mr. Rodger, can you repeat the -- R1, Tab 6?

     MR. RODGER:  Schedule 23, page 3 of 3.  This is a response to a VECC interrogatory.

     MR. BUONAGURO:  Okay.  So that's the average for new hires, and I'm working on the assumption that the retired workers who these new hires are intended to replace would be at the high end of the spectrum; therefore they are much higher than the average, and assuming that the average is, as I said, I think it's 109,000 or so average salary, can you explain to me whether you reconciled a difference when you calculated the budget for the transition?

     MS. LETHBRIDGE:  When we calculate the budget, they take into consideration where the apprentice is in their step.  Very quickly, they get to the top of that range, in four and a half years.  But they actually do a special calculation for new employees and it's been factored into the compensation budgets.

     MR. BUONAGURO:  So the fact that they're coming in at the bottom and they're replacing people at the top has been compensated for?

     MS. LETHBRIDGE:  Yes.  Yes.

     MR. BUONAGURO:  Thank you.

     With that I can move on to the shared services topic.

     Now, as I understood from yesterday's examination on this topic, I understood that -- and I guess it is the new exhibit, Exhibit 3.1 -- when we see shared services new methodology, that's the new methodology as of approximately 

July or August of this year, after it was audited by 

Rudden?

     MR. COUILLARD:  Yes, we finalized the Rudden audit, the methodology, but, you know, probably July, August, is probably fair to say.  Just before we filed our application.

     MR. BUONAGURO:  And I also understood from yesterday that Ms. Campbell took you to the service-level agreements that are in the evidence.  The reference is Exhibit Q1, Tab 

3, Schedule 1, and it's the first one.  And she went through the service agreements, and I think you confirmed for her that, although effective January 1, 2007, they were actually executed some time in July.  I guess I'm looking at them -- just looking at one at the end, I think one of them actually says "Printed July 2007."  And I think you confirmed that those schedules are also based on the new methodology; is that correct?

     MR. COUILLARD:  That is correct.  These agreements were -- they were signed in July/August timeframe, but they were effective January 1 of 2007.

     MR. BUONAGURO:  And they were meant to reflect the new methodology?

     MR. COUILLARD:  Yes.

     MR. BUONAGURO:  And you confirmed by undertaking produced today that these are the only service-level agreements that have been entered into at this time.

     MR. COUILLARD:  Yes, they are, and if we look at all the service agreements, they all have a section, which is section 4.1, which is kind of a catch every other particular services that could have happened during the year, which is mainly more of a general type of section that says if there are other services that are not included in here, you know, we would be reflecting them -- they would have to be a transfer price.  So if you look at, for example, Q1, Tab 3, Schedule 1, section 4.1, in the second sentence it says:

"Any additional shared services required by an affiliate shall be provided by THC at mutually agreed upon terms, conditions and transfer prices, provided, however, that such terms, conditions and transfer prices shall be consistent with the requirements of the Affiliate Relationship Code."

     MR. BUONAGURO:  All right.

     MR.COUILLARD:  And this section 4.1 is consistent with every agreement.

     MR. BUONAGURO:  And so they all have the same clause.

     MR.COUILLARD:  Yes.

     MR. BUONAGURO:  Depending on which way the money's flowing?

MR. COUILLARD:  Exactly.

     MR. BUONAGURO:  Now, when I was looking over your new exhibit, and based on the examination that went on yesterday, I was -- I took a look at the, I think it's the third agreement in there.  It's the agreement titled "Toronto Hydro-Electric System Limited and Toronto Hydro Corporation", and it's the agreement Q1, Tab 3, Schedule 3, which governs -- it's the service-level agreement between THESL and THC for the services that THESL provides to THC, right?

     MR. COUILLARD:  That is correct.

     MR. BUONAGURO:  And what was confusing me -- and perhaps you can explain to me.  When I'm looking at Exhibit -- I guess now we're looking at Exhibit 3.1, and you look at page 2, and you look at the 2007 shared services new methodology column for THC, "sold to THC".

     MR. COUILLARD:  Yes.

     MR. BUONAGURO:  You get a grand total of $2,240,294.

     MR. COUILLARD:  Yes.

     MR. BUONAGURO:  Out of curiosity, I went back and I calculated the amounts in the actual service-level agreement.

     MR. COUILLARD:  Yes.

     MR. BUONAGURO:  And I got a figure of just over 2.8 million, and for reference -- and hopefully I haven't made a horrible calculation error, but you would be adding up a number of figures throughout the schedule.  I'll round them: 17,000 for payroll, 64,000 for accounts payable, 407,000 for treasury rates and regulatory affairs, 150,000 for external communication, 26,000 for community involvement, 81,000 for IT, 270,000 for client services, 38,000 for acquisition, 521,000 for legal services, about 20,000 for disability case management, 32,000 for labour relations, 35,000 for training development, 12,000 for project management support, and then operation and maintenance, 486,336.

     MR. COUILLARD:  Mr. Buonaguro, I could probably explain.

     MR. BUONAGURO:  Yes.

     MR. COUILLARD:  We don't need to go through that, actually.  Being a counter by profession, I'm pretty quick on the calculator.

     MR. BUONAGURO:  Okay.  Good.

     MR. COUILLARD:  If we look at Schedule 8 --


MR. BUONAGURO:  Yes.


MR. COUILLARD:  -- there's, like, two numbers.  So you see the 486,336?

     MR. BUONAGURO:  Right.

     MR. COUILLARD:  And the 78,563?


MR. BUONAGURO:  Right.


MR. COUILLARD:  Well, I think where you get your numbers is because you're also adding the Schedule 8A --


MR. BUONAGURO:  Okay.


MR. COUILLARD:  -- which is behind, which is just a repeat.  If you look at it, the numbers are the same.


MR. BUONAGURO:  All right.


MR. COUILLARD:  It's just a little bit more precision of what is included in there for those costs.

     MR. BUONAGURO:  So without those, if I take away the double-counting, I think, then --

     MR. COUILLARD:  I got 2.232, which rounding is probably about 2.240, I think --


MR. BUONAGURO:  All right.


MR. BUONAGURO:  -- subject to check.  You had me sweating here.

     MR. BUONAGURO:  Also, as Ms. Campbell was going through the schedule -- and this is looking at 3.1, page 3, and she was pointing out the drop in the amounts that were sold to TH Energy and -- well, specifically TH Energy.  She mentioned specifically the asset-management category.  It went from 500,000 -- just under 600,000 to just around 50,000.

     MR. COUILLARD:  Yes.

     MR. BUONAGURO:  And I think I heard you say that that was a result of TH Energy taking on its own fleet of vehicles?

     MR. COUILLARD:  No, it's a result of TH Energy moving out of the -- they used to be located at 14 Culloden Street, our head office, which is a building owned by the distribution company, and paying facility cost, and so this service was brought down to zero, because they moved into their own facilities on Bellfield Road.


There's also a change in the vehicle as well, as you previously mentioned.  All the equipment was owned by the distribution company, and there was a lease agreement with -- or service-level agreement with the energy services company.  These are street-lighting trucks, mainly.


And these trucks are now in the process of finalization of transfer for 2008, will be transferred into energy services, so the street-lighting will no longer have any type of interdependency from a fleet-vehicle perspective with the distribution company.

     MR. BUONAGURO:  So I heard the second part of your answer the first time around, I think.

     MR. COUILLARD:  Yes.


MR. BUONAGURO:  Okay.


MR. COUILLARD:  But it's both.  It's the facility cost that used to be purchased, and then the --


MR. BUONAGURO:  Now --
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MR. COUILLARD:  Purchased from the local distribution company, from THESL, and then the vehicle fleet costs that are also no longer required.

     MR. BUONAGURO:  Now, when I'm reading these schedules in this exhibit, the changes are characterized as a result of running the new methodology.  But the explanation you gave me for that particular item doesn't strike me as a change in methodology.  It actually changes -- it's a change in what services you're actually going to be providing the affiliate, or -- well, essentially that.


You're changing what you're doing for the affiliate, or in some categories you're not doing it at all, for example.  That doesn't strike me as a change in methodology.  Would you agree with me?

     MR. COUILLARD:  Well, I can elaborate.  I mean, as part of our change in methodology, we also review every service that was provided between affiliates, and we've decided that these services would no longer be purchased.


So for us, we can call it change of methodologies or stop purchasing the service.  At the end of the day, the revised view that we have on service transaction between companies is that these services will no longer exist.

     MR. BUONAGURO:  Now, in my mind I still break it down to two categories, though.  When you say "change in methodology", you've actually had to change the allocation of provided services as between the different companies, based on the new methodology, right?

     MR. COUILLARD:  We have changed a service-allocation proxy or how we allocating costs.  And, I mean, to me, on our part, the methodology also meant what service would be provided.

     So if services are no longer provided, then obviously there's no more debate, as far as what proxy should we use to allocate them or how you calculate it.  So for us it was all part of one initiative, to look at the service being provided, and also, for the service being provided, what methodology was going to be used.

     MR. BUONAGURO:  My point, though, is that if I want to look at how you are allocating between the companies, I can hopefully look at your report and the Rudden criticism of the report to see how you're doing the allocation.


My question to you is, if I want to look at things like removing $500,000 from the asset management category as a result of the decision to move them out of the company -- sorry, to move TH Energy out of your facilities, where do I see that in the evidence?

     MR. COUILLARD:  Well, you know, you'll see that in our -- I think there was a VECC interrogatory, I think it's VECC 3, that states all the services being provided.  And then we get to '08, basically these service are at zero, because the service is no longer provided.  We've decided to stop providing that service.

     MR. BUONAGURO:  But I think you're talking about the series of tables with all the numbers in it?

     MR. COUILLARD:  Yes.

     MR. BUONAGURO:  I don't think they go into the detail of explaining why, and I think -- I can tell you, when I was reading those schedules, my impression was that it was supposed to be as a result of the allocation, the change in methodology.  But what you're describing to me is something more than that.  There's actual negotiations, changes in what they're actually doing between the companies, that aren't reflected in there, except as a final result.


So for me to tell what's the difference with the change in -- simply in the allocation, versus how you're actually changing the services that you're doing, I think, is two different questions.

     MR. COUILLARD:  Well, I'm not sure what you would like to get.  We basically establish that some service would no longer be required by the affiliates.  You know, I can tell you all these services very quickly by going through the schedule.

     You know, we didn't prepare a report saying these services are no longer required.  We had the president of the utility discussing, you know, myself and the president of all our unregulated affiliates, and they basically -- we've all agreed that:  You know what?  You're in your own building.  I can't charge you for rent anymore.  You're not using my trucks.  I can't charge you for rent anymore, for lease anymore.  That's really what it is.  You know, we've decided that these services were not going to be point of viewed by THESL from these affiliates, or these affiliates decided, "I'm not buying the service from you, Mr. Distribution Company."
     MR. BUONAGURO:  But you don't describe those types of 
decisions in your filing.
     MR.COUILLARD:  I think it's fairly self-explanatory.  
When we look at the schedule, when it says zero service in 
'08, 9, and 10, that that means there's nothing happening.
     MR. BUONAGURO:  I'm looking at page 1 of 5 of the same 
schedule.  Ms. Campbell took you into this a little bit.  
Looking at the increase in some of the categories between 
2007, 2008, and also looking at your original evidence at Q1, Tab 5, Schedule 1, and I'm actually looking at page 2, reading page 2 at Q1, Tab 5, Schedule 1, it says 
here things like:  "Assumptions THESL paid to THC."
You've summarized the drivers, if I can call it that, of why -- how you've escalated the 2007 costs to be reflected 
in 2008, and then again through 2008 to 2009 and so on.
     And it's been characterized as "an expected increase in external costs of 2.3 percent."
     Then when Ms. Campbell took you through the specific example of governance and the escalation between $860,000 -- sorry, yes, $860,659 in 2007, I believe you described it as being expected salary increases and CPI increases in the services.
     Now, I did calculation for the difference between 
2007/2008.  2008 is $1,075,720, and the increase in that 
particular category is 24 percent, by my calculation.  Does 
that sound right?
     MR.COUILLARD:  Yes.
     MR. BUONAGURO:  How is that based on CPI index 
increases and annual salary increases?
     MR.COUILLARD:  In this particular areas, we noted that 
if there is some specific salary adjustment that were to be 
made, that we've included that in this area.
     MR. BUONAGURO:  And where is that described?
     MR.COUILLARD:  It's not described.
     MR. BUONAGURO:  And then some of the categories 
actually go down.
     MR.COUILLARD:  Yes.
     MR. BUONAGURO:  So I'm just trying to figure out what 
was -- so when you say "expected increase in external costs 
of 2.3 percent," I have to tell you when I first read it, it seemed to me that you were doing some sort of simple 
inflationary exercise.  But that's not the case?
     MR.COUILLARD:  Well, in most cases.  So we did a review, a summary review, and overall -- if we look at the grand total -- this is approximately 2.2, 2.3 percent increase.  So, you know, some buckets move a bit 
lower, some buckets move a bit higher, but really, that's the overall number between 07/08, about 2.3, 2.4 percent.
     MR. BUONAGURO:  Actually, if I look at the original submission, it's a difference between 8.2 million or almost 8.3 million and 9.5 million.  And the new methodology is 6.9 million and 7 million.  Now, I haven't done the math, but on the surface of it, it doesn't look like either of those ones is at around 2 percent.
     MR.COUILLARD:  Well if you take 7064 times -- actually, that's 1.2 percent on the new methodology.
     MR. BUONAGURO:  Right, and on the old methodology?
     MR.COUILLARD:  The old methodology is not really 
relevant in this calculation.
     MR. BUONAGURO:  But when you prepared the evidence it 
was based on the old methodology, right?
     MR.COUILLARD:  Yes.  And the old methodology will give 
you about 14 percent.
     MR. BUONAGURO:  Okay, so where did the 2.3 percent 
come from, or what is it supposed to apply to?
     MR.COUILLARD:  Well, it's supposed to apply of most of 
the costs.  And as I've mentioned earlier, we've updated on the new methodology.  That was our expectation of what the methodology was going to give us as far as a variance.
     MR. BUONAGURO:  Okay.  I'm still struggling with it, because the next exhibit, I think, in this series of 
exhibits is the tables that are supposed to go along with 
this 2.3 percent increase, and that's what you've reproduced here, right?  The 8.275 million and the 9.74 million on page 1.
     MR.COUILLARD:  But I don't see the relevance of 
discussing about -- these are all numbers that are not going to be used.  I don't understand why we are --
     MR. BUONAGURO:  Okay, so is it that the 2.3 percent has become meaningless in your view?
     MR.COUILLARD:  No, I think overall the net effect that we wanted to have on the -- most of the factors, CPI assumptions, which are the 2.3, 2.4, and 2.1 percent.  
So, I mean, the test to me is not to try to see if the old methodology was providing that, but in fact, is that the new methodology is well within these numbers.
     MR. BUONAGURO:  I'm just reviewing my notes.
     Thank you.  Those are my questions.
     MR. SOMMERVILLE:  Thank you, Mr. Buonaguro.  Redirect, Mr. Rodger?
     MR. DeVELLIS:  Mr. Chairman, excuse me, I'm sorry.  I 
had a handful of questions on the workforce renewal plan, 
and in speaking to -- I anticipated that they would have 
to wait until panels 3 and 5, but after hearing Mr. Buonaguro's questions, I think they may be more appropriate for this panel.  But like I said, they're only a 
handful of questions.
     MR. SOMMERVILLE:  My understanding was that only 
Mr. Buonaguro was going to be asking questions.  But that's 
fine.  Proceed.
     MR. DeVELLIS:  Okay.  Thank you.
     CROSS-EXAMINATION BY Mr. DeVELLIS:
MR. DeVELLIS:  Good afternoon, panel.  I'll be referring to two documents, and the first one is 
School Energy Coalition Interrogatory No. 21, that's Exhibit R1, Tab 5, Schedule 21, Appendix "C".
     MR.COUILLARD:  Sorry, Tab 6 or 5?
     MR. DeVELLIS:  Tab 5.  R1, Tab 5, Schedule 21, Appendix "C", which is the last page in that response.
     The other document is Exhibit C2, Tab 1, Schedule 
6.
     MS. LETHBRIDGE:  C2, Tab 1?
     MR. DeVELLIS:  Schedule 6.
     MS. LETHBRIDGE:  Yes.
     MR. DeVELLIS:  Page 5.  If you could perhaps have both 
of them open at once, it might be easier.  Let me know when you're ready.  Okay.
     So in the School Energy Coalition interrogatory, we 
asked for your forecast number of retirements from 1998 and 
going forward to 2016.  Do you see that there?  And it 
certainly looks like you have more retirements forecast, 
going forward, than you have in the past, but it does seem 
that you dealt with this issue before.  You have had a fair 
number of retirements in the past as well, that you've had 
to deal with?
     MS. LETHBRIDGE:  There are two pieces of information here I just want to make you aware of.  In this interrogatory question, when we went back into the past, we weren't broken up as an organization in the same way as we are today, so some of this is not just THESL, in the way that you see it currently.  It's the whole organization.  So I just make that point.  Yes, we have had significant retirements in the past.
     MR. DeVELLIS:  Okay.  And how have you dealt with them 
in the past?
     MS. LETHBRIDGE:  Well, I'll back up a little bit by saying when we amalgamated ten years ago, we were in a very 
different situation than we are in today, with a surplus of 
employees.
     Having amalgamated, wanting to achieve the economies of scale of amalgamation strategy in the early days, we had 
2,400 employees come together from all these amalgamated 
cities, so it was a very different strategy.  We had more 
than what we needed then to go forward.
     So there were, in fact, different strategies applied to reduce our organization down to different levels.
     MR. DeVELLIS:  No, I understand the amalgamation.  There was a lot of –-

MS. LETHBRIDGE:  That's a different day, right?  Yes.
     MR. DeVELLIS:  I understand that.  But there must have 
also been periods where you had large numbers of people 
retiring that you needed to replace.

MS. LETHBRIDGE:  No, not the way it is today.  We have not, since amalgamation, absolutely not.  We have not been hiring, because we had a lot of employees come together from this amalgamation.  There was no need in the early days to hire.
     MR. DeVELLIS:  Okay.  If you can turn now to Exhibit 
C2, Tab 1, Schedule 6, page 5, beginning at line 5.  
You say:

"In 2003, THESL initiated a trade school within THESL, because the basic training that new hires had received externally was insufficient to maintain safe and efficient operations and satisfactory customer service in such a 
complex distribution territory."

You see that there?

     MS. LETHBRIDGE:  Oh, yes.  Okay.
     MR. DeVELLIS:  So that suggests to me that whatever 
training they may have received externally may have to be 
supplemented.

What I'm understanding from your plan going 
forward, though, is that rather than supplementing whatever 
training people may have gotten externally, you would prefer to start from scratch.

MS. LETHBRIDGE:  Actually, this does not suggest that.  When we started in a much smaller way in 2004, actually, initially in 2003, we still had the same trades program; albeit that it has enhanced and improved over the years, it's still the same program.  We still did it from scratch.  We didn't hire in people with ten years of service.  We didn't really do that.  We didn't do that at the trades levels.

     MR. DeVELLIS:  No, my question, though, was the rationale for it seems to be that there'd be a -- the training that they would have received externally was insufficient.  Is that --

     MS. LETHBRIDGE:  Let me just read this --

     Oh.  What they're suggesting in this comment is, when we decided in 2003 that we should start the trade school and start training our employees, you know, on the four and a half year program, we decided to embark in doing it ourselves, versus externally.


And primarily, this is because we have a unique underground network that is not part of the considerations of the external training provided.  So we decided that this would be the best solution for our needs, as far as the development of our staff.

     MR. DeVELLIS:  I guess my question is:  Why do it that way, as opposed to supplementing whatever external training?

     MS. LETHBRIDGE:  Well, in fact, on the third year and the fourth year, we do a combination of, when they come back to classroom -- we're only talking about when they come back to classroom, right?  Those couple of weeks.  We do a combination of classroom and municipal electric association training, just to ensure that we're meeting standards.  We also send them out.

     So in the third and fourth years we do a combo of it, both internal and external training.

     MR. DeVELLIS:  So the costs for those years wouldn't be borne by THESL?

     MS. LETHBRIDGE:  Yes.

     MR. DeVELLIS:  It would or it would not?

     MS. LETHBRIDGE:  The cost of training?

     MR. DeVELLIS:  Yes, during those years, when you say you send them out, would those costs be borne by THESL or would those costs --

     MS. LETHBRIDGE:  Yes, there are employees.  When they're second -- third year and fourth year there are employees.  So, yes, we pay for it.  THESL; it would be borne by THESL.

     MR. DeVELLIS:  Okay.  Now, at the bottom of that page, you have the number of apprentices you're planning to hire.

     MS. LETHBRIDGE:  Yes.

     MR. DeVELLIS:  And I think this coincides with the other exhibits that have been referred to earlier.  And so you're planning to hire, it says, 150 apprentices over the next, between 2007 and 2010.

     MS. LETHBRIDGE:  Yes.

     MR. DeVELLIS:  Is that right?

     MS. LETHBRIDGE:  Yes.

     MR. DeVELLIS:  Okay.

     MS. LETHBRIDGE:  Did you say we're planning to hire 150 over the period of 2008 to 2010?

     MR. DeVELLIS:  Is it '08 to '10?  Okay.

     MS. LETHBRIDGE:  Yes.

     MR. DeVELLIS:  Okay.  And just go back to the SEC interrogatory where you had the forecast number of retirements.

     MS. LETHBRIDGE:  Yes.

     MR. DeVELLIS:  The number I get from 2008 to 2010 is 98 retirements, and 122 if you include 2007.

     MS. LETHBRIDGE:  Where are you?  Ninety-eight, being 18, 34, and 46.

     MR. DeVELLIS:  No, sorry, not 1998.  Right.  So 2008, 18 plus 34 plus 46.

     MS. LETHBRIDGE:  Yes, 18, 34, plus 46.

     MR. DeVELLIS:  Eighteen plus 34 plus 46: 98.


Now, I'm not going to ask you to reconcile the numbers, but it seems to me, though, that your apprenticeship hiring plan, your plan to replace people who are retiring, relies entirely on the apprentices.

     MS. LETHBRIDGE:  No.  I will explain something.  When you're looking at that 98 --

     MR. DeVELLIS:  Yes.

     MS. LETHBRIDGE:  -- we're talking about headcount.  When you're looking at this chart, we're talking about full-time equivalent positions.

     MR. DeVELLIS:  Okay.

     MS. LETHBRIDGE:  Right?  In the full-time equivalent positions, there is also an inclusion, because you're also going to have to replenish retiring supervisors, retiring managers, retiring professional staff.


So this is the whole THESL, and there's a difference between when you're looking at headcount and full-time equivalent positions, as I explained previously.

     MR. DeVELLIS:  Right, okay.  But it does seem, though, that there is an over-reliance on apprentices to replace retirees, as opposed to, say, just going out to the market and hiring experienced people who have already been trained somewhere else.

     MS. LETHBRIDGE:  Well, I have two responses to that.  We're definitely focused on hiring trades and technical, because they're the larger portion of our organization, and they contribute significantly to the delivery of the distribution initiatives.  Right?

     If we don't hire apprentices, and we go out to the market, as you say, to recruit in, they're suffering from the same problem we are, as far as aging population, and they also have not been hiring, as we have not been hiring, for many years.  So we start by hiring apprentices, so that we can ramp up.

     MR. DeVELLIS:  Okay.  And what happens if --

     MS. LETHBRIDGE:  It's a tight labour-market issue, right?

     MR. DeVELLIS:  Right.  I understand.  And what happens if, when you get to 2009 and '10 or 2008 and you don't have the same number of retirees that you anticipated, based on your forecast here?

     MS. LETHBRIDGE:  Well, they're going to retire.  Our forecast uses age 59 and unreduced pension as the assumptions.  An unreduced pension can be earned at 30 years.  So at some point they're going to retire.


Timing: as I indicated to you, we assumed 24 in 2007.  19 went.  The fact is they're going to retire, and we need to get prepared, because it's a four and a half year training for these apprentices.

     MR. DeVELLIS:  Right.  And my point is:  You have all these apprentices that were going to be coming along on the assumption that these people are going to retire, and if they don't retire, then what happens?

     MS. LETHBRIDGE:  But I think they are going to retire.  My assumption is they will retire eventually, and given the numbers that we have, the projections, you know, are based on age 59 and unreduced pension, which is 30 years.


So they're going to retire in five, because they can max out at 35.  At that point in time, it's not even economically sound for them to stay if they can collect their pensions.


That's how we made those assumptions.  So they are going to retire.  It's just a question of time.

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

     MR. SOMMERVILLE:  Thank you, Mr. DeVellis.


Redirect, Mr. Rodger?

     RE-EXAMINATION BY MR. RODGER:
     MR. RODGER:  I'm going to start by asking 

Ms. Lethbridge when would be economically prudent for lawyers to retire, but I'm not sure I'd get a helpful answer.

    Mr. Couillard, returning to you first, you had a lot of discussion throughout the examination about the corporate reorganization, corporate restructuring that you've undergone, that you've described in this application.  You spoke a number of times about your review of these plans with the Board and boards.  I just want to clarify that.

     You clearly would have passed this by the THESL board, and presumably they've approved this restructuring, but I take it you did discuss this with your own board of directors?

     MR. COUILLARD:  Absolutely.

     MR. RODGER:  And when you also refer to "board", did you also include discussing this proposal with the Ontario 

Energy Board?

     MR.COUILLARD:  Absolutely.

     MR. RODGER:  And was this the compliance group that you had these discussions with?

     MR.COUILLARD:  Yes, we had discussion with the compliance group, headed by Mr. Brian Hueson.

     MR. RODGER:  What was his response to this proposal, this restructuring proposal?

     MR. COUILLARD:  It received a very warm welcome.  I think there were still some -- although we believed that our previous structure was still meeting all the Affiliate Relationship Code requirements.  I think by doing this restructuring, it was removing any type of potential questioning about our compliance with that Affiliate Relationship Code.

     MR. RODGER:  If I could turn you now to Exhibit 

S3.1, and this is the comparison of the old methodology with the new methodology.  If I could just go to the shared services new methodology.  

If I look at your proposed increases under the new methodology from 2007, where you have a grand total of $6,976,836, projected out to 2010, where you indicate $7,385,857, am I understanding this correctly, that the average increase over this period is about 1.9 percent?

     MR. COUILLARD:  That is correct.

     MR. RODGER:  Is that below the current inflation estimates?

     MR. COUILLARD:  That is.

     MR. RODGER:  And if I go down to the difference, the bottom table, the difference between the old and new, and the numbers I'm seeing from 2007 to 2010.  2007, a grand total of $1,297,309, extending out to 2,667,865, do I understand this correctly that what this shows us is the net reduction on THESL's revenue requirement over this period by using this new methodology?

     MR. COUILLARD:  That is correct.  The main intent of this schedule, obviously, was to bring the correct information in front of this proceeding, but also, to show on the last table what was the benefit to the distribution company of using this new shared services methodology that we've developed.

     MR. RODGER:  And, Ms. Lethbridge, just turning to you, could you please turn up on the Mercer study?  You had a discussion with Ms. Campbell about page 4.  This was the market analysis methodology, the cash compensation chart.

     This is the Mercer study, Exhibit C2, Tab 1, Schedule 3, page 4.  Ms. Campbell took you through some of the percentage of level matched in some of the categories.  But am I correct, if I look down at the bottom of that table, at the end of the day, for the non-bargaining units total, there was 65 percent of levels matched?  Is that correct?

     MS. LETHBRIDGE:  This is correct.

     MR. RODGER:  And if you go to the top of page 5, the top paragraph reads:

"It is Mercer's opinion that the samples outlined in the table on the preceding page are appropriate to assess the overall pay practices for employees that are generally representative of all major job specialties and organizational levels within Toronto Hydro."

     You can agree with that statement?

     MS. LETHBRIDGE:  Yes, I can.

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

     MR. SOMMERVILLE:  Mr. Balsillie.  

QUESTIONS BY THE BOARD:

     MR. BALSILLIE:  I’ll move my books over here so I can face you, and still hopefully this mic picks it up.

     If you were the head of HR of another large bank or another corporation, you would be facing these same HR problems as you are at Toronto Hydro, THESL, in terms of facing retirements and renewing your workforce?  Is that true?

     MS. LETHBRIDGE:  I believe we'd be facing the same troubles as far as that bubble that's happening as far as retirements, and I've heard from many of my HR colleagues at conferences that they're faced with the same challenges of replacing talent and the tight labour market they expect.

     MR. BALSILLIE:  Is there anything unique about 

THESL's situation compared to what else is going on?

     MS. LETHBRIDGE:  What I find is unique to us is the training of very complicated jobs.  It's four and a half years, and we can't skirt that because it's necessary to get the kind of knowledge transfer that we're going to need.

     And the uniqueness is, we have a very talented workforce now that has worked in the six previous amalgamated cities, with different networks and different processes, and that knowledge transfer isn't easily transitioned to a new employee in just a simple classroom training session.  That has to be done through experiential learning, if we want to keep a safe workforce that is also safe for the customer and can continue to do this work in there, in the years to come, in an effective way.

     MR. BALSILLIE:  Just to return to a question by 

Mr. DeVellis.

     What are the entry requirements to your trade school?

     MS. LETHBRIDGE:  The job is a physical job in nature.  You do it for a long time, so the entry level is -- we have major categories.  One is a fitness test that assesses whether or not individuals, you know, can do the job and there are job simulations.  Then we have actual, real-life job simulations.  We have a test that encompasses things like electrical theory.  In the job simulation, we also test whether they have the ability to use tools, real-life situations that they would be encountered, day-to-day.  The fourth test is an interview process that is an interviewing process within which we determine whether or not -- things like really good communication skills are critical in this job, because they have to do things like call the control rooms, put hold offs, just to make sure that electricity is managed properly while they're working, so it's a very good communication -- we're testing for communication skills, problem solving skills, their ability to work as a team in a unit, so we have an interview process.  It's a very rigorous process for entering.

     MR. BALSILLIE:  So these people would have come out of more than just high school then?

     MS. LETHBRIDGE:  Yes.

     MR. BALSILLIE:  So they have to come to you with a community college background?

     MS. LETHBRIDGE:  Typically, typically we look for people who have had some experience in trades, and maybe some construction experience, where they've used tools.  

They might have a background in electricity, at times, but sometimes they do come right out of high school and they go through the apprenticeship program.  And they do very well.  It's the rare occasion, but --

     MR. BALSILLIE:  What would be the average age of your entry people?

     MS. LETHBRIDGE:  Oh, they're probably between about 

22, I would say; 21, 22.

     MR. BALSILLIE:  Okay.  If I can just take you to this table 2 on Exhibit C2, Tab 1, Schedule 6, page 5, the table at the bottom of the page, table 2, "Apprentice’s staffing plan."

     MS. LETHBRIDGE:  Yes.

     MR. BALSILLIE:  Just a very simple question.  What does "graduating" mean?

     MS. LETHBRIDGE:  They're finished their four and a half years.  They're now graduated journeypersons.

     MR. BALSILLIE:  That was what I was afraid of, because these numbers on the graduating are very low, compared to the number of people that are in the program.  So is that an attrition rate over that timeframe?

     MS. LETHBRIDGE:  You'll start to see that in the years 

2011, '12, and '13, you start to see the four and a half years kick in.

     But these are the ones that we have graduating in the early stages of this application.

     MR. BALSILLIE:  So someone coming into the program, say, in 2004 should be graduating in 2008; and 2005, 2009?

     MS. LETHBRIDGE:  But we weren't doing as big a program at that time.  It was a much smaller program.

     MR. BALSILLIE:  It might be worthwhile for us to see what you're projecting.  Say, if you're looking at the 96 that you're taking in 2008, are we going to have 96 in 2012 in that bottom line?  Or 85?

     MS. LETHBRIDGE:  Yes.  Exactly.  We can project that out for you.  I can take an undertaking to do that.

     MR. BALSILLIE:  Can you do that for me, please?  Thank you.

     MS. CAMPBELL:  T3.4.

UNDERTAKING NO. T3.4:  PROJECTION OF COMPLETION RATES FOR APPRENTICESHIP TRAINING PROGRAM.
     MR. BALSILLIE:  Turning to the retirements, it's been discussed quite a bit, Exhibit C2, Tab 1, Schedule 6, table 1 -- the forecast retirement table which we've been talking about already -- and comparing that to the coloured graph, bar graph, on page 7 of the same exhibit, you've carried this one out to 2016 --

     MS. LETHBRIDGE:  Yes; correct.

     MR. BALSILLIE:  -- on Table 1, correct?

     MS. LETHBRIDGE:  Yes.


MR. BALSILLIE:  The coloured bar graph just goes to 2012, but what we have here is a downward trend of the total number of employees, so if I add up the attrition rate, the attrition rate is much higher than the number of retirees, which means that you should be able to accommodate the retirees.  Is that a fair assumption?

     MS. LETHBRIDGE:  The calculation that's used in the chart that you see is an FTE reduction, so we've taken -- factored into this chart the attrition rate over time.  And we've been conservative in that calculation, because we don't know exactly when they might go.

     The calculation that you see in the interrogatory response, where we were asked to take it out ten years, is a headcount number, and there we've used the assumption of age 59 and unreduced pension.  But in fact, people could go a little later than that, so this is why we were a little -- slightly more -- we were more conservative in the FTE chart.

     We've taken it out the extra two years, to show you that it does begin to stabilize, so we're doing an aggressive sort of training program in the next few years.

     MR. BALSILLIE:  I come back to the fact that the attrition between '08 and '12 --

     MS. LETHBRIDGE:  Yes.

     MR. BALSILLIE:  -- is over 300.  The number of people that are going to retire between '08 and 2012 is just over 230, so that it's not simply FTEs and head count.


All I'm saying is that I think that you have a capacity to manage the retirees, because if you're going to reduce the number of employees by that attrition rate, then there's lots of elasticity in that system.

     MS. LETHBRIDGE:  I'm not sure where you're getting the 300 number.  I apologize.  Because in the chart --

     MR. BALSILLIE:  Well, if I add up the 15, 29, 51, 83, 126 --

     MS. LETHBRIDGE:  Okay.  This is a cumulative number.  So this is a cumulative number.  So it's 15 and --


MR. BALSILLIE:  So it's totalling 126 --


MS. LETHBRIDGE:  -- then 29 -- it's total 126.

     MR. BALSILLIE:  Okay, my mistake.  Sorry.  All right.

     With regard to the total numbers that are listed in C2, Tab 1, Schedule 1, page 4 --

     MS. LETHBRIDGE:  C2, Tab 1, Schedule 1.  Yes.


MR. BALSILLIE:  -- and the total difference in FTE count between 1,351 and 1,607 is 256.

     MS. LETHBRIDGE:  Yes.

     MR. BALSILLIE:  We've heard today that 211 of those are transferred from THC.


I just want to refer to S1.1 (confidential) and S2.6 (confidential), and I won't say anything about the numbers, but the numbers are considerably different as the numbers that were going to be transferred, the numbers that were going to be newly hired, et cetera.

     I guess the question is the confidence that you have in numbers; say, 1,607 as the number which you have in the bridge year, and going to 1,664 next year.

     MR. COUILLARD:  Sorry, Mr. Balsillie, can you just repeat the reference on the confidential material so I can just --

     MR. BALSILLIE:  Well, just, the business plan --

     MR. COUILLARD:  Yes.

     MR. BALSILLIE:  -- S1.1, and the slide deck that Mr. Haines provided, S2.6; so on slide 6 on the slide deck, and slide 23 in the business plan.

     MS. LETHBRIDGE:  Mr. Balsillie, this presentation that you see was developed in May for a Board update --

     MR. BALSILLIE:  Mm-hmm.

     MS. LETHBRIDGE:  -- early in May.  And they were our early projections.  By August we had refined this information, so the difference that you're referring to is the 160 new, versus 150 new that I have in my chart.

     MR. BALSILLIE:  Okay, and then the number that you have now, 1,607, that's an actual number?

     MS. LETHBRIDGE:  1,607 is the full-time equivalent positions, yes.

     MR. BALSILLIE:  And going to --

     MS. LETHBRIDGE:  It's not an actual number.  It's a budgeted number.

     MR. BALSILLIE:  Okay.

     MS. LETHBRIDGE:  But as of the end of October, we were at 1,575 actual.

     MR. BALSILLIE:  Okay.  My last question then is if you do get the CAPEX dollars and you do the work, you have enough people in the shop trained, with the assistance of apprentices, if the Board, the Panel sees fit to give you the dollars that have been asked for, in 2008 are you going to be able to do the work that -- do you have the horses to get the work done?

     MS. LETHBRIDGE:  Mr. Couillard would like to answer this question.

     MR. COUILLARD:  We certainly believe so.  That's the plan.  And maybe to give a bit more comfort to the Panel, when we actually prepared these plans, we talked a bit earlier on our ERP system, enterprise resource planning.  It derives a number of hours available for work.  It takes, you know, an employee, how many hours are available during the year.


All our programs, all our capital investment, have -- require a certain number of time, so we basically looked at balancing the amount of hours that we need from our employees and the amount of hours that's actually available.

     That's one component of it.  The second component is, in the early days -- and I think my colleague from the capital panel will certainly be able to elaborate more about this -- but in the early days of our capital plan, we are going to do a bit more focus on some civil infrastructure, like, start preparing the civil infrastructure, and then a lot of that work is done through subcontracting.

     MR. BALSILLIE:  So the answer is "yes"?

     MR. COUILLARD:  Sorry, the long answer is "yes".

     MR. BALSILLIE:  Thank you.  Thank you, Mr. Chairman.

     MR. SOMMERVILLE:  Mr. Vlahos?

     MR. VLAHOS:  Thank you, Mr. Chairman.

     Mr. Couillard, I'm going to venture one more time on 

Exhibit S3.1, okay?  It starts off, if you look at the first table, it says "EDR submission", okay?  Can you tell us what EDR is?

     MR. COUILLARD:  Yes, Mr. Vlahos.  These are the numbers that are used to calculate the revenue requirement, which we've derived the rates that are included in this application.

     MR. VLAHOS:  So EDR pertains to this application, does not pertain to 2006 rates case?

     MR. COUILLARD:  EDR pertains to this application, the '08, 9, and 10 numbers.

     MR. VLAHOS:  All right.  So EDR pertains to -- so it's not a COS for cost of service.  I saw the EDR, and I thought you may be referring to the previous case.

     MR. COUILLARD:  No.  I'm sorry for the confusion.

     MR. VLAHOS:  All right, so that's this application?

     MR. COUILLARD:  Correct.

     MR. VLAHOS:  And so the first table, it is based on the old methodology, which had a number of different cost drivers, not a lot of those drivers being sort of time allocation, right?

     MR. COUILLARD:  I would say it was quite less sophisticated.

     MR. VLAHOS:  Okay.  That's fine.

     If we look, then, at the 2006 year -- and that's what you actually had in 2006.  I'm not sure what had been proposed or approved, or being the same?  I can't recall if there were any adjustments made --

     MR. COUILLARD:  That was the approved number.

     MR. VLAHOS:  That was the approved number.  Okay.


Then you keep saying that the purpose of this S3.1 exhibit is to show the change in the revenue requirement for each of the years, okay?  And I think your counsel took you through that, and you've agreed.


Then you also said to show as to the benefits of the new methodology, and again we mix the two things up now, okay.  Is there a schedule, or can I glean from this information what is the benefit of going from the old methodology to the new methodology by itself?

Forget as to what changes in 2008, 2009, 2010 are coming because of different models, different plans.  What is the change from adopting the new methodology; i.e., if I wanted to look at 2006, which had $51.21-million approved, what would be the change to that number if the new methodology applied back then?

Do you follow what my question is?

     MR. COUILLARD:  Yes, we haven't done that calculation going back to 2006.  However, we have done a calculation for -- and it might get us there, so if you don't mind bearing with me for a second.

     We've done that calculation going the other way, so if we would have applied the 2006 methodology to '07, '08, '09, and '10, what would have been the amount that would have been included in this area.

     MR. VLAHOS:  I guess in my view it's not as pure as the one that I'm looking for, because those numbers that you just described, it would have your forecast, your 

estimates.  I want to get rid of that and just look at 2006 as the actual.

     You haven't done that exercise?

     MR. COUILLARD:  No, and the reason is there have been a lot of changes in our responsibility centre in 2006, so it's very difficult for us to kind of unscramble the egg in 2006, because of the different cost structures that we had at that time.  That's really the reason.

     MR. VLAHOS:  All right.  I want to make sure that I haven't missed that evidence if it was there.

     MR. COUILLARD:  No, no, not at all.

     MR. VLAHOS:  So what you have is what would have been the revenue requirement in this shared services, if the old methodology applied?

     MR. COUILLARD:  Correct.

     MR. VLAHOS:  For each of the years '08, '09, '10, and '07 as well?

     MR. COUILLARD:  Yes.  We've done '07.

     MR. VLAHOS:  And this is where?

     MR. COUILLARD:  Well, I don't think we filed it as evidence, but we have actually internally -– we’d be more than happy to take an undertaking and provide that.

     MR. VLAHOS:  Just a minute, please.  

     --- Board confers

     MR. VLAHOS:  Mr. Couillard -- I'm sorry.  Go ahead.

     MR. SOMMERVILLE:  We'll need an undertaking number for that, and perhaps, just a description -- Mr. Couillard, why don't we start with you describing what it is that you have that you can present?

     MR. COUILLARD:  Okay.  One of the exercises we did internally, as far as validation of some of our numbers, is to look at all the costs that were transferred into the distribution company from the old corporate structure, removing these costs from a distribution company, okay.  Adding them to the current shared services costs.  So in theory, what we would get is the total costs that used to be in corporate.  We're taking these 211 people, just using headcount, and moving them back into corporate, and that gives us a certain amount.  And then we would use the percentage that was used at the time in order to, in 2006, to allocate the costs into THESL, so we can do that every year.

     When we did that for 2008, using a 94 percent, which was the allocation percentage that was used in the 2006, so if we look at the $51.2 million that we have in the schedule, that represent 94 percent of all the shared services costs that we had in 2006, so we forward-applied the same percentage.  Then we would get to a number for every one of those years '08, '09, and '10, and even '07.  If it's any help from the --

     MR. VLAHOS:  Okay, Mr. Couillard.  Yes, that's a good explanation.  Perhaps you saved yourself all that typing when you give us the response of the undertaking and the assumptions that are associated with that information.

     If you were to provide that, and I believe that was the question of the Chair, to just shortly describe what you're going to provide, so that the court reporter can show that on the record.

     MR. COUILLARD:  If it please the Panel, I'll be happy to provide that.

     MR. VLAHOS:  So just give us three seconds for it.

     MR.COUILLARD:  So a summary is, we remove all the transfer costs.  We bring back the transfer costs into corporate.  And then we would use the percentage -- we add the current corporate costs that are still remaining in corporate; so that's, you know, A plus B, and then we apply the 2006 allocation factor, which used to be 94 percent, to this amount.  And then we add this back to the THESL cost.

     MR. VLAHOS:  All right.

     MR. COUILLARD:  And see what the total variance is.

     MR. VLAHOS:  So as long as that accomplishes what I'm after, which is what would be the cost or the revenue requirement for each of '07, '08, '09, and '10, if you were to use the new methodology -- I'm sorry, if you were to...

     MR. COUILLARD:  The old.

     MR. VLAHOS:  Use the old methodology.  Okay.  Which is what you had done, which is not as pure as I had wanted you to do, which -- okay.  I understand.

     Let's move on to the next one.

     MR. SOMMERVILLE:  We'll give that an undertaking number.

     MS. CAMPBELL:  T3.5.

UNDERTAKING NO. T3.5:  TO PROVIDE INTERNAL EXERCISE USED FOR VALIDATION OF NUMBERS

     MR. SOMMERVILLE:  Thank you.

     MR. VLAHOS:  So, with that discussion, then, what additional value do we get from Exhibit S2.1?

     MR. COUILLARD:  I'm sorry, Mr. Vlahos, is it S3.1 or 

--

MR. VLAHOS:  No, I have an S2.1.  That's the long sheet.

     MR. COUILLARD:  We filed that evidence; I think it was a request from -- that was done during the ADR process.  That's the only reason we filed that.

     MR. VLAHOS:  What does it tell me?  I mean, it's filed.

     MR. COUILLARD:  Yes.

     MR. VLAHOS:  What does it tell me?

     MR. COUILLARD:  It actually tells you a little portion of this variance.  If we were to look at 2007, for example, the $57 million would be representing, if I'm -- my notes here.  The $57-million that we have at the bottom of the page?

     MR. VLAHOS:  Right.

     MR.COUILLARD:  For 2007, would represent the shared services summary that will be net into THESL, inclusive of what THESL is receiving versus what THESL is paying.

     I'm not sure this will bring as much as the analysis.  

I mean, it's the same type of concept.

     MR. VLAHOS:  I'm more than happy to just --

     MR. RODGER:  Mr. Vlahos, if it's helpful, the reason that this was requested by the intervenors is that they suggest it would be helpful to have all the shared services numbers on one page.

     MR. VLAHOS:  Okay, Mr. Rodger.  Thank you.  If I don't need to understand more of S2.1, I'll be quite happy.

     Mr. Couillard, I might get back to you after 

I have a question of Ms. Lethbridge. 

     Ms. Lethbridge, this retirement, you have a target of 59, I believe you said.

     MS. LETHBRIDGE:  The assumptions that are used to calculate.

     MR. VLAHOS:  Yes, 59, assumptions of full benefits.  So if I'm 59 and qualify, then what do I do?  Buy a place in Florida?  There's no opportunity for me to provide work to the corporation, to THESL?

     MS. LETHBRIDGE:  The assumptions we used for retirement are age 59 and an unreduced pension, which typically happens anytime after 30 years, and age 55.  

People could go earlier, because they could be 55, with age 

30 -- this is the OMERS calculation of when a pension would be available to you at an unreduced rate, because typically, that's when people would go.

     They can stay beyond 65, as you know.  However, when we looked into how long might people stay, once you have reached 35 years of service, there's really no economic value, because you're at 70 percent of your pension, so you might be working for -- a majority of people wouldn't stay beyond that.

     So it's used for assumption purposes only.  They could stay.  However, I will say that in the trades and technical, particularly in the trades, it's a very physically demanding job; right? So, you know, we're assuming it's not likely, but they will go anytime between that period.

     MR. VLAHOS:  So there's substantial claw-back.  You're suggesting that it doesn't make sense; there's no economic incentive to work, because you're actually are working for 

25 percent of your --

     MS. LETHBRIDGE:  Right.

     MR. COUILLARD:  Exactly.

     MR. VLAHOS:  -- of your value.

     Who is doing the clawing back?  Is it the pension plan?

     MS. LETHBRIDGE:  I'm not sure what you mean by "clawing back".

     MR. VLAHOS:  Well, okay, so I'm earning "X" thousands of dollars of my pension, and I do work for the corporation for some part-time basis, and then you're going to pay me whatever my wage would be.  So now who do I pay back what you have --

     MS. LETHBRIDGE:  Oh, it's your decision on when you retire, so if they were to stay and work until 60, for example, versus, you know, 59 or 65, OMERS doesn't kick in until they decide to retire.  Their pension doesn't kick in, so it's not necessarily a claw-back.

     MR. VLAHOS:  All right, so I do retire at 59, and I take six months off, and I come back to THESL.

     MS. LETHBRIDGE:  Yes.

     MR. VLAHOS:  Okay?  As a consultant.

     MS. LETHBRIDGE:  Well, you're back into -- if you come back to the organization, you're back into -- you have to be a member of OMERS if you're a full-time employee.

     MR. VLAHOS:  On a part-time basis?

     MS. LETHBRIDGE:  We don't have provisions in the collective agreement.  We have not negotiated provisions for part-time workers.  When we're talking trades, technical, we're talking unionized positions.  We don't have part-time.

     MR. VLAHOS:  If I then work for a contractor, you would use contractors, wouldn't you?

     MS. LETHBRIDGE:  For core work?  For core --

     MR. VLAHOS:  You would have to help me with that.

     I'm an electrician, you know, all these years, and then I'm sure there is some work I can do outside THESL, relating to THESL's business.

     MS. LETHBRIDGE:  So if you're talking about core work, and somebody was to retire and come back through a contractor, our core work is done by our employees.

     MR. VLAHOS:  I see.  That's what you mean by "core".  Okay.

     MS. LETHBRIDGE:  Core work, we would not, you know, contract.

     MR. VLAHOS:  All right, so are you saying that this person either continues or it's totally out?

     MS. LETHBRIDGE:  Yes.

     MR. VLAHOS:  There's no --

     MS. LETHBRIDGE:  No.

     MR. VLAHOS:  -- nothing in between?

     MS. LETHBRIDGE:  No.  Not at -- no.

     MR. VLAHOS:  And that would apply for working for another LDC?  I would not have an -- there would be no incentive for me to work for, you know, for London Hydro.

     MS. LETHBRIDGE:  That's a good question, actually.  So I leave Toronto Hydro, I go to work for --


MR. VLAHOS:  Right.


MS. LETHBRIDGE:  -- another LDC.  They're also, if they're in Ontario, they're also covered under OMERS, so they would still be under the same requirements.

     MR. VLAHOS:  All right.  Thank you for that.

     Now, my second-last question:  How much of this sort of hiring plan that you spoke of is related to demographics, people who are aging and retiring, and how much is driven by the capital expenditure plan that we've talked about the first couple of days?

     MS. LETHBRIDGE:  If you look at the demographics alone, you can see that, given it takes four and a half years, we have to start anyway.  And you can see it coming down a little bit and stabilizing, because I've depicted that in the chart just to show you.  We have to do this, because people are going to retire, so we have to this.


It's an opportunity at the same time, while we're doing this, to have both apprentices here while more seasoned professionals are here to also contribute to advancing the need that we have, as far as the renewal of our plant.

     MR. VLAHOS:  Ms. Lethbridge, are you suggesting that this is totally independent from the renewal plan?

     MS. LETHBRIDGE:  I'm not suggesting that it's totally independent at all, but I'm saying the numbers are the numbers that I look at for attrition, and we still have to do hiring to replenish our organization.

     MR. VLAHOS:  Have you or anyone in your department or your company run a scenario where, what would be the total hire scenario, based on a capital expenditure not dissimilar to the last few years?

     MS. LETHBRIDGE:  No, we haven't done that.  Our job is to provide attrition data, and that's done by operations.  The other panels might be able to help you correlate the two.

     MR. VLAHOS:  Okay.  And that would be --

     MS. LETHBRIDGE:  That would be --

     MR. COUILLARD:  Panel 3.

     MR. VLAHOS:  Okay.  I thank you for that, Mr. Couillard.

     There was some discussion about Exhibit R1, Tab 6, 

Schedule 23, which does relate to human resources, but the reason I'm picking it up is because it has a good exposition of what would happen if you hire one person less or ten people, ten persons less.  And it works through the sort of the bottom line, the revenue requirement.

If you can just turn that up, is there a similar schedule that would show any adjustment to the proposed capital expenditure plan for the three years, and the impact on the O&M?  And I'm asking you now as part of this panel, just in case.  If you don't have the answer, you can think about it and get back to us at an opportune time.

     MR. COUILLARD:  Sorry, Mr. Vlahos, can you just -- I just want to make sure I understand the request.

     MR. VLAHOS:  Yes.  If the Board were inclined to reduce the capital expenditure by "X" amount, okay?

     MR. COUILLARD:  Yes.

     MR. VLAHOS:  And let's say that expenditure reduction is the same, just to make it simple, okay?  The same for each of the years 8, 9, and 10, okay?

     So what should be the Board's assumptions as to how much O&M would be reduced because of that expenditure reduction in cap -- in capital expenditures?

     MR. COUILLARD:  So the impact of O&M on O&M of a reduction on capital plan, which could also be, I'd like to point out, an increase -- because if we're not replacing some asset, obviously there might be increased maintenance costs as well -- so that's the sensitivity type of analysis.

     MR. VLAHOS:  That's fair.  I mean, there may be some trade-offs there that --

     MR. COUILLARD:  Yes.

     MR. VLAHOS:  But is that information anywhere on the record, Mr. Couillard?

     MR. COUILLARD:  I don't believe so.

     MR. VLAHOS:  It is not.


And that can be --

     MR. WARREN:  Mr. Vlahos, I think there may be, actually, an interrogatory response.  I'll try and find it at some point, but there may be an interrogatory response that doesn't ask exactly your question, but I think there may be some analysis in there somewhere.  I'll try and find it for you, sir.

     MR. VLAHOS:  All right.  Okay.  We'll wait for that, then, okay?  If one of you just comes across it, would you please tell us?  Thank you.

     Again, the reason I'm asking you this question, Mr. Couillard -- so that in case you don't know the answer, perhaps later on Mr. McLorg can respond to that -- and that is, I think typically in rate filings, there is some evidence as to what is the separate contribution of various cost pressures on the revenue deficiency or sufficiency, whatever the case may be.

     And I was able to come up with two different exhibits here that talked about, it says, summary or components of gross revenue deficiency -- and it is Exhibit J1, Tab 2, Schedule 6 -- and also another source, which basically tells me the same thing, but even a higher-level summary.


But a couple of points on this one:  One is that -- you want to turn it up --

     MR. COUILLARD:  Yes, we'd like to, if you don't mind.


Yes, Mr. Vlahos.

     MR. VLAHOS:  Yes, and just for the record, the other reference that I had was Exhibit J1, Tab 1, Schedule 1, page 5 of 7, okay?  They're both entitled the same, a "Summary of the components of revenue deficiency," but I don't think that's what the tables show.  I think the word "deficiency" is not the right one.  It's probably requirement, because it doesn't tell me how the revenue deficiency arises from the application.  It doesn't give that information at all.

     What it does, it gives me the different components of the revenue requirement, and how they change from year to year; right?  There may be another calculation that one probably will have to do maybe based on this schedule, to actually show you the contribution to the revenue deficiency from the different cost pressures.

     MR. COUILLARD:  I just want to make sure I --

     MR. VLAHOS:  Right.

     MR. COUILLARD:  Are you talking about if the inflation is higher, CPI is higher or -- like, is it more of a sensitivity type of --

     MR. VLAHOS:  Well, what I'm thinking of is the main components that comprise cost of service.  You know, the depreciation change in rate, for example, accounts for "X" percent, or so many dollars.

     I thought, and I'm not asking for an undertaking yet, but I thought that part of the filing requirements, that was there.

     Now, maybe I'm wrong, but I always thought it was there, so that one can get an appreciation as to what drives the revenue deficiency, okay?

     MR. COUILLARD:  What drives the increase in revenue 

requirement from year to year?

     MR. VLAHOS:  Right, and that's what I take as deficiency.  But this schedule is not a deficiency schedule, okay?  It does show in the number at the bottom what the deficiency is, but it doesn't tell you its derivation.  That's a long way of getting to the real question, and that is:  What is the contribution of the incremental capital expenditure to the revenue deficiency for each of the years that you are asking?

     Mr. Couillard, if you don't understand the question, just say so, okay?

     MR. COUILLARD:  Okay.  So you don't want an answer now?

     MR. VLAHOS:  No, no; but do you understand the question.  I expect to see that sort of typical presentation of what drives that revenue deficiency.  It's not obvious to me.

     MR. COUILLARD:  Okay.

     MR. VLAHOS:  And the reason I was looking for it was to find out this capital expenditure plan, okay.  How much does it contribute to the revenue deficiency that you have indicated for each of the years 2008, 2009, 2010.  Okay?

     MR. COUILLARD:  Okay.

     MR. VLAHOS:  If it's there, just tell me.  And if it isn't, maybe you can tell us how you can sort of address that question.

     MR. COUILLARD:  I'll do my best so we can address your concerns.

     MS. CAMPBELL:  That would be undertaking T3.6.

UNDERTAKING NO. T3.6:  TO ILLUSTRATE HOW CAPITAL EXPENDITURE PLAN CONTRIBUTES TO REVENUE DEFICIENCY

YEARS 2011, 2012, 2013.
     MR. SOMMERVILLE:  Are you comfortable with that, 

Mr. Couillard?

     MR. COUILLARD:  Yes, I am.

     MR. VLAHOS:  Thank you, those are my questions.

     MR. SOMMERVILLE:  I have no questions.  Are there any 

questions arising?

     MR. RODGER:  Just a matter of clarification.  Mr. 

Balsillie's undertaking, it wasn't clear to me over what period of time he wanted the information about the --

     MR. BALSILLIE:  In response, Mr. Rodger, what I was looking for was what was the success rate of the apprentices to graduating in the numbers that were on the bottom line.  It seemed very low.  So I'm expecting that 2011, '12, '13 -- that's fine -- I want to see that if, in fact, you're expecting 80 percent or 70 percent, and then that has an impact on whether you have to go back out and try and hire more, or -- I'm starting to get into explanation again.

     MR. RODGER:  No, that's fine.  We'll go as far as 2013.  Thank you, sir.

     MR. SOMMERVILLE:  Any other questions arising?

     This witness panel is excused.  Thank you very much.  

Mr. Couillard, you'll be coming back, I do believe.

     MR. COUILLARD:  Absolutely.

     MR. SOMMERVILLE:  Thank you very much for your assistance, Ms. Lethbridge.  It's been very helpful.  We'll take ten minutes exactly.  We'll come back at 10 minutes to 4:00 with the next panel.  Thank you.

     MR. WARREN:  Mr. Chairman, just before the panel rises, I wonder if I could impose on the panel to ask what your intention is in terms of rising this afternoon.

     MR. SOMMERVILLE:  I don't think we'll sit much beyond 5 o'clock.

     MR. WARREN:  Then I can be done.  Thank you, sir.


--- Recess taken at 3:40 p.m.

--- On resuming at 3:51 p.m.

     MR. SOMMERVILLE:  Are there any preliminary matters?  I think we can then proceed to swear the panel.  Thank you.

     MR. RODGER:  If the panel would please go forward to be sworn in.

     THESL - PANEL 3:

     Asheef Jamal; Sworn.

     Robert Wong; Sworn.

     Ivano Labricciosa; Sworn.

     Susan Davidson; Sworn.

     Eduardo Bresani; Sworn.
     EXAMINATION BY MR. RODGER:
     MR. RODGER:  Mr. Chairman, we're now ready to proceed with our panel 3, which we are calling capital expenditures and rate base.

     If I could introduce the panel first, Starting to my left, Ms. Susan Davidson, who is the senior vice-president, customer services of Toronto Hydro-Electric System Limited.


And Ms. Davidson, I understand that as part of the customer services operations that you're responsible for, this includes the meter-to-cash billing process, the call centre, and the customer issue resolution process?

     MS. DAVIDSON:  That's correct.

     MR. RODGER:  And I also understand that you are responsible for the Smart Meter installation project?

     MS. DAVIDSON:  That's correct.

     MR. RODGER:  And that your CV has been prefiled as Exhibit A1, Tab 10, Schedule 2-6?

     MS. DAVIDSON:  Yes.

     MR. RODGER:  And next to you, Mr. Bresani, you are the chief information officer and vice-president of information technology at Toronto Hydro-Electric System Limited?

     MR. BRESANI:  That is correct.

     MR. RODGER:  And your CV has been filed as Exhibit A1, Tab 10, Schedule 2.11?

     MR. BRESANI:  Correct.

     MR. RODGER:  And Mr. Labricciosa, you're the vice-president, asset management, Toronto Hydro-Electric System Limited?

     MR. LABRICCIOSA:  Yes, I am.

     MR. RODGER:  And you are responsible for distribution expenses, both OPEX and CAPEX, and that you will speak to the asset condition assessment and the capital plan?

     MR. LABRICCIOSA:  That is correct.

     MR. RODGER:  And your CV was also prefiled at Exhibit A1, Tab 10, Schedule 2-12?

     MR. LABRICCIOSA:  Yes, sir.

     MR. RODGER:  And next, Mr. Robert Wong.  You are the vice-president of business transformation at Toronto Hydro-Electric System Limited.  And business transformation, I understand, is the area that is responsible for operational business improvements; is that correct?

     MR. WONG:  That's correct.

     MR. RODGER:  And Mr. Wong, your CV was also prefiled as Exhibit A1, Tab 10, Schedule 2-15?

     MR. WONG:  Yes.

     MR. RODGER:  And finally, Mr. Jamal, I believe you are the controller of Toronto Hydro-Electric System Limited?

     MR. JAMAL:  Yes.

     MR. RODGER:  And you're responsible for net fixed assets, construction work-in-progress, depreciation expense, and treatment of gains and losses on disposal of assets.

     MR. JAMAL:  Yes.

     MR. RODGER:  And that your CV has been filed as Exhibit A1, tab 10, Schedule 2-13?

     MR. JAMAL:  Yes.

     MR. RODGER:  And panel, was the evidence before the Board prepared by you or under your supervision?  Starting with Ms. Davidson?

     MS. DAVIDSON:  Yes.


MR. LABRICCIOSA:  Yes.


MR. JAMAL:  Yes.


MR. WONG:  Yes.


MR. BRESANI:  Yes.

     MR. RODGER:  And do you each adopt the evidence as your own in this proceeding today?

     MS. DAVIDSON:  Yes.


MR. LABRICCIOSA:  Yes.


MR. JAMAL:  Yes.


MR. WONG:  Yes.


MR. BRESANI:  Yes.

     MR. RODGER:  Turning to Mr. Labricciosa first, would you please provide the Board with a brief overview of the evidence that Toronto Hydro has filed in this case with respect to your projected capital spending?

     MR. LABRICCIOSA:  Thank you, Mr. Rodger.


We filed the 2007-2016 electric distribution capital plan on January 30th, 2007 of this year.  And we noted it -- it is Exhibit D1, Tab 8, Schedule 10 in the filing.  And also, the distribution asset condition assessment study that we undertook, and I'll note the exhibit:  D1, Tab 8, Schedule 9, prepared by Kinectrics, and it's also dated February 2nd, 2007.

     In summary, THESL's assets are deteriorating.  The conditions of our assets are eroding and they're underperforming.  They are aging and approaching end of life, and the asset condition assessment study has confirmed this statement.

     This deterioration is reflected in our worsening system-performance statistics; namely, system average interruption frequency index and system average interruption duration index.

     We have been prudent in our plan, and in the development of our plans, and have filed with you three key pieces of evidence.  First we have the long-term capital plan, which is a ten-year plan.  We've heard people remark on the ten-year aspect of it and the horizon of ten years, although we do have a three-year filing in front of you, and it is a subset of that plan.

     Second, an asset condition assessment was conducted by an independent and reputable expert firm, Kinectrics, which corroborated the capital plan.  And lastly, we've also filed over 700 pages of evidence in front of you, which details all the specific projects from 2008, '09, and '10.

    These projects are really the first phase, as noted in the ten-year plan, and so they're only projects that need to address the assets that are in either very poor or poor condition, as stated in the asset condition assessment.  We really call it the first phase, the build-up phase, the momentum phase, of that plan.

     MR. RODGER:  Turning to you now, Ms. Davidson, I wonder if you could please briefly describe for the Board Toronto Hydro's Smart Meter plan for the three test years covered by this application?

     MS. DAVIDSON:  Thank you, Mr. Rodger, Board Panel.


By the end of this year, we anticipate installing over 400,000 Smart Meters in the City of Toronto.  This represents nearly two-thirds of our residential customers.  Our initial focus over the last two years has been to support the government's commitment to install over 800,000 meters by 2007.

     Now we're moving into a different phase.  We're starting to work on those areas that we bypassed during this initial installation, and where we've not had access to meters for safety or -- for safety reasons, we're now going into a cleanup mode into those areas.


In addition, this year, we have been working on our computer systems to support the Smart Meters.  We now are reading nearly 200,000 of those Smart Meters that are installed electronically, and a very good success rate.


We've now developed a Web presentation of data and are in the throes of a pilot, with 50,000 customers, presenting that information to those customers.  We actually launched that in early November.

     By 2010 we anticipate the installation of meters to all our customers, a sum of in the neighbourhood of 685,000.  This includes both residential and commercial customers, and will be focusing mainly in the downtown core areas, which are a more complex area to install, because of accessibility.

     We'll also be moving to time-of-use billing, which will have a major impact on our customers, and we will be developing the MDM/R to interact with the ISO.

     We are now treating our Smart Meter installation as a core business activity at Toronto Hydro, and we ask that the Smart Meter budget be approved as part of our three-year filing.  For the years 2008, '09, and '10, the capital budget numbers are 36.2 million, 34.6 million, and 17.6 million respectively.

     These are shown in Exhibit D1, Tab 8, Schedule 5, page 2.  If Toronto Hydro's Smart Meters are our business now.

     MR. RODGER:  Finally turning to you, Mr. Jamal, earlier this week we filed Exhibit S2.4.  This was entitled 

"Correction to Smart Meter capital and depreciation figures."  I wonder if you could just give us an overview of this exhibit, please.

     MR. JAMAL:  Yes.  Thank you.  Exhibit S2.4 describes a situation and impact related to the Smart Meter updates.  

There are two aspects to this matter.

First, the 2006 and 2007 depreciation expenses, which were previously deferred, have been included as part of the 2008 revenue requirement.

Second, the Smart Meter net fixed assets were understated in the 2008 rate base, as they were effectively treated as mid-year additions.  In fact, the revenue requirement should have been based on the full year.

     After these two matters are updated, the net change in revenue requirement will be a reduction of $2.8-million.

     MR. RODGER:  Thank you, Mr. Jamal.

Those are my questions, Mr. Chairman.  The Panel is now available for cross-examination.

     MR. SOMMERVILLE:  Thank you.  Mr. Warren.

     CROSS-EXAMINATION BY MR. WARREN:

     MR. WARREN:  Mr. Jamal, just staying with you for a moment, since your evidence is fresh in our minds, can you and I agree, Mr. Jamal, that absent this public scrutiny of your application, that the $2.8-million mistake would never have come to light?

     MR. JAMAL:  No.  I believe in due time we would have discovered this.  It was a function of all the activities that were going on.  The original assumption when we prepared the application was to include the 2006 and 2007 Smart Meter activities as part of the rate base, as at the time we didn't know the outcome of the Smart Meter hearing that was being conducted earlier in 2007.

     MR. WARREN:  All right.  Mr. Jamal, I'll take you at your word that you would have discovered the mistake.  Let's suppose you discovered this mistake 18 and a half minutes after the Board issued a decision in this case approving a three-year cost of service regime.  How would the $2.8-million have been corrected going forward to 2008, 

2009, 2010?  What mechanism would there have been?

     MR. JAMAL:  I'm not a hundred percent familiar with the regulatory mechanism, but if we would have identified this, we would certainly have brought it forward and have communicated it to the Board and to our regulatory department.

     MR. WARREN:  Thank you for that, Mr. Jamal.  Panel, I want to ask some questions first generally about the capital budget, and then I'll turn, in the second part of my cross-examination, to the smart meters.

     Just to begin at a high level, I wonder if I could ask you to turn up the Board Staff interrogatory which is marked Exhibit R1, Tab 1, Schedule 4.1, Appendix "B".

     R1, Tab 1, Schedule 4.1, Appendix "B". 

     MR. JAMAL:  Yes.

     MR. WARREN:  Panel, you have it.  I'm just waiting to see if the Board Members have the exhibit.

     MR. SOMMERVILLE:  We have got it.

     MR. WARREN:  Now, Panel, this exhibit shows, as I understand it -- I'm sure you'll correct me if I am wrong 

-- this exhibit shows on line 3 the allowed return on equity for the years 2006 through 2010.  It shows other things, but it also shows that.  Correct?

     MR. JAMAL:  Yes.

     MR. WARREN:  Let's begin with 2006.  The allowed return on equity is 9.0.  The actual return on equity is 11.3; correct?

     MR. JAMAL:  Yes.

     MR. WARREN:  In 2007, the allowed return is 9.0 and the actual is 9.9; correct?

     MR. JAMAL:  Yes.

     MR. WARREN:  And for 2008, the allowed return is 8.8 percent, and I take it it's a forecast of the actual return will be 9.9 percent; is that correct?

     MR. JAMAL:  Yes.  Excuse me, sir.  There is an update to this schedule, where these numbers -- as you're reading them, they're correct, but there is an updated schedule that has revised these numbers.

     MR. WARREN:  Can you tell me what the numbers are, then, so I'll just pencil them in?

     MR. JAMAL:  Okay.  I believe it's for 2007, it’s 9.3.  2008, 6 --

     MR. WARREN:  I'm sorry, 9.3 will be the actual return in 2007?

     MR. JAMAL:  Projected, yes.

     MR. WARREN:  2008?

     MR. JAMAL:  6.7.

     MR. WARREN:  For the actual return?

     MR. JAMAL:  I've projected, yes.  2009, projected to be 9.3.

     MR. WARREN:  Right.

     MR. JAMAL:  And 2010, it would be 10.2.  Those numbers are subject to check, but those are the preliminary updated numbers.

     MR. WARREN:  Okay.  Now, I have a question about that.  Have you filed an update?

     MR. JAMAL:  No, we had filed an updated set of financial statements this morning.  The related impact of that would be to this schedule, and this schedule has not been filed.

     MR. SOMMERVILLE:  So we would anticipate receipt of an update to the evidence --

     MR. RODGER:  What we can do, Mr. Chairman, is certainly confirm these numbers on the actual and allowed return on equity.  The bigger issue is what we talked about first thing in the morning, that by making these changes, it permeates different parts of the evidence, and that's what takes a little bit of time.

     So we can certainly do kind of the one-off pages, but there are more things that are affected.  When you pull one side of the chain, something else goes.

     So that's the only caution I give.  But we can certainly confirm the numbers in the morning.

     MR. SOMMERVILLE:  Thank you.

     MR. WARREN:  Panel, let me apologize, it's late in the day.  I apologize for being just marginally grumpy about this, but this is an exhibit that, until about eight seconds ago, I thought was an exhibit.  And when did you plan to tell folks that these numbers had changed and tell folks that you were going to file a new exhibit?  When was that going to take place?

     MR. JAMAL:  As I said earlier, this morning we issued a new set of financial statements, and as I reviewed them before this Panel, I recalculated these numbers.  As soon as I was going to validate them this evening, I was planning to reissue it after it was validated.

     MR. WARREN:  Thank you for that, panel.

     Now, I wonder, panel, if I could then get you to turn up an exhibit, which is an interrogatory response to one of my clients.  And this is Exhibit R1, Tab 3, Schedule 45.  R1, Tab 3, Schedule 45.

     MR. SOMMERVILLE:  Mr. Warren, was that Schedule 4 and 

5, you said?

     MR. WARREN:  Forty-five.

     MR. SOMMERVILLE:  Forty-five.  Sorry.

     MR. LABRICCIOSA:  Yes, we have it in front of us.

     MR. WARREN:  I apologize, Panel, I just want to go back to Mr. Jamal on the matter I was speaking about a minute ago, R1, Tab 1, Schedule 4.1, Appendix "B".


I apologize --

     MR. JAMAL:  Excuse me, was that 3.1?  4.1?

     MR. WARREN:  R1, Tab 1, Schedule 4.1, Appendix "B".  You and I were just talking about it.


Now, I apologize.  I wasn't able to be here this morning, I had another obligation, but I take it that there was financial information filed this morning, and that the impact of that financial information is to change the numbers which are on this page; is that correct?

     MR. JAMAL:  Yes.

     MR. WARREN:  And with apologies for going over tilled ground, the new numbers that were filed this morning were what, and why were they filed?

     MR. JAMAL:  The original exhibit in B1, Tab 7, I believe, the pro-forma financial statements, included an older version, which didn't include the PILs impact and the updated revenue requirement.


So it was a version 6 -- a version 6.2, from THESL's perspective, has been filed.  So as a result of that change, that changed the numbers that underlie R1, Tab 1, Schedule 4.1.

     MR. WARREN:  And can you and I agree, Mr. Jamal, that the changes which you've indicated to me will be made in R1, Tab 1, Schedule 4.1, Appendix "B", those are material changes, correct?

     MR. JAMAL:  Yes.

     MR. WARREN:  Okay.  And do I understand it that the burden of the application that's before the Board is that you would like to preclude the Board, in effect, from having public scrutiny of your financial information for the next three years, based on the confidence the Board should have on the accuracy of your financial data and your financial projections?  Have I got that right, Mr. Jamal?

     MR. JAMAL:  Yes, the revenue requirement was not impacted by this administrative error.  It was simply the inclusion of that change to the revenue requirement that wasn't reflected in the pro-forma financial statements.


So nothing else except the calculation or the impact on those pro forma financial statements was impacted.  Revenue requirement was not affected by this change.  It was an administrative error of just filing a different version.

     MR. WARREN:  Turning then to R1, Tab 3, Schedule 45.

     Panel, this question asked for a comparison of original and forecast expenditures for capital projects over 550,000 for 2006 and 2007.


Now, in Table 1, which is the 2006 capital projects, I have counted in there -- and I would appreciate, given the hour of the day, if you could take this subject to check -- I've counted a total of 59 projects for 2006.  Will you take that subject to check?

     MR. LABRICCIOSA:  Yes, I will.

     MR. WARREN:  And will you take it subject to check that of the 59, a total of 30 had a budget which exceeded the actual amount spent?  Will you take that subject to check?

     MR. LABRICCIOSA:  I will.

     MR. WARREN:  And would you tell me, panel, is that kind of variance between -- which is roughly about a 50 percent variance between budget and actual for your large capital projects -- is that fairly consistent with the experience of THESL?

     MR. LABRICCIOSA:  It's a very narrow question that you're giving me, Mr. Warren, and I think when you break it down to just those segments of projects, I'm not going to argue with the facts.  The numbers are the numbers.  They're there.


When you look at the entire portfolio that we put together, it's generally within 10 percent.  So the swings go both ways, and when you net them out, they generally fall within 10 percent of the entire capital plan.


So I'm not really sure if I answered your question, but I'm trying to get at, I think, the heart of your point, which is the variation in spending in plans, and the assurance is that we do have good plans going forward.

     MR. WARREN:  Now, looking at the numbers which appear in Exhibit D1, Tab 7, Schedule 1, this is the summary of your capital budget for 2006 through 2010.


In an exchange I had with Mr. Haines the other day, I think Mr. Haines -- I don't have the transcript at hand -- but I think Mr. Haines agreed with me that the increases in the budget are material.  They're substantial increases in the capital budget, correct?

     MR. LABRICCIOSA:  Again, subject to check.  I don't have the references in front of me, but I would say there is a very large increase in capital spending in future years within the EDR.

     MR. WARREN:  You can take it subject to check.  I'm reading the exhibit that's in front of me.  I assume it hasn't changed.


MR. RODGER:  What exhibit was it again, Mr. Warren?


MR. WARREN:  B1, Tab 7, Schedule 1, page 10.  2006 historical is $157-million in CAPEX.  You're forecasting that by 2010 that will be 310 million.  That's a big change, isn't it?

     MR. LABRICCIOSA:  It is an increase, yes.

     MR. WARREN:  And a 10 percent variation in any given year is a substantial amount, given those numbers.  Is that not right?

     MR. LABRICCIOSA:  It's 10 percent.

     MR. WARREN:  And given the magnitude of a 10 percent variation on that size of numbers, would it not be appropriate to have a variance account so that you could, among other things, if your budget, as it seems to regularly do, be higher than your actual, that you could account for that, in terms of the impact on ratepayers?

     MR. RODGER:  Mr. Warren, I think on the regulatory mechanisms, this would be a better question for panel 8.

     MR. WARREN:  Now, looking -- if you wouldn't mind, then, turning up D1, Tab 7, Schedule 1.  This is a summary of the capital budget for 2006 through 2010.  Do you have that in front of you, panel?

     MR. LABRICCIOSA:  Is it page 10 of 12, sir?

     MR. WARREN:  It is indeed.

     MR. LABRICCIOSA:  We do have it in front of us.

     MR. WARREN:  Now, am I right in my understanding that under the heading "Sustaining capital", which has six subcategories, that that is the money that's necessary or that's the spending that's necessary to correct the problems with aging assets?  Is that a fair summary of what that's about?

     MR. LABRICCIOSA:  It is, and we call them portfolios.  There are six portfolios.

     MR. WARREN:  And they apply to various categories of aging assets that you feel need to be replaced over the next decade; is that correct?

     MR. LABRICCIOSA:  It's solely not age.  It's also been corroborated with the asset condition assessment, and I think there is statement somewhere in the filing that speaks to the issue of poor and very poor assets are replaced in the first three years, or the investments are needed to address those conditions that are identified.

     MR. WARREN:  Now, the next category I see in this Exhibit D1, Tab 7, Schedule 1, page 10, is something called "total distribution system".  Is that different from sustaining capital?

     MR. LABRICCIOSA:  It includes sustaining capital in that summation.

     MR. WARREN:  In the categories reactive work, customer connections, metering, Smart Meter, engineering capital, capital contribution, and asset management -- that's one, two, three, four, five, six, seven, as I count them -- are they different from the sustaining capital expenditures?

     MR. LABRICCIOSA:  Yes, they are, sir.

     MR. WARREN:  How would you characterize those?  That's just maintaining the existing system?

     MR. LABRICCIOSA:  No.  I mean, each one has its own unique, special area.  For example, Smart Meters would reflect the Smart Meter initiative.  You know, I would not reflect that as sustaining capital, so that's one example, but we can go through the entire list if you would like.

     MR. WARREN:  Reactive work is what?

     MR. LABRICCIOSA:  Reactive work is different than sustaining work, yes.

     MR. WARREN:  Customer connections different from sustaining?

     MR. LABRICCIOSA:  Yes, it is, sir.

     MR. WARREN:  Metering.  Different from sustaining?

     MR. LABRICCIOSA:  Yes, sir.

     MR. WARREN:  Engineering capital different from sustaining?


--- Witness panel confers.


MR. LABRICCIOSA:  Sorry, in that particular case, with that category, the engineering capital work reflects those resources that are not labour-costed to specific projects that are identified in the sustaining capital.  However, they're bucketed resource costs that support the designs that are identified in the sustaining capital projects lists.

     And if your question is going to go, are they double-counted, the answer would be "no".  They are disjoint, and it's just the way we handle that classification of labour in our organization.

     MR. WARREN:  You don't need to worry about where I'm going.  I have a hard enough time worrying about it myself.


So is engineering capital part of sustaining or not?

     MR. LABRICCIOSA:  Yes, part of it.

     MR. WARREN:  And is it part of something else?

MR. LABRICCIOSA:  Yes, sir.  There are also designs for customer connections work, some reactive work if it entails a design, and other areas such as planning, and I would even venture into the metering area, if it involves a design before it goes out to construction.

     MR. WARREN:  Is there a breakout somewhere of how much of engineering capital is attributable to sustaining capital and how much is attributable to other categories?

     MR. LABRICCIOSA:  Not handy, sir.

MR. WARREN:  Can it be done?  

     MR. LABRICCIOSA:  I believe, Mr. Warren, Mr. Jamal can speak to how we actually come up with these numbers, and the answer and how we describe that model may answer your question.

     MR. WARREN:  I only want the number.  And the reason, panel, so that I understand, I'm trying to get an understanding of how much the sustaining capital number is.  If I looked at this exhibit, I would have thought total sustaining capital was, for example, in 2007, bridge year, 106 million.  I'm now told it's higher than that because it has some element of engineering capital.  

I want to understand what the numbers are for sustaining capital.

     MR. JAMAL:  The methodology to determine the engineering capital is essentially based on a percentage of total capital expenditures divided by total projects and programs.  So there's not a specific attribution of cost to each type of project.  We could, by a proxy, allocate costs to the different aspects of the capital program.  But by nature of the way we calculate it, you can't directly attribute it, as we do direct labour costs, to the specific projects.  But if you would like an estimate, we could allocate it based on the total capital program.

     MR. WARREN:  Could I get an undertaking to do that, please?

     MR. SOMMERVILLE:  T3.7.

UNDERTAKING NO. T3.7:  TO PROVIDE ENGINEERING CAPITAL ATTRIBUTABLE TO SUSTAINING CAPITAL/TOTALS

FOR SUSTAINING CAPITAL
     MR. LABRICCIOSA:  Just so I understand your question, 

Mr. Warren, you're trying to get a summation of the total effort in sustaining capital, with the effort described in dollars?

     MR. WARREN:  That's a second part of what I'm looking for.  My narrow perspective at this point is in engineering capital, how much of engineering capital is properly attributable to sustaining capital?  That's what 

Mr. Jamal's going to estimate for me, correct?

     MR. LABRICCIOSA:  Correct.

     MR. WARREN:  Now, if I went through the rest of this list, for example, asset management, information technology, fleet and equipment services, all the way down through the bottom, are there elements of any of those that properly are attributable to sustaining capital? 

     MR. LABRICCIOSA:  The answer to the question would be no.  The only element that has a unique appropriation is engineering capital, sir.

     MR. WARREN:  Now, could I as a second part of my undertaking, Mr. Jamal, get you, please, after you have done for each of the years on Exhibit D1, Tab 7, Schedule 1, after you've broken out the component of engineering capital, attributable to sustaining capital, could you then give us the totals for sustaining capital for each of the years on that exhibit?

     MR. JAMAL:  Yes.

     MR. WARREN:  Can we just consider that part of the undertaking?

     MR. SOMMERVILLE:  Yes.

     MR. LABRICCIOSA:  So, just so I understand it correctly, you'll see three rows.  The one row which really duplicates sustaining capital totals, plus the engineering capital, and then the both of them summated into a third row, showing entire sustaining capital effort.  Is that acceptable, Mr. Warren? 

     MR. WARREN:  Yes.  Now, in the area of sustaining capital, the decision to forecast and to ask the Board for approval of the numbers in sustaining capital is driven by the report that you had done that was filed here on your capital asset condition; is that correct?

     MR. LABRICCIOSA:  It's partly based on the asset condition assessment, correct.

     MR. WARREN:  And what element of discretion was applied by THESL's senior management in terms of deciding whether, in these forecast years, they would pick this amount for sustaining capital, as opposed to some other amount?

     MR. LABRICCIOSA:  I'm not sure I understand your question, sir.

     MR. WARREN:  Well, there are two ways of looking at it.  You have an asset condition report which generates a number, and you can divide it by ten years and say in each of the years I'm going to spend this much on sustaining capital. That’s what I would call a nondiscretionary mechanical calculation; fair?

     MR. LABRICCIOSA:  Correct.

     MR. WARREN:  A second one would be to say that the mechanical calculation results in spending, let's say, take the number 106 million, and that's just too high for its impact on ratepayers, so, as an element of discretion, we're going to spend less.  What I'm driving at is what discretion was brought to bear by THESL's senior management in deciding what numbers there would be for sustaining capital in each of the forecast years?

     MR. LABRICCIOSA:  It's a complex question.  In a sense, it's asking how do you translate the ten-year plan into three one-year project lists that sit in front of you.

     There are several factors that go into that.  In general, it will be based on the criticality of component.  For example, you'll see that in our plan, underground cables are identified as an asset that is definitely at or beyond the end of life.  So in priority sequence that becomes a critical component because of its impact on reliability, and needs to be replaced.  So that sort of, in priority, floats to the top.

     The other element that comes into play would be the timing and sequencing.  I think Mr. Couillard talked about, you know, in the case of underground assets like cable, there is a civil component and an electrical component.  And as you appreciate, one piece precedes the other, so there's almost a sequencing or staging of work.

     So that has to be cycled into the evaluation.

     The third element becomes risk, and at this stage what was factored into the plan is a generic probability impact assessment.  Sort of buckets of high, medium, low probability of failure.  High, medium, low quantity of impact.

     So it wasn't necessarily a robust, quantitative model.  

It was more qualitative, and that gets factored into what projects get done and which projects can be deferred into, say, year 2 or year 3, in addition to what you talked about in terms of asset condition.

     MR. WARREN:  Anything else?

     MR. LABRICCIOSA:  We also looked at the amount of work and impact to our customers, and the amount of effort that we need to expend to get the work done as well.

     MR. WARREN:  Did you consider the impact on ratepayers of spending this kind of money on the sustaining capital project?

     MR. LABRICCIOSA:  From an asset perspective, no.

     MR. WARREN:  Now, I want to know, sir, if I turn to the non-sustaining component of this --

     MR. LABRICCIOSA:  Can I just add one clarification to your question?  And I'm assuming the impact to ratepayers being a financial impact, because there is a reliability impact, and we did factor that into the analysis.

     MR. WARREN:  I was looking for the impact on rates.  

Did you consider that?  And I take it the answer is no.

     MR. LABRICCIOSA:  No, that's right.

     MR. WARREN:  Now, looking at this exhibit, in the non-sustaining categories, I'll lump them together as non-sustaining categories, I take it we can agree that for the non-sustaining categories, that there is again an element of discretion in deciding which projects will get what capital expenditures, and the overall capital expenditures; fair?

     MR. LABRICCIOSA:  It is, again, a bit of a complex question.  Maybe we can tackle it in some of the categories that there is little discretion; for example, reactive work.  It was really based on emergency work.  A cable fails under emergency condition, and it has to be pulled out and a new one replaced; that was a capitalized effort, and essentially we don't leave that cable out; we replace it.

     So there is really no discretion there in terms of whether you do the work or you don't.

     In terms of customer connections, what we forecast is based on an economic outlook, in terms of the build activity in the City of Toronto.  And so when a customer says, "I need electrical power and I have to connect 

up to the grid," we really have no discretion.  We have to do that.

     So those two categories, there would be no discretion.  As they come up, we have to pursue the work.

     MR. WARREN:  Metering.  Just out of curiosity, how is metering distinguished from Smart Metering?

     MS. DAVIDSON:  The components that are in the metering budget are elements that are outside the Smart Meter project.  The major component included in that area is requirements for us to install specific metering in our wholesale metering, in our stations.  That's a requirement by the IESO.  That's the majority of the spend over the next three years.

     MR. WARREN:  And that's non-discretionary.

     MS. DAVIDSON:  That's non-discretionary.

     MR. WARREN:  You were told by the IESO you have to do that?

     MS. DAVIDSON:  That's correct.

     MR. WARREN:  Now, asset management.  What is that, folks?

MR. LABRICCIOSA:  In the asset-management line item there, the majority of capital spend is really the capital contribution for a major project, the Leaside to Birch project on Hydro One lands.

     MR. WARREN:  Are the head-office renovations included in that?

     MR. LABRICCIOSA:  No, sir.

     MR. WARREN:  Where do I find those?

     MR. LABRICCIOSA:  Those would be in our facilities exhibit.  It would be under general-plant category, I think about four lines underneath the total distribution.

     MR. WARREN:  Yes, I see it.  Oh, asset management.  Is there an element of discretion of spending there?

     MR. LABRICCIOSA:  I would say there is a small element for things like investment in tools, to make better decisions on replacement of assets.  One could say that you don't need to refine the tools or buy better tools to do that.  And you could eliminate that from a budget.  We wouldn't do that, but at least we haven't in this program.  We've listed forward.

     MR. WARREN:  It may be the hour of the day, panel.  Let me frame the question in this general way.

     Can you tell us, as we look at this very large capital forecast -- capital spending over the next four years -- can you tell us how much, in the exercise of its discretion, THESL cut back from what it had originally intended to spend before it put this forecast budget forward?  Did you cut anything?

     MR. LABRICCIOSA:  "Cut" is an interesting terminology you use.  When you say "cut", you mean, have not included in this three-year program?

     MR. WARREN:  Yes.

     MR. LABRICCIOSA:  Correct?  When I look at it, we have a ten-year horizon, and a series of projects over those years and a series of investments.  So what did not make it into this plan has made it into the 2011 plan.

     So, yes, we do have projects we did cut that did not make it into the 8-to-10 plan, but we did not necessarily stop the investment per se.  They're included in the overall plan.

     MR. WARREN:  It's not then a question of cutting, it's just a question of deferring.  That's all you'll do; is that right?

     MR. LABRICCIOSA:  It's not a priority, in terms of this first phase.

     MR. WARREN:  May I then turn to Smart Meters, please?  And I'd like first, if I can -- Ms. Davidson, I take it you're the person to answer questions about that?

     MS. DAVIDSON:  That's correct.

     MR. WARREN:  I'd like, if I can, just to understand some numbers, to see if I'm reading them correctly, and in this context, if you could turn up an exhibit you already referred to in-chief, which is Exhibit D1, Tab 8, Schedule 

5.

     And the second exhibit, if you wouldn't mind, Ms. Davidson, is an interrogatory response, which is Exhibit R1, Tab 3, Schedule 53, Appendix "A".  It's an interrogatory of my client.


MS. DAVIDSON:  Before we proceed with the D1, Tab 8, Schedule 5 --

     MR. WARREN:  Right.

     MS. DAVIDSON:  -- I just want to ensure that you have the revisions that we submitted to that tab and that schedule.

     MR. WARREN:  Okay.  I'm not sure I do, so --

     MS. DAVIDSON:  The areas that are changed are two areas, and it's the number of the meters installed in 2006, the original filing that had 197,500, and the revision has 194,000.

     MR. RODGER:  And just to clarify, this was the blue page we circulated on November 30.

     MR. WARREN:  Is there another change, Ms. Davidson?

     MS. DAVIDSON:  Yes.  The only other change was the actual count in the bridge year, 2007.  The total number of units installed is 205,000, versus the 217,500.  And there is a -- the breakdown thereafter, going up to residential and commercial, have been modified.

     MR. WARREN:  Can you just help me out, Ms. Davidson?  As I look at the copy of the Exhibit D1, Tab 8, Schedule 5 that I thought was current -- obviously I'm mistaken -- has the forecast spending for 2006 as 34.1-million; correct?

     MS. DAVIDSON:  That's correct.

     MR. WARREN:  2007, 43.6, correct?

     MS. DAVIDSON:  Correct.

     MR. WARREN:  Do any of the numbers on the bottom line change?

     MS. DAVIDSON:  No.  They did not.

     MR. WARREN:  All right.  Could I then ask you to turn up that interrogatory response, R1, Tab 3, Schedule 53, Appendix "A"?

     MS. DAVIDSON:  R1, Tab 3?

     MR. WARREN:  R1, Tab 3, Schedule 53.

     MS. DAVIDSON:  Schedule 53?  Yes? 

     MR. WARREN:  I'm looking at page 3 of 9.

     MS. DAVIDSON:  And you're speaking of the Toronto Hydro-Electric System Smart Meter investment plan?

     MR. WARREN:  Yes.

     MS. DAVIDSON:  Yes?

     MR. WARREN:  I just want to understand the numbers.  This is projected 2006 Smart Meter expenditures.  Now, there's a -- does the Panel have this in front of them?  Okay.

     On the right-hand side, under total for material cost, is the 43.9 million a capital expenditure?

     MS. DAVIDSON:  Are you speaking of page 3?

     MR. WARREN:  Yes.

     MS. DAVIDSON:  Of 9?

     MR. WARREN:  Yes.

     MS. DAVIDSON:  The 43,942, the material costs?


MR. WARREN:  Right.  Right.


MS. DAVIDSON:  Yes, that would be a capital expenditure.

     MR. WARREN:  Okay.  Now, I'd ask you, if you could just put your finger on that 43.9 and go back to the D1, Tab 8, Schedule 5 number, and I see capital spend forecast on Smart Meters is $34-million.

     MS. DAVIDSON:  That's correct.

     MR. WARREN:  So there's a $9-million difference?

     MS. DAVIDSON:  I think there's a qualification with the --

     MR. WARREN:  Sorry, I just -- Ms. Davidson, you can get to any qualification you want.  But have I got the numbers right, that there's a $9-million difference between what was forecast and what's spent?  Is that right?

     MS. DAVIDSON:  Yes.

     MR. WARREN:  Please.  You wanted to give a qualification.  Go ahead.

     MS. DAVIDSON:  These original numbers were submitted to the Board, and they were the original calculations that we prepared back when the Smart Meter program was in place around May or June of 2006.

     And there's also a qualification that there has been a revision in the numbers, if you turn to page 7 of that same item.

     MR. WARREN:  Right.

     MS. DAVIDSON:  That we have a different number of the 197,500.

     MR. WARREN:  Right.

     MS. DAVIDSON:  Number installed.  And the total CAPEX cost of 39,900.

     MR. WARREN:  Okay.  So are we to take the page 7 of 9 numbers as more accurate?

     MS. DAVIDSON:  The page 7 are more accurate and more up-to-date, yes.

     MR. WARREN:  Now, let's just stay with that for a moment, and let's look at the category of 2009 on page 7, where the forecast there is $23-million in spending.  Right?

     MS. DAVIDSON:  Correct.

     MR. WARREN:  And if I go back to D1, Tab 8, Schedule 5, I see that for 2009 the forecast is 34 million.

     MS. DAVIDSON:  That's correct.

     MR. WARREN:  Okay.  If I look at 2008, again, looking at page 7, I see a $44-million figure.  If I look at 2008 and D1, Tab 8, Schedule 5, I see $36-million.  They're different numbers.

     MS. DAVIDSON:  Correct.

     MR. WARREN:  I'm trying to get a sense of what I am to make of these numbers, that there seem to be material variations in your estimates of Smart Meter costs.  Is that not fair?

     MS. DAVIDSON:  That's fair.  What occurred during this period of time, when the original information was prepared for the Board back in, it was probably August/September of 2006, we went out with an RFP to get prices from many -- quite a number of different vendors, and we were able to get a much better price structure through the RFP than was originally used in coming up with this calculation.  And 

that's reflective in the evidence that's given on -- in page 2.

     MR. WARREN:  So the contract that you actually got affected the actual prices and made the forecasts inaccurate; is that fair?

     MS. DAVIDSON:  That's fair.

     MR. WARREN:  Okay.  Now, with respect to, for the period 2008 and beyond, you haven't signed a contract yet; is that right?

     MS. DAVIDSON:  That's correct.

     MR. WARREN:  When that contract is signed, it follows, does it not, as the night follows day, that the numbers are likely to change, based on your past experience?

     MS. DAVIDSON:  We have a great deal more experience now in looking at the pricing than we did when we originally started working with the Smart Meters, having gone through that contract negotiation, and have modified our test years to reflect that experience and what reductions we were anticipating may happen in those categories.

     MR. WARREN:  Is it the case, Ms. Davidson, based on the numbers we have just looked at, that you can say with absolute certainty there will not be any change in the forecast numbers?

     MS. DAVIDSON:  No, sir, I don't believe anyone who prepares a forecast can say in absolute certainty there won't be any modifications to them.

     MR. WARREN:  Now, let's then take a look at -- starting with Exhibit D1, Tab 8, Schedule 1 -- I take it that what you're asking for, and the relief you're asking for in this case, which is, in effect, approval of the forecasts you've made to be embedded in rates for 2008, 2009, 2010, that the opening balance for each of 2008, 2009, 2010, will be the forecast numbers we see on D1, Tab 8, Schedule 5?

     MS. DAVIDSON:  That's correct.

     MR. WARREN:  Even if those numbers turn out to be wrong, based on the actual expenditures in any given year?

     MS. DAVIDSON:  With the experience we have, we believe that our estimates are very close to what the actuals will be.  As with any forecasting, you take what you have today, and you forecast forward.

     MR. WARREN:  Ms. Davidson, I don't want to put words in your mouth, but the question I asked is that the forecast numbers will be embedded in rates even if the numbers are wrong, and your answer to that question is yes.  Correct?

     MS. DAVIDSON:  Those are the numbers that we're using to put into our rates.

     MR. LABRICCIOSA:  Mr. Warren, we had a hard time following all the tabs and exhibits you're referencing.  Is it only in relation to Smart Meters?

     MR. WARREN:  I'm only dealing with Ms. Davidson on Smart Meters because I thought that was her bailiwick.

     MR. LABRICCIOSA:  Sorry.  I just wanted some clarification.

     MR. WARREN:  Now, again, Ms. Davidson, on D1, Tab 

8, Schedule 5, the numbers we see for CAPEX for Smart Meters, are they all of the forecast costs related to Smart Meters or are there other capital expenditure Smart Meter costs?

     MS. DAVIDSON:  These are the capital expenditures for our Smart Meter program.  We in our metering area are looking at installing for condominiums Smart Meters, but they're in a different budget.  But this is all the cost for Smart Meters.

     MR. WARREN:  What budget would those be found in?

     MS. DAVIDSON:  In our metering service budget.

     MR. WARREN:  Now, just a couple of final questions in conclusion.

     And, panel, again, at a high level of generality, in light of the evidence which we've canvassed which shows differences, material differences, between forecast amounts and actual expenditures, what is the opposition of this panel to having a variance account for Smart Meters expenditures, so that the Board will know and be able to deal with this difference between forecast and actual expenditures?

     MR. RODGER:  Again, Mr. Warren, I believe that panel 8 is the appropriate panel to deal with this question, since these witnesses aren't qualified to deal with the regulatory mechanisms that I think address the issue that my friend is raising.

     MR. WARREN:  Okay.

     Can you turn up Exhibit R1, Tab 3, Schedule 51?  Exhibit R1.

     MS. DAVIDSON:  Yes.

     MR. WARREN:  The question was asked whether there will be any savings arising from the Smart Meter implementation plan in the period 2008 to 2010.  And the burden of your answer is that there will be minimal, if any, distribution cost savings.  Does that answer remain correct today?

     MS. DAVIDSON:  Yes, but, as indicated in the response, we will no longer have meter reading costs that we have in the test year moved from $3-million to $1-million.

     MR. WARREN:  And that's in the forecast; is that correct?

     MS. DAVIDSON:  That's correct.

     MR. WARREN:  Now, if it turns out in the period 2008 to 2010 that there are unexpected savings, how are they accounted for, or how will they be accounted for?

     MS. DAVIDSON:  I believe on a go-forward basis those would be reflected in the next year that we do a filing.  

They would be reflected at that point in time.

     MR. WARREN:  In the so-called rebasing; is that correct?

     MS. DAVIDSON:  Yes.

     MR. WARREN:  Now, if you could turn up Exhibit R1, Tab 3, Schedule 59.

     MS. DAVIDSON:  Yes.

     MR. WARREN:  This deals with the contract which has not yet been executed, and you indicate that in the response that in 2007, THESL issued an RFP to gather information, and that the requested information included, among other things, pricing for residential and commercial meters, pricing for computer hardware and software, details about the ability of the AMI to comply with the Ministry of Energy specifications, details regarding vendor support, details about optional features that exceed minimal functionality for which THESL may elect to develop a business case, remote disconnect, in-home display, power outage notification.

     Also, at the top of the second page, pricing for related products that may be integrated into the THESL AMI; for example, suitability of the AMI to read water and gas meters.

     Do I take it from that that in the RFP you've issued, you will be looking for opportunities to make money arising from the Smart Meter initiative?

     MS. DAVIDSON:  No, Mr. Warren.  Not, not at all.  This is a reflection of the content of the original RFP that went out in 2006.  What we wanted to do is to find out what other features might be available within the products, and what would not be available, but it was never with the intention trying to make money from this, at this point in time.

     MR. WARREN:  At this point in time, but in the future, 

I take it that that's an option; is that right?

     MS. DAVIDSON:  If the product had that and was included within minimum functionality, it's possible but not probable.  It's not the direction we're moving in.

     MR. WARREN:  My final question to you, panel -- it may be in the evidence or the many updates which we've received -- but if it isn't, I wonder if you could undertake to provide for me a sheet which shows all of the capital and O&M that they have spent to date on the Smart Meter initiative.  Can that be done?

     MS. DAVIDSON:  Could you repeat that again, please?

     MR. WARREN:  I can't find in the evidence, and I apologize if it's there, I've missed it -- how much THESL has spent to date, OM&A and capital on the Smart Meter initiative.

     MR. VLAHOS:  Mr. Warren, sorry, are you looking for just the hard costs or soft costs as well?  I'm not sure what --

     MR. WARREN:  All of the costs, sir.  I'm trying to get an umbrella figure for all of the costs that have been spent on the Smart Meter initiative to date.

     MR. VLAHOS:  Initiative, then, it’s not just --

MR. WARREN:  Sorry, Smart Meter initiative.


MS. DAVIDSON:  From a capital point of view, and referring back to D1, Tab 8, Schedule 5, from a capital spend point of view.

     MR. WARREN:  Right.

     MS. DAVIDSON:  The 34, if you go to the historic year 

2006, 34,110,000 is the actual amount that was filed for -- that's the amount we filed for 2006 with the Ontario Energy 

Board for the hearing that we had in June of this year.  

We're anticipating to be close, if not right on budget, for 

43,669,000. This is our capital budget of our spend.

     Our OPEX budget is very nominal, within the neighbourhood of $2-million or under $2-million.  And that operations budget is to cover the communication costs to our customers, and it covers some of our communication WAN costs and some residue to labour that is not charged to this capital budget.

     MR. WARREN:  The $2-million figure you've given me is all of the OM&A expenditures on the Smart Meter initiative to this point; is that correct?

     MS. DAVIDSON:  That's right.  I gave you a round figure, I didn't give you the exact.  But it's in that neighbourhood, within 10 percent, 15 percent.

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

     MR. SOMMERVILLE:  We'll adjourn for today.  Thank you, panel, you're excused for today, and we'll see you bright and early tomorrow morning.  We'll reconvene at 9:30.  Thank you.

     --- Whereupon the hearing adjourned at 4:52 p.m. 
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