
[image: image1.jpg]) SIC PERMANET

| _rocus | 4
Ontario

VT INCEPIT

2\




ONTARIO

ENERGY

BOARD

	FILE NO.:
	EB‑2010-0008

	REDACTED - PUBLIC


	VOLUME:

DATE:
	Technical Conference
August 26, 2010
	


EB-2010-0008
THE ONTARIO ENERGY BOARD

IN THE MATTER OF the Ontario Energy Board Act, 1998, S.O. 1998, c.15 (Schedule B);

AND IN THE MATTER OF  an application by Ontario Power Generation Inc. pursuant to section 78.1 of the Ontario Energy Board Act, 1998 for an order or orders determining payment amounts for the output of certain of its generating facilities.

Hearing held at 2300 Yonge Street,

25th Floor, Toronto, Ontario,

on Thursday, August 26th, 2010,

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

TECHNICAL CONFERENCE
--------------------

MICHAEL MILLAR
Board Counsel
MAUREEN HELT
VIOLET BINETTE
Board Staff

TED ANTONOPOULOS
BEN BAKSH

RICHARD BATTISTA

RUSSELL CHUTE

CHRIS CINCAR

DUNCAN SKINNER

KEITH RITCHIE

WALTER LEE
CHARLES KEIZER
Ontario Power Generation
CRAWFORD SMITH

CARLTON MATHIAS

ANDREW BARRETT

BARB REUBER

BASIL ALEXANDER
Pollution Probe
PETER THOMPSON
Canadian Manufacturers & Exporters (CME)

PETER FAYE
Energy Probe Research Foundation

LARRY SCHWARTZ

JAY SHEPHERD
School Energy Coalition (SEC)

JULIE GIRVAN
Consumers' Council of Canada (CCC)
JAMES WIGHTMAN
Vulnerable Energy Consumers' Coalition (VECC)
ANDREW LORD
Association of Major Power Consumers of Ontario (AMPCO)

RICHARD STEPHENSON
Power Workers' Union (PWU)

STANLEY PUI
Society for Energy Professionals
MIKE BELMORE
(SEP)
3--- Upon commencing at 9:31 a.m.


3Appearances


3ONTARIO POWER GENERATION - PANEL 1 - HYDROELECTRIC


D. Peterson, M. Mazza
3--- Recess taken at 10:35 a.m.


3--- Upon resuming at 10:54 a.m.


3ONTARIO POWER GENERATION - PANEL 2 - NUCLEAR


R. Leavitt, P. Pasquet, D. Reiner

3--- Commencing in camera at 12:42 p.m.


3--- Luncheon recess taken at 12:53 p.m.


3--- Upon resuming at 2:03 p.m.


3ONTARIO POWER GENERATION - PANEL 3: CORPORATE


R. Heard, A. Barrett, N. Reeve, L. Irvine

3--- Recess taken at 3:59 p.m.


3--- Upon resuming at 4:16 p.m.


3--- Resuming in camera at 5:12 p.m.


3--- Whereupon the conference concluded at 5:24 p.m.




3EXHIBIT NO. KT1.1:  COMPENDIUM OF QUESTIONS


3EXHIBIT NO. KT1.2:  Document entitled "Environmental Performance Index, VECC technical conference Question No. 3"


3EXHIBIT NO. KT1.3:  Handout referencing VECC technical conference question No. 9.


3EXHIBIT NO. KT1.4:  Document Entitled "Fuel Channel Aggregate Risk Draft as of August 16th, 2010, REV 4, including major components."


3EXHIBIT NO. KT1.5:  Answers by Ms. McShane on cost of capital.


3EXHIBIT NO. KT1.6:  One-page table, calculations underlying revenue requirement impacts.


3EXHIBIT NO. KT1.7:  Global Insight Report.


3EXHIBIT NO. KT1.8:  ONE-PAGE DOCUMENT, COMPONENTS OF TAX LOSS VARIANCE ACCOUNT.


3EXHIBIT NO. KT1.9:  CHESTNUT PARK ACCORD




3UNDERTAKING NO. JT1.1:  TO PROVIDE LESSONS LEARNED FROM G7 THAT INFORMED THE RESCHEDULING OF G9 AND G10, IF AVAILABLE.


3UNDERTAKING NO. JT1.2:  To Provide numbers for capitalized interest during Darlington construction.


3UNDERTAKING NO. JT1.3:  To Explain 6 to 8 cent result from Monte Carlo analysis.


3UNDERTAKING NO. JT1.4:  To provide impact of sunk costs on LUEC number.


3UNDERTAKING NO. JT1.5:  TO PROVIDE BREAKDOWN OF TOTALS IN INTERROGATORY No. 3


3UNDERTAKING NO. JT1.6:  To PROVIDE ANSWER TO MR. SHEPHERD'S QUESTION RE ISSUE 4.5, SEC INTERROGATORY No. 16.


3UNDERTAKING NO. JTX1.1: Board Staff to clarify additional question put by Board Staff, and indicate sources for the data; OPG to provide an answer after they have reviewed question.


3UNDERTAKING NO. JT1.7:  To provide answers to three AMPCO questions


3UNDERTAKING NO. JT1.8: TO DESCRIBE HOW RATE IMPACT IS CONSIDERED IN COMPANY'S BUSINESS PLAN DEVELOPMENT.


3UNDERTAKING NO. JT1.9:  TO PROVIDE ESTIMATE OF THE ANNUAL NUMBER FOR HST.


3UNDERTAKING NO. JT1.10:  TO Advise whether further alternatives were presented to the OPG board of directors, other than extending the term of variance account recovery


3UNDERTAKING NO. JT1.11:  To provide copies of Ministry of Energy backgrounder document.


3UNDERTAKING NO. JT1.12:  To Advise of OPG's position on producing documentation related to whether deferral or extension of recovery periods for deferral and variance accounts would affect the company's financial situation.


3UNDERTAKING NO. J1.13:  TO PROVIDE A COMPARISON OF THE RISKS ASSOCIATED WITH THE DARLINGTON REFURBISHMENT PROJECT COSTS, ILLUSTRATED IN A SERIES OF S CURVES IN EXHIBIT D2, TAB 2, SCHEDULE 1, ATTACHMENT 4, PAGE 28, AND THE HYDROELECTRIC BUSINESS CASE.


3UNDERTAKING NO. JT1.14: TO DETERMINE WHETHER 2005 RELATIVITY STUDY SHOULD BE PRODUCED.


3UNDERTAKING NO. JT1.15:  TO Disaggregate the five lines in the answer with respect to issue 1.3 and SEC interrogatory No. 1


3UNDERTAKING NO. JT1.16:  To advise if documentation was provided to OPG executives to support the decision to extend the lease.


3UNDERTAKING NO. JT1.17:  TO PROVIDE EVERYTHING THAT AVAILABLE IN ELECTRONIC FORM AND A LISTING OF THOSE THINGS NOT IN ELECTRONIC FORM.


3UNDERTAKING NO. JT1.18:  TO PROVIDE COST TO COMPANY OF OVER-THE-COUNTER DRUGS.


Error! Bookmark not defined.UNDERTAKING NO. JTX1.2:  TO Advise whether change in accounting expense had an impact on payment amounts.


3UNDERTAKING NO. JTX1.3:  To confirm calculation of estimated impact of CWIP in rate base decision until all units are in-service is in evidence, or advise whether the calculation can be produced.




NO


Thursday, August 26, 2010

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

MS. HELT:  Good morning, everyone.  My name is Maureen Helt.  I am counsel for the Board.  I'm assisting Michael Millar with respect to this matter, as he is not available today.

This is a technical conference in the matter of an application by OPG pursuant to section 78.1 of the Ontario Energy Board Act for an order determining the payment amounts for the output of certain of its generating facilities.  The File No. is EB-2010-0008.

For the purpose of this technical conference, I understand there will be three witness panels put forward by the OPG, and there will be no other witnesses put forward for questioning.

It is my understanding that the order of the witness panels that they will appear will be the following.  There will first be a panel with respect to hydroelectric matters.  The second panel will deal with nuclear matters, and the third panel will deal with corporate matters.

OPG has assigned the questions received to date to one of these three different panels.  I understand that OPG has provided a list of these questions in the form of a 39-page document to everyone just prior to the commencement of this technical conference.  If anyone does not have a list of those questions, if you could just please indicate so, and we will ensure you are provided with a copy.

There are two gentlemen at the back.

I would propose that we mark this compendium of questions as an exhibit and, as such, we will mark it as KT1.1.
EXHIBIT NO. KT1.1:  COMPENDIUM OF QUESTIONS

MS. HELT:  Rather than taking the time to read in the questions on to the record, which is very time-consuming and, at times, difficult, given the fact that some of the material is very lengthy and may be in chart form, it is proposed that what we will attempt to do is this:  We will ask OPG -- and I have had a brief discussion with Mr. Keizer about this this morning, but to provide a copy of the compendium of questions in a Word format.

I understand they have received some of the questions from the various parties in Word format, and for those parties that have not provided it, perhaps you can make arrangements with OPG to do so, but we would ideally like to have a chart or the list of questions appended to the transcript in a Microsoft Word form, so it is just easy for reference.  Even though we are marking the list of questions as an exhibit, if it could also be appended to the transcript, we think that would be easier for all of the parties in the future when reviewing the transcript.

With respect to some of the information that the Board has determined to be confidential in procedural orders, the Board has approved OPG's request for confidential treatment of:  one, tax information; two, redactions in certain business case summaries; three, redactions in business plans; and, four, redactions in certain interrogatory responses.

OPG has advised that their responses to the prefiled technical conference questions are not confidential, with the exception of some questions for the corporate panel.

Accordingly, there will be an in camera session at the end of the corporate panel session.  Only those persons who have signed the undertaking and declaration may be present for that in camera portion of this technical conference.

For those who have not signed the declaration and undertaking, we would ask that you leave the room during the in camera session.  And we do have a list of the individuals who have signed the declaration, but we will do our best to ensure that only those who have, indeed, have in fact signed the declaration and undertaking will be present in the room for those portions.

Parties are to make every effort to frame their clarification and follow-up questions such that the questions do not breach confidentiality.

If required, an in camera session will be held at the end of the hydroelectric and nuclear panel sessions, as well.

It is my understanding that OPG, at the end of the technical conference and once the transcript is available, will review the transcript for the in camera sessions and will propose redactions, which will then be determined to see if they are consistent with the Board's confidentiality decisions.

If there are no other questions with respect to those preliminary procedural matters, I would ask that we go through appearances.
Appearances:

MR. KEIZER:  Charles Keizer for Ontario Power Generation, and with me today is Mr. Crawford Smith, who will be sharing some responsibilities on this matter, as well, also Carlton Mathias of in-house legal at OPG, and I am also joined with -- by Andrew Barrett and Barb Reuber, both of OPG regulatory affairs.

MR. ALEXANDER:  Basil Alexander, counsel for Pollution Probe.

MR. THOMPSON:  Yes.  Peter Thompson for Canadian Manufacturers & Exporters.

DR. SCHWARTZ:  Larry Schwartz, Energy Probe Research Foundation.

MR. FAYE:  Peter Faye, counsel for Energy Probe.

MR. SHEPHERD:  Jay Shepherd, counsel for School Energy Coalition.

MS. GIRVAN:  Julie Girvan for the Consumers Council of Canada.

MR. WIGHTMAN:  James Wightman for Vulnerable Energy Consumers Coalition.

MR. LORD:  Andrew Lord for AMPCO, and joined by Tom Adams.

MR. STEPHENSON:  Richard Stephenson for the Power Workers' Union.

MR. PUI:  Stanley Pui, representing Society For Energy Professionals, and with me is Mike Belmore.

MS. HELT:  Thank you.  If I could just remind the parties, when you are actually asking questions, if you could remember to push the green light in front of you.  I believe everyone did, but that will indicate that your microphone is, in fact, on, and if you can ensure that your microphone is pulled towards you.

That is not so that I can hear you or the other parties, but it is primarily for the benefit of the transcription.

Thank you.  Perhaps at this time it would also be helpful to have Board Staff introduce themselves.

MR. CHUTE:  Russell Chute, Board Staff.

MR. CINCAR:  Chris Cincar, Board Staff.

MR. SKINNER:  Duncan Skinner, Board Staff.

MR. BATTISTA:  Richard Battista, Board Staff.

MR. LEE:  Walter Lee, advisor to Board Staff.

MR. RITCHIE:  Keith Ritchie, Board Staff.

MS. BINETTE:  Violet Binette, Board Staff.


MR. ANTONOPOULOS:  Ted Antonopoulos, Board Staff.

MS. HELT:  All right.  Then if there are no further questions, Mr. Keizer, perhaps I can ask if you would like to begin.

MR. KEIZER:  Thank you.  Just if I could just take a couple of minutes just to make a couple of remarks.

One, the process is as we had contemplated it, so we thank you for setting that out.

I guess in terms of a general view, with respect to today, we received, I think, basically over 100 questions.  There is about 180 questions in total, including sub-questions.  So we have a lot of questions to get through.  Some of them are very detailed.  Some of them take on aspects that are comparable to supplementary IRs and not just questions relating to clarification arising from that.

So given that we have limited time available, I think what we hopefully -- would ask people to be judicious in their follow-up questions so that, in fairness, we can try to address all of the questions that have been posed.

And I know it is often hard, but if people can restrain themselves from cross-examination, that will be helpful, so that if they have further enquiries, they can leave that for the hearing and not for today, so that we can get all of the material covered.

The other is that the approach that we're taking, over the last three weeks Ontario Power Generation has answered thousands of questions, and we have done our best, since receiving these questions, to put forward individuals who could attempt to address those.  We may not have the exact expert that may be applicable for certain questions, but the panellists will answer to their best of their ability.  But if it is not available to them, then we would have to deal with that.

As well, I think that we are approaching this as a basis of a technical conference, and that we look to this as being an ability to provide insights into the application of OPG with respect to clarification of the interrogatories and those questions that arise from the interrogatories for that better understanding, and we are not approaching this as a second round of oral interrogatory questions.

So we would like to try to cover the material as best we can in the time allowed.

As you have noted, we have split the panels with respect to the various topic areas.  My colleague, Crawford Smith, will be dealing with the hydro panel as counsel.  I will be dealing with the nuclear and corporate panels.

And so having said that, we are prepared to proceed with the first panel.

MR. SMITH:  The first panel we have is the hydro panel.

Nearest to me is Dave Peterson.  He is the manager, market monitoring energy markets.  And with him is Mario Mazza, director business support and regulatory affairs.
ONTARIO POWER GENERATION - PANEL 1 - HYDROELECTRIC

Dave Peterson


Mario Mazza


MR. SMITH:  If people have KT1.1, the first question for this panel can be found at Page 5, question 9.  It's a question in relation to the Saunders facility and the nature of the capital project.  I believe we have an answer to that.

MR. MAZZA:  Yes.  So the answer to that is in the business case, in Exhibit D1, T1, S2, attachment 1, tab 5, page 1.

The visitor centre is a sustaining capital project.

MR. SMITH:  The next question, question, 10 is in relation to Exhibit L, tab 1, schedule 20.  It is a question in relation to the Niagara tunnel project, a multi-part question.

Question A asks for the net impact of the project.  Do we have an answer to that?

MR. MAZZA:  The information that the Board has requested is not available at the moment.  It would require considerable effort for us to prepare it.

Having said that, the unit upgrades that followed the tunnel business case were evaluated without -- were not evaluated, sorry, without the new tunnel flows, because the scenario wasn't relevant to these project approvals.

We would have to remodel the incremental impacts without the tunnel in, and that wouldn't really give us any additional information to make it a go or not.

It is also noted in the interrogatory that we adopted an incremental approach to the analysis.  In other words, the tunnel benefits are the base case in costs and any additional costs and benefits would be dealt with incrementally, as we have in each one of the business cases.

So the subsequent financial evaluations that you have seen in the previous -- I guess previous filing on Sir Adam Beck G9 and presently in the existing filing on G9 were modelled based on incremental impacts.

Also, we took into account energy efficiencies, time shifting at PGS, which will be different when the tunnel comes in.  So all of these factors were modelled, and I think dealt with appropriately.

MR. BATTISTA:  Just for clarification, when you say "incremental," the additional flows coming in from the tunnel go to do the cost-benefit for the tunnel investment.

So what you are saying is those flows aren't taken into account, the benefits resulting from those, those improved output benefits aren't taken into consideration, and your net present analysis, net present value analysis of the other projects down the pipe, so to speak, related to the Niagara area.  Is that what you are --

MR. MAZZA:  That's what I'm saying.  What it assumed is it assumed the present configuration of the complex, the Sir Adam Beck complex as it existed at the time the tunnel business case was approved.  That was a complex that had 16 Sir Adam Beck 2 units, DeCew units at DeCew complex, and the pump storage facility, which has six units.  Then the assumption was seven units at the Sir Adam Beck 1 complex, since three of the units were on 25-cycle generation.

MR. BATTISTA:  Okay.  And in a simple way, just to have some sense that we are not double-counting the increased flow --

MR. MAZZA:  We are not double-counting.

MR. BATTISTA:  Okay.

MR. SMITH:  Question part B, if we haven't covered that, deals with the costs and benefits occurring from the increased diversion flows.

Mr. Mazza?

MR. MAZZA:  Well, the question B is basically any of the business cases that we do for major projects undergo several levels of review in the company.  And basically, they start within the hydro organization at the plant group level, which in this case is the Niagara plant group.

Then they come to the hydro business unit level, where reviews are done by my group and finance, and furthermore, then they're reviewed by the corporate finance group and ultimately by the executive team.

So that is the level of review that we go through.

Ultimately, they do end up with the board of directors for a final approval.

So we are confident that all the financial evaluations are appropriate and correct, and there is no double-counting.

MR. SMITH:  The next question is on the page over, page 6.  Question 11 asks whether or not OPG continues to be at risk with the Niagara tunnel project.  Do we have an answer to that?

MR. MAZZA:  The answer is yes.

MR. SMITH:  The next question is down on the page, page 14, in relation -- the question in relation to SBG.

Mr. Peterson, I understand you have an answer to that?

MR. PETERSON:  Yes.  In part A of the forecast model used for SBG does not contain any provision for the manoeuvring of OPG's nuclear units.

However, that being said, if did it, it would be after any export considerations after one Bruce unit will shut down.  All available Beck generation was either pumped or spilled, after two banks at Saunders were segregated to Quebec.  And all other forecasted hydroelectric generation was spilled.

MR. SMITH:  That is part A.

Part B asks for the relative impact on OPG's net revenues of reductions in generation types as a result of SBG conditions.  Do we have an answer to that?

MR. PETERSON:  Yes.  In the case of hydroelectric, one-terawatt power reduction would represent a revenue deficiency of approximately $25 million.

In the case of nuclear, the same one terawatt-hour reduction would represent an increase of approximately $50 million.

MR. SMITH:  Part C asks questions in relation to safety, reasons identified in relation to spilling water as the preferred response to SBG.  Do you have a response to that?

MR. PETERSON:  Yes.  Due to the infrequent use of spill waste at other hydroelectric generating stations, it poses a potential risk to downstream users of the river system, such as fishermen, sunbathers, et cetera; whereas spilling at the Beck just involves diverting the incremental spill over the Niagara Falls.

MR. SMITH:  And finally in relation to this question, it asks about other factors other than safety reasons that may be considered.  Do we have an answer to that?

MR. PETERSON:  Yes.  Accomplishing manoeuvres on a nuclear reactor, or OPG's nuclear reactors, I should say, for SBG involve actually making reactor power changes.  This can be difficult, as it involves maintaining the limits for reactor chemistry and physics.  This imposes time limits on the changes.  And inherently, nuclear technology is complex as opposed to the hydroelectric units, which is relatively simple and designed for frequent manoeuvres.

And I would add that during periods of SBG, OPG's decision-making priorities is primary operationally based.

MR. SMITH:  Thank you.

The next –-


MR. CHUTE:  Excuse me, I have a question.  In your answer to part B, I believe you were referring to revenues, and not necessarily net revenues.

MR. PETERSON:  That's correct.

MR. CHUTE:  Do you have any figures for net revenues, that is taking into account the costs associated with --

MR. PETERSON:  No, I do not.

MR. CHUTE:  Okay.  Thanks.

MR. SMITH:  The next question is over a number of pages to page 12, Board Staff question 25.  It is a question in relation to Board Staff interrogatory 88, and it asks why Pickering B's consumption is higher relative to OPG's other nuclear stations.

MR. PETERSON:  It is relatively straightforward.

In the case of Darlington, when the units are generating, they self-supply their own service 100 percent.

In the case of Pickering A, due to legacy wiring issue, both Pickering A and Pickering B, half of their service is supplied from the grid itself.  And the difference between Pickering A and Pickering B, Pickering A only has two operational units whereas Pickering B has four.

MR. SMITH:  Thank you.  Again, over a number of pages to page 16, it is question 37.  It is a question in relation to the global adjustment mechanism, and part A - it is a multi-part question - the party asks how the inclusion of global adjustment mechanism payments affect operation of the PGS, the pump generating station.

MR. PETERSON:  Yes.  The global adjustment is included in the costs associated with the pumping, and it is considered in the decision-making criteria.

MR. SMITH:  Okay.  Part B, then, what is the impact of including global adjustment mechanism payments on the forecast price spreads?

MR. PETERSON:  The price spreads are purely HOEP, and it doesn't include any global adjustment amount.

MR. SMITH:  Okay.  Part C asks, further to Board Staff interrogatory 136, whether or not the addition of more base load generation from the -- I'm sorry.

Board Staff interrogatory 136, OPG indicates that one of the reasons that market price spreads are expected to decline from 2009 levels in 2011 and 2012 is the addition of more base load generation from the recommissioning of Bruce power units and the addition of wind generation.

I should probably say I didn't see a question there, so we conflated it with part D, so maybe you could answer part C and D, Mr. Peterson.

MR. PETERSON:  In the case of part D, the addition of more base load generation affects the prices or depresses the prices of both the on and the off peak, not just the off peak.

MR. SMITH:  The next question --

MR. CHUTE:  Excuse me, just another follow-up question, please.

In your answer to part B, I don't believe you answered the question.  If you included GAM payments as part of the prices that would be paid, what is the impact on the spread?

I believe the spread was only calculated on HOEP, but if you include GAM, is that going to increase or decrease that spread?

MR. PETERSON:  I don't think you could -- I am not sure I guess I understand the question.  You couldn't include GAM in the spread, because the spread is purely HOEP.

MR. CHUTE:  Do you forecast GAM at all for any of your calculations for the incentive?

MR. PETERSON:  Yes, we do.

MR. CHUTE:  So if you included a forecast of GAM there, is there a rule of thumb that comes out of this?  Does it increase or decrease the spread?

MR. PETERSON:  It would...  How can I put this?

It is a factor and it does -- it would notionally, I suppose, decrease the spread.

MR. CHUTE:   Thank you.

MR. SMITH:  The next question is over at page 19.  I believe we are through the Board -- sorry, page 18.  It is AMPCO -- on the AMPCO questions.

It is a question in relation to L, tab 2, schedule 8B, and it asks whether or not the G7 slippage resulted from planned or forced slowdown of the project.  And do we have an answer for that question?

MR. MAZZA:  Yes.  The work -- project work on Beck unit G7, the frequency conversion, was actually physically completed on schedule.  The issue there was we had vibration problems that were discovered when the unit was being commissioned.

So the unit did start producing electricity in March of 2009, but we needed to have some warranty work done, and that took three months to correct the vibration problems.

So, as a result, the unit was officially put in service with the IESO on June 30th, 2009.

MR. SMITH:  Part B asks about the cost and resource savings that resulted from the scheduled changes.  Mr. Mazza?

MR. MAZZA:  Yes.  So the costs associated with a compressed schedule weren't looked at or quantified, because at the time of the approval for G9, we already knew that the Niagara tunnel would be delayed from its original in-service date of the end of 2010.

To compress the schedule, we would have had to add additional resources, because it would be ongoing with the -- partly overlapping with the G7 unit.

So there was also -- there would also be issues in doing this overlap, in that we have space constraints at the facility for craning and laydown areas, if you do two units simultaneously.

So that is -- so we didn't consider these schedule changes.

MR. SMITH:  The next question is also on page 18.  It is question 2 from AMPCO, and it asks for the process that OPG used to determine when the post implementation review for the SAB 1 G7 project would be completed.

MR. MAZZA:  So the process OPG and Hydro go through for post implementation reviews is that, after the unit goes into service, we run it for approximately between six months and a year, and then we need to take a unit out to assess the condition of the runner and its performance to see if the warranty guarantees are in place.

So an outage is required to do this assessment, and we have scheduled one for November 2010.  That is when we will be doing the final PIR for it.

MR. LORD:  Just as a follow-up to that, in the response to Exhibit L, tab 2, 8B, you referred to lessons learned from G7 that informed the rescheduling of G9 and G10.

Were those lessons learned documented separately from the PIR process, and, if so, are they available?

MR. MAZZA:  I would have to get back to you on that.  I can't give you the details.  We did do lessons learned, but I would have to check with our project management group at Niagara to see how they were documented.

MR. LORD:  Can you undertake to produce those, please?

MR. SMITH:  Yes, we will do that.

MS. HELT:  We will just mark that as undertaking JT1.1.

UNDERTAKING NO. JT1.1:  TO PROVIDE LESSONS LEARNED FROM G7 THAT INFORMED THE RESCHEDULING OF G9 AND G10, IF AVAILABLE.

MR. SMITH:  Just so it is clear for the record, we will take a look, first, to see if it is available.  It may be that the document is not available, but of course in the undertaking answer we will make that clear.

The next question is also -- it is on the page over.  It is question 6 from AMPCO.  It is a reference to Exhibit L, tab 2, schedule 9 and asks for certain capital cost discount rates and tax rates that were used in the LUEC and PPA calculations.

MR. MAZZA:  The capital cost that was used was 1.6 billion, as documented in the business case, and the discount rate was 7 percent and the tax rate was 27 percent.

MR. LORD:  Sorry.  Just to clarify, that is the same for both the LUEC and PPA calculations?

MR. MAZZA:  Yes, same information.

MR. SMITH:  I believe that takes us to the CME questions.  Page 21, the first question is in relation to Board Staff interrogatory 18.  It is a question in relation to issue 4.2 and asks for the revenue requirement impact of excluding capital and operating costs associated with the Saunders' visiting centre.

MR. MAZZA:  Yes.  If we were to exclude the visitors' centre, we would reduce the hydroelectric rate requirement over a two-year period, being 2011 and '12, by 3.5 million.

The rate impact associated with that would be 0.09 dollars per megawatt hour.

MR. SMITH:  The next question, also from CME, on page 21 of the document is in relation to Board Staff 35, which is L, tab 1, question 35.

It is a multi-part question.  The first part asks the extent to which wind, solar and gas-fired generation are included in the base load forecast.

MR. PETERSON:  Solar and gas-fired generation are not included in the base load forecast.

Wind generation is included in variable amounts ranging from anywhere from 10 megawatts up to 900 megawatts, with an average of about 200 megawatt hours.

MR. SMITH:  The next part --

MR. THOMPSON:  Excuse me.  What is the source of the information on which you rely to develop that wind generation element of the base load forecast?

MR. PETERSON:  Sorry, could you repeat the question?

MR. THOMPSON:  Yes.  What is the information source on which you rely to develop that wind generation element of the forecast?  Is that something from the OPA or the IESO?

MR. PETERSON:  OPG actually has a proprietary simulation study that uses location-specific factors using Environment Canada and the NOO -- NOAA historical wind data sets.

MR. THOMPSON:  All right.  In a looking-forward basis, what wind facilities are you taking into account?  Is there some information source that tells us that?  Or is that in your --

MR. PETERSON:  Yes.  Actually, I think that is in one of the later questions that address that, but I can address it now.

MR. SMITH:  Why don't you address it now, Mr. Peterson?

MR. PETERSON:  There is currently 1,080 megs of wind in service.  And as per OPA disclosure, we have -– well, it is basically as per the OPA disclosure.

MR. THOMPSON:  Okay.  Thank you.

MR. SMITH:  The next question is in relation to SBG, and it asks for the threshold beyond -- of SBG beyond which OPA assumes market participant actions.

MR. PETERSON:  Generally speaking, we consider SBG, the threshold to be 2,700 to 3,000 megawatts.  At which point we would take action.

MR. THOMPSON:  When you use the phrase "market participants," can you just tell us what you mean by that, who you mean by that?

MR. PETERSON:  Who we mean by "market participants"?

MR. THOMPSON:  Yes.

MR. PETERSON:  Bruce Power, wind, primarily, and exporters.

MR. THOMPSON:  Thank you.

MR. SMITH:  Then asks -- the next part asks the actions that market participants can or will take to manage the potential oversupply situation.

MR. PETERSON:  It is difficult for OPG to say what other market participants may or may not do, in cases of SBG.

MR. THOMPSON:  Well, you have assumed they will take some actions, and I am just asking what actions do you assume you will take.

MR. SMITH:  That is your next question.

MR. PETERSON:  That is the next question.

MR. SMITH:  But it apparently follows naturally.

MR. PETERSON:  Yes.  It is true that in our forecast we have to have some assumptions, but I don't want to speculate about what actual market participants may or may not do in real time.

In terms of the assumptions we used in our forecast, for wind generation we currently don't consider any curtailment from wind generation.

In the cases of export, based on our precedents during 2009, we observed that exports during SBG periods was generally in the 2,700-megawatt range, and it rarely exceeded 3,000 megawatts.

And in the case of Bruce Power, again, based on precedents that we saw during SBG in the summer and spring of 2009, Bruce Power would either manoeuvre several units or alternatively shut down one unit.

So in our forecasting assumption, we didn't actually consider Bruce as manoeuvring.  Rather, if we saw periods of SBG that exceeded 2,700 megawatts for generally periods longer than three hours, we would assume that Bruce Power would take an outage of five days in length, generally spanning over the weekend period.

MS. GIRVAN:  Could I ask a clarification, question?  Sorry, Julie Girvan.

Has the situation changed with SBG in 2010?

MR. PETERSON:  There's been little, if any, SBG --

MS. GIRVAN:  That's right.  And how -- are you going to update your forecast to reflect that?

MR. PETERSON:  Sorry, which forecast?

MS. GIRVAN:  Your production forecast.

MR. PETERSON:  For 2011 and '12?

MS. GIRVAN:  Yes.

MR. PETERSON:  No.

MS. GIRVAN:  Okay.  Thanks.

MR. SMITH:  The next --

MR. THOMPSON:  Sorry, I would just like to follow up to get the information source on which you base the assumption that there will be no curtailment -- that there is no curtailment of wind.  Is that OPA disclosure again?  Is it IESO information?  Or where does that come from?

MR. PETERSON:  Certainly.  Currently, there is no publicly available documents that outline any curtailment capabilities for wind generators.

MR. THOMPSON:  Yes.  But that is not my question.

What is the information source on which you base the assumption no curtailment is available?  The fact that there is nothing available in the public domain?  Is that what you are saying?

MR. PETERSON:  Yes, that's what I'm saying.

MR. SMITH:  The next question deals with Bruce Power's units 1 and 2 and assumptions relating to the recommissioning schedules for those.

MR. PETERSON:  Yes.  And our assumptions, in terms of the recommissioning schedules, are as per the interpretation of the IESO's 18-month outlook that was published in August 2009.

MR. SMITH:  And I believe the last question has already been answered, Mr. Peterson.  That was about the assumption about new wind power additions, and was that your answer in relation to published OPA information?

MR. PETERSON:  Yes.

MR. SMITH:  Okay.  Thank you.

Turning over a few pages to page 24, it is a question in relation to CME Interrogatory No. 15.  And it asks to clarify OPG's response to that interrogatory, to include projects that begin or are ongoing in 2011 or 2012, that end after 2012.

So the table will show multi-year projects ongoing during the test year.

MR. MAZZA:  The answer to this question is actually provided in the Interrogatory L5, 16.  It does show a table there with all of the capital projects that are ongoing through the test period, and that end beyond the test period.

So they're all shown there.

MR. SMITH:  The next question immediately --

MR. THOMPSON:  Just hang on here.  So is No. 16 a supplement to No. 15?  This is CME response to 15, and then you have CME response to 16.

Is it a supplement?  Or does it include those that are in 15 and then others?

MR. MAZZA:  You are referring to the previous table.  The table that -- no, it isn't a supplement.  It is just presenting information in a different way.

The table in 15 just gives you, on an aggregated basis, the projects that, you know -- it gives you an idea of which projects are starting and ending in each year.

So they're showing the projects starting and ending in 2011, by value, and it also shows the projects starting and ending in 2012.

But the table in L5, 16 would have those projects as well, only it gives you more information, in that it shows you the projects that are continuing on beyond 2012.

MR. THOMPSON:  All right.  Is there some reason you couldn't just add the subsection I requested for No. 15?  So I would have it clear in one document, projects starting in 2012 and ending beyond 2012.  Could you provide that, please?

MR. SMITH:  I am not -- sorry, Mr. Thompson, not to be obtuse, but I am not sure I understand the question.  I lost you while I was grabbing the interrogatory.  What is it that you want us to do?

MR. THOMPSON:  My understanding is that the panel is telling me in CME 16 we have all of the projects that are in 15, plus others that end outside, beyond December 31, 2012.  That is the way I understood the discussion.

Have I got that straight?

MR. SMITH:  Just pause there.  Have we got that right?

MR. THOMPSON:  All right.  And so what I am asking for is just the subset.  So I have the pieces that are in 15 that are ending in 11 or 12.  Sixteen gives me everything.  I just want the subset of the projects...

MR. MAZZA:  Sixteen only gives you the projects that are continuing on beyond the test period.

MR. THOMPSON:  Okay.  So it is a supplement?

MR. MAZZA:  Yes.

MR. THOMPSON:  All right.

MR. MAZZA:  It was hard to understand exactly what was being asked by the question, but, in essence, that is what 16 gives you.

MR. THOMPSON:  Okay, thanks.  Then I understand it.

MR. SMITH:  Moving down the page, again, this is a question in relation to CME 24, and it seeks clarification of the reasons why natural gas generation, during off peak periods, exceeded forecast level, and then the second part, the times at which generation exceeded forecast and how those excesses at that time operate to produce increased SBG.  Do we have an answer to that?

MR. PETERSON:  Gas-fired generation is not included in our base load forecast.  Generation of this type is not generally operated in that manner.  It is typically an intermediate and peak demand period operation only.

We did, however, assume that the observed operation of the gas-fired generation during that period was due to the fact that the unit was commissioning following construction.  But we don't know that for sure.

MR. THOMPSON:  Excuse me.  What, then, does the word "forecast" mean in the fourth bullet point on page 2 of this interrogatory response?

You say natural gas is not included in your base load forecast.  Then what is this forecast that is being referred to?

MR. PETERSON:  Are you referring to --

MR. THOMPSON:  CME No. 24, the response.  Page 2, where you list these factors, you say "relative to the forecast of supply and demand" --

MR. PETERSON:  Sorry, can I just call that up before we proceed?  This is CME interrogatory 24?

MR. THOMPSON:  Right.  That's correct.  That is what this question is about.

MR. PETERSON:  Which part?

MR. THOMPSON:  Page 2.  And you say at the top, "Relevant to the forecast of supply and demand", and you cite the previous case, "the increased prevalence of SBG in 2009 was primarily, 2", and then you've got, third bullet point:  High combined cycle gas turbine generation".  You're saying that has exceeded forecast levels.

MR. PETERSON:  Correct.

MR. THOMPSON:  I understood you to say you don't forecast gas.

MR. PETERSON:  Let me rephrase that.  We forecast it as being zero.

MR. THOMPSON:  Okay.

MR. PETERSON:  And we observed actual operation of combined cycle units during periods of SBG.

MR. SMITH:  The next part deals with wind generation.  Mr. Peterson?

MR. PETERSON:  OPG does not actively track actual wind generation versus its forecast, and we don't track the correlation to periods of SBG.

MR. THOMPSON:  So what does the sentence mean "At times wind generation exceeded forecast"?

MR. SMITH:  You are referring, again, Mr. Thompson to page 2 of 3 of L, 5, schedule 24; is that correct?

MR. THOMPSON:  Yes, I am.  That is the sentence that I was asking clarification about.

MR. PETERSON:  It is based on observations in real time operations, but we don't track after the fact actively.

MR. THOMPSON:  What does the word "forecast" mean in that bullet point?

MR. PETERSON:  As I referred to earlier, we do forecast wind generation in the future, as I detailed on the previous response, No. 35, I believe.

So there is a forecast of actual wind generation output contained in our 2011 and '12 forecast, but we don't, after the fact, go back and track.

MR. THOMPSON:  Okay.  So what you are saying is actual wind generation exceeds forecast, but you don't know --

MR. PETERSON:  At times, it may.

MR. THOMPSON:  Okay, thanks.

MR. SMITH:  That moves us to page 27.  It is a question from Energy Probe, bottom of the page, Energy Probe No. 7, and it is a question in relation to L, tab 6, schedule 12, and it is a question in relation to the GRC holiday.

Do you have an answer to that question?

MR. MAZZA:  So as we have discussed or described in that section, the gross revenue charges for hydroelectric stations, including a property tax component, they're paid to the Province of Ontario under the Electricity Act.

And the calculation methodology that we use would include any eligibility for a gross revenue charge holiday, which is defined in the regulation.  And the holiday is given to new generation for a ten-year period.  That is how it works.

So all aspects of these GRC payments are governed by the legislation and we really don't have any control over them.  So...

MR. FAYE:  Just as a follow-up there, then, what I am trying to understand is there seemed to be some tension between the corporation and the Town of Cornwall, and one of the sources of that tension was the perception on Cornwall's part that you weren't paying your fair share of property taxes.

And you responded to that that is out of your hands, that it is a GRC matter.  What I am trying to understand is:  Does the province give municipalities some portion of these GRC payments as payments in lieu of property tax on your behalf?

How does that work?

MR. MAZZA:  Well, the regulation actually -- we were paying directly the municipalities before the regulation went in place.

When the regulation did go in place, what the regulation included there was the fact that the municipalities would not be paid by the Province of Ontario.  So we are totally out of that.

So by pay our GRC payments per the regulation, and then it is up to the province to decide how much they pay each municipality.

MR. FAYE:  Okay.  So it is not simply a flow-through from you to the province to the municipality.

Prior to the GRC, you were paying payments in lieu of property taxes, were you?

MR. MAZZA:  We were making payments pre the GRC introduction in 2001.

MR. FAYE:  So then the source of the -- if there is a debate between you and the town, is that they are not getting payments from the province as they expected to?  Is that what is at the root of it?

MR. MAZZA:  I believe that is a source, from what we know from the papers and discussions with the government.

MR. FAYE:  Okay, thanks.

MR. SMITH:  The next question is also an Energy Probe question, page over, question 8.

It asks for the origination of the visitors' centre.  Do we have an answer for that, Mr. Mazza?

MR. MAZZA:  Well, I guess the response to that is in interrogatory L, 01, 018.  It is all documented there.

MR. FAYE:  I think our question on that was:  The evidence suggests that in some way that the town or other stakeholders in the town wanted this centre and OPG responded.

Other parts of the evidence suggests that this was something OPG came up with and proposed to the town as, you know, some way of mitigating the tension that was developing between the two parties.

I was just trying to get at:  Did OPG come up with the idea, or did the town ask you to put in an information centre and you agreed?

MR. MAZZA:  Basically, what happened with that information centre is, as we say in the evidence, there was an information centre back in the 1990s that we closed down in 1992.

And in 2006, there were some discussions with the town regarding reinvigorating that centre.  The discussions weren't, you know, related to taxes or anything like that.  It was just discussions related to what would be good for the community and the station, and so they really weren't linked at the time to property taxes.

MR. FAYE:  Okay.  Thanks.

MR. SMITH:  I believe that takes us over to the Power Workers' questions.  Page 32 of KT1.1, it is PWU question 3, and it is a question in relation to L, tab 1, schedule 36 and asks for the inputs and methodology underpinning the SBG estimate.

Mr. Peterson, do we have an answer to that?

MR. PETERSON:  Yes.  We determined the median output of the Niagara group plants to be 1,500 megawatts.

Then it is quite simply a matter of taking the forecasted SBG amount and dividing it by the 1,500-megawatt figure.  So an example for 2010, the 0.2 terawatt hours that we forecasted was divided by the median output of 1,500 and that results in 130 hours.

And in the second part, the median hourly output was determined using all hours of 2009, 8,760 hours.

MR. SMITH:  Okay.  I believe that takes us to PWU question No. 5, and that is a question that actually refers to Exhibit F4, tab 4, schedule 1, and asks for confirmation that IESO non-energy costs paid by OPG include wholesale market service charges.

MR. PETERSON:  OPG can confirm that we do not pay the wholesale market service charge.  However, we can also confirm that we do -- are subject to the new charge called renewable generation connection monthly compensation settlement credit.

MR. SMITH:  Okay.  Part 2 asks whether OPG is aware that the OEB may approve increasing costs to be incurred by electricity LDCs related to investments.

MR. PETERSON:  Yes.  OPG is aware of this matter, as discussed in the media.

MR. SMITH:  Okay.  And then having regard to that answer, can you indicate whether or not OPG's IESO non-energy charges forecast for the test period incorporate RGC, RP and WMSG charges, and do you have an estimate of those?

MR. PETERSON:  OPG does not have an estimate of either of these charges, and does not incorporate it in its forecast.

MR. SMITH:  Okay.  That takes us to VECC No. 3, which is on page 36.  And there is a handout for that, which we will distribute and probably ought to be marked.

MS. HELT:  We will mark that as Exhibit KT1.2.

It is a handout, VECC technical conference Question No. 3, Environmental Performance Index.
EXHIBIT NO. KT1.2:  Document entitled "Environmental Performance Index, VECC technical conference Question No. 3"


MR. SMITH:  And part A of that question asks for the historical annual calculations and targets for the EPI.  And do I take it that is included in the handout?

MR. MAZZA:  Yes, it is included in the handout.  I just wanted to make the point that the environmental performance index is only calculated at the plant group level.

So the handout that you have with you is only for the Niagara plant group.

Saunders generating station, which is the other prescribed facility, there is not a specific EPI calculated for the station.  It is built into the environmental performance index for the Ottawa/St. Lawrence plant group, which is -- part of the plant group is unregulated.

MR. SMITH:  And there is a second part to VECC's question, which asks for what happens in the event the target is not met.

Am I correct, Mr. Mazza, that that is covered-off on page 2 under the note following the table?

MR. MAZZA:  So for the categories where it says – with the weighting of MEET, so that applies to A spills and major infractions which we consider in OPG to be fairly serious.

In that case, if the measure is not met, then it is up to the discretion of the executive vice-president of Hydro to appropriate reduce the score, depending on the severity of the incident.

MR. SMITH:  If we turn to page 38, VECC No. 9, this is a question in relation to Interrogatory L, tab 14, schedule 37.  And I believe we have a handout for that question as well.  It asks a number of questions about the hydroelectric incentive mechanism.

We should probably mark that as well.

MS. HELT:  Exhibit KT1.3 will be reference to this document relating to VECC technical conference question No. 9, reference Interrogatory L14-037, Issue No. 9.2.
EXHIBIT NO. KT1.3:  Handout referencing VECC technical conference question No. 9.

MR. SMITH:  And that table, Mr. Mazza, does that respond to questions A and B under this technical conference question?

MR. PETERSON:  Yes, it does.

MR. SMITH:  Okay.  And then -- sorry, Mr. Peterson.

Then question C asks when the rider shown in response to A became effective.

MR. PETERSON:  That would be December the 1st, 2008.

MR. SMITH:  And then part D asks to confirm that the total payments received under the mechanism are given by a particular formula, and are you in a position to confirm that information?

MR. PETERSON:  Yes, I am.

MR. SMITH:  And that is confirmed?

MR. PETERSON:  It is confirmed.

MR. SMITH:  Okay.  Then question E, having regard to the response in B, that OPG believes that in principle the regulated rate may be expected to be above or below or equal to the HOEP for extended periods of time now and going forward.

MR. PETERSON:  Yes.  In that case, sometimes it will be above, sometimes it will be below, and sometimes occasionally will be the same.

MR. SMITH:  For F, again --

MR. WIGHTMAN:  Excuse me.  James Wightman.  Can I ask a follow-up on that?

MR. PETERSON:  Yes.

MR. WIGHTMAN:  During peak periods, would you say that it might be above, below or equal to the HOEP?

MR. PETERSON:  I don't have that information with me.

MR. WIGHTMAN:  Okay.  So there is no expectation?

MR. PETERSON:  All I am saying is that without having the actual forecasted HOEP figures, I would have no idea at what periods they're above or below.

MR. WIGHTMAN:  Would it be possible for you to undertake to possibly answer that, if you can?

MR. PETERSON:  What would I be answering, sorry?

MR. WIGHTMAN:  During peak periods, is the regulated rate expected to be above, below or equal to the HOEP, in general?

MR. PETERSON:  I don't know that it was -- at times it would be, at times it wouldn't be during peak periods.  It would be both.

MR. WIGHTMAN:  So then the answer to that question, E, is yes, it could be above, below or equal, even during peak?

MR. PETERSON:  It could be, yes.

MR. WIGHTMAN:  Okay.  Thank you.

MR. SMITH:  Part F, again, asks for confirmation in relation to a formula, and can we confirm that, Mr. Peterson?

MR. PETERSON:  I can confirm that, yes.

MR. SMITH:  Part G asks about the purpose for pump generation stations existing, and do we have an answer to that?

MR. PETERSON:  Yes.  As we responded in Interrogatory -- VECC's Interrogatory 37, part D, we have said that absent any mechanism, OPG would economically -- be economically incented to run flatter to maximize energy output and get the highest revenue.  This does not, however, mean no pumping would be done, just less than if the market-based drivers were present.

There would continue to be operational drivers that necessitate the pump.

MR. SMITH:  And does that cover part H as well, sir?

MR. PETERSON:  Yes, it does.

MR. SMITH:  And part I?

MR. PETERSON:  In part I, it is OPG's position with regards to its operation of PGS, absent any incentive mechanism, is consistent with that outlined in the evidence in the interrogatory that I just stated.

MR. SMITH:  I believe that takes us to the end of the questions for this panel.

Now, we don't have our panel -- we have the panel here.  They're just not in the room.


MR. SHEPHERD:  Excuse me.  Sorry.  Can we ask them some additional questions?

MR. SMITH:  Assuming they arise from the answers that have been given, yes.

MR. SHEPHERD:  Well, no, they don't.

MR. SMITH:  Then the answer is "no".

MR. SHEPHERD:  So if we haven't provided you with our questions in advance, you won't allow us to get clarification on an interrogatory response?

MR. SMITH:  It is not me, Mr. Shepherd.  It is the Board's procedural order that required that these questions be provided on August 19th.

MR. SHEPHERD:  Yes.  It is also true that the standard practice in technical conferences is that the intention is to get the information on the table, rather than waste the Board's time in an oral hearing.  So normally additional questions are allowed.  It is common practice.  Isn't that right?

MS. HELT:  Normally the Board does allow for additional questions at a technical conference.

However, in this case, there was a procedural order that was issued requiring that the questions be provided in advance, given the complexity of this particular case.

I don't see -- Mr. Shepherd, are your questions lengthy?

MR. SHEPHERD:  Well, no, they're not.  I have questions on all of the panels.

As you know, the Board's schedule is very busy at this time, and it was not possible to provide them in advance.  And, you know, we had an order to provide questions in advance at another technical conference earlier this week, and, as is the normal practice, notwithstanding that one of the parties - not myself - was not able to provide them in advance, questions were still asked.  That's been true of every technical conference I have ever been at.

MS. HELT:  Well, I think that the paramount interest is to have all of the information on the record.  So, Mr. Smith, if you are not going to object, then I would suggest that we go forward with Mr. Shepherd's questions.

MR. SMITH:  I am going to object.

MS. HELT:  All right.  Then can you give me a moment, please?

MR. SMITH:  I have a potential compromise.  Why don't I suggest it?

Mr. Shepherd, do you have your questions now in writing?

MR. SHEPHERD:  I do not.

MR. SMITH:  Would it be possible to get them over the lunch break and we will take a look at them and try and --

MR. SHEPHERD:  You want me to write them between now and lunch?

MR. SMITH:  I know you to be an avid user of technology.  I assumed that you typed your questions and they're simply not --

MR. SHEPHERD:  No.  No.  They're notes on interrogatories.

MR. SMITH:  Well, I am still proposing the compromise.  I assume we will have a lunch break.  If you have questions for this panel and others, I am taking it that there aren't many.  Why don't you just print them out?  We will have a look at them.  We will try and get answers to them.

This panel won't be around, but we will have the questions read -- the answers read in by some other panel later in the day, and that way you will get your questions answered.

MR. SHEPHERD:  I will do my best.  I am happy with that, sure.

MR. SMITH:  Thank you.  Why don't we take a short break and we will get our next panel?

MS. HELT:  Thank you.  We will just take a ten minute break.


--- Recess taken at 10:35 a.m.

--- Upon resuming at 10:54 a.m.

MS. HELT:  I would just like to clarify an issue which came up just shortly before the break, which is with respect to Mr. Shepherd's request to ask questions of this witness panel.  And I thank the witness panel for returning after the break.

Procedural Order No. 4 does, in fact, make it clear that parties participating in the technical conference are requested to file with the Board and copy OPG and all other parties by Thursday, August 19th, 2010 a list of issues and questions which they seek to address or upon which they intend to seek clarification at the technical conference.

It is clear from the procedural order that this is a request being made by the Board.  It is Board Staff's view that Mr. Shepherd, despite the request that the questions be filed in advance -- and it is clear the intention of the Board was to make the technical conference run more efficiently with respect to questions.  However, Mr. Shepherd should be allowed to ask the witness panel questions of clarification, and as such, I would ask that Mr. Shepherd proceed with his questions for this witness panel.

MR. KEIZER:  Thank you.

The hydro panel has been made available, and we will do our best to answer the questions.  Obviously, we haven't had the benefit of seeing them in advance, so I would ask Mr. Shepherd to identify the interrogatory and to give the panel a moment to turn them up, obviously, and to reflect on the answer.

I should observe that I don't agree with the reading of the procedural order, but having said that, we are obviously prepared to proceed in this way.  And with the remainder of Mr. Shepherd's questions, as I understand, he has some questions of the other panels.

MS. HELT:  Thank you.

MR. SHEPHERD:  Thank you.  I should say I apologize for not providing these in advance.  And I have in the past been a proponent of providing questions in advance, so I am hoist by my own petard, I guess.

I have actually, I think, either two or three questions of this -- of these witnesses.

First is SEC Interrogatory No. 44, which deals, at least nominally, with the Niagara tunnel project.

Do you have that there?

MR. SMITH:  Just a moment, Mr. Shepherd.  The panel may have; I don't.

MS. HELT:  Mr. Shepherd, is it possible for you to also provide the issue number when you are referring to your question?

MR. SHEPHERD:  Oh, yeah, it's Issue 4.2.

MS. HELT:  Thank you.

MR. SMITH:  I have the material, Mr. Shepherd.

MR. SHEPHERD:  Okay.  Thank you.

So there is a number of refusals in this, and I am not going to -- I am assuming you are still refusing to provide the documents we have asked for, so -- but there is one in which I want to pursue it.  There is a document in G called the:  "Chestnut Park Accord addendum."

You have refused to answer that because it is not relevant to a status update for the Niagara tunnel project.  But do I understand correctly that it is this document is applied to trades work throughout OPG?

MR. MAZZA:  My understanding is that it is.

MR. SHEPHERD:  So then it is relevant to all of the other labour costs in your application, right?  So on that basis, I would ask you to undertake to provide that.

MR. SMITH:  Well, I think we are going to stand by the refusal, Mr. Shepherd.  I am not sure that Mr. Mazza, frankly, is the appropriate person to advise as to whether the labour personnel at OPG use this addendum or not.

MR. SHEPHERD:  I will ask the corporate panel, then.  That's fine.

I am trying to understand the basis of your refusal, Mr. Smith.

MR. SMITH:  Well, I don't think I can expand on it, but certainly we will reflect on it with the corporate panel.

MR. SHEPHERD:  Thank you.  And then if you would take a look at SEC Interrogatory 46, also issue 4.2,  Do you have that?

MR. MAZZA:  Yes, I do.

MR. SHEPHERD:  Thanks.  In A, you were asked to –- asked whether there was a financial benefit, to confirm there was no financial benefit.  You said:  No, no there is a financial benefit.

Do you have a calculation of that, a forecast of the financial benefit?  Can you tell us how much we're talking about?

MR. MAZZA:  I would like to review the question.  This is the question related to the Saunders air gap; is that what --

MR. SHEPHERD:  Yes.  It looked to us it was just for security purposes, and then you have said:  No, no, there is a financial benefit as well.

MR. MAZZA:  Well, that part, that part of the project which is providing air gapping for security reasons is strictly a security benefit.

So in answer to that particular question, A, it is purely a security benefit.

MR. SHEPHERD:  So where it says "will provide financial benefits well into the future," that is not with respect to the air gap solution?  I just --

MR. MAZZA:  Well, yes, the project itself involves several elements, as described in the business case.  So the component, the component associated with the security benefit is strictly for North American Electricity Reliability Corporation, you know, the CIP infrastructure requirements.  That is what we are addressing in that project.

MR. SHEPHERD:  Thank you.

Then in C, we asked whether New York is doing the same thing on the other side of the river.

Do I understand your answer to be that you don't know whether they're doing something similar?  Or you do know, but it is commercially sensitive?

MR. MAZZA:  The answer to B or C?

MR. SHEPHERD:  C.

MR. MAZZA:  I personally do not know, and it is commercially sensitive.  I can't really speak for the plant staff.

MR. SHEPHERD:  So OPG may know, but you don't; is that right?

MR. MAZZA:  Again, I would have to -- I can't conclusively say that nobody in OPG knows, because our plant manager does have regular meetings through the joint-works agreement with their staff, but that type of project doesn't enter into the joint-works process.

There may have been discussions or whatever, but I really wouldn't be able to conclusively say that we don't know.  But if we did know, it would be commercially sensitive.

MR. SHEPHERD:  Okay.  I don't have any other questions.  Thanks.

MS. HELT:  Thank you.

MR. SMITH:  Thank you very much.
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MR. SMITH:  We have now been joined by the nuclear panellists.

If I could take a moment to introduce them and their positions, starting at the left of the panel, as you face them, is Mr. Randy Leavitt.  He is vice-president nuclear finance.  In the middle is Mr. Paul Pasquet, senior vice-president Pickering B.  And at the end of the panel is Mr. Dietmar Reiner, senior vice-president nuclear refurbishment.

If we could move, then, to the questions, and on the first page of the compendium at question -- Board Staff Question No. 3, relating to the reduced number of feeders replaced, and that is related to issue 2.1?

MR. LEAVITT:  So I will address that, that question.

There are two elements to the feeder replacement work program that can change with time that affect the -- our projection of the number of feeders that need to be replaced.

One is the ongoing outage inspection program.  Each planned outage, we will inspect the feeder thicknesses and build up data on the feeder thicknesses to, I guess, first of all, establish a base line of where the feeder thickness started, return to power, operate for a period of time, shut down again and do a feeder thickness measurement again, and, with those two data points, be able to establish a feeder thinning rate that then allows us to project forward, you know, the feeders that would need to be replaced.

So on an ongoing basis, with a continued feeder inspection program, we are building up better and better data on the feeder thinning rate, which then is used to project necessary feeder replacements going forward.

The second element of the feeder work that can affect the projected number of feeders is the analytical modelling that is done to basically analyze the data and project, with mathematical models, what would be beyond the acceptable thinning and, therefore, indicate a required replacement

So we have -- we have -- with more data and more sophistication in the models, we have been able to reduce some of the overly conservative assumptions in the mathematical models and, therefore, project fewer feeder replacements going forward.

As far as timing, the new analytical technique was developed in Q3 of 2009 and has been submitted and accepted by our safety regulator, the CNSC, in early 2010.

MR. KEIZER:  Moving then to the compendium at page 6, which is Board Staff question 12, related to issue 4.5, dealing with the continued operation of Pickering A and operation of Pickering B.

MR. PASQUET:  I will speak to this question.

The ISTB, which is the interstation transfer bus, is required for the operation of units 1 and 4.  It is dependent on a reliable source of power from Pickering B, from -- specifically from a number of Pickering B electrical systems.  It is not dependent on having a Pickering B unit at power or at high power.

Part B of the question, the simple answer is Board's understanding is correct.  I will elaborate on that just a bit.  There are a number of systems for which Pickering A and B are interconnected and dependent on each other for, for varying degrees, to allow power operation of the unit.  The ISTB is in fact just one of a number of systems.

For the ISTB alone, OPG's judgment at this point is that a significant amount of Pickering B's electrical system would have to be operated and maintained so that the ISTB would remain operational to support Pickering A high power operation.

Achieving this would be done at a significant cost and resource impact on Pickering A's operation.  And, in fact, this is only one of a number of interdependencies.

MR. KEIZER:  Moving on, then, to Question No. 13, also related to issue 4.5, in respect of the weld overlay.

MR. LEAVITT:  The question asked what the impact of a three-year deferral of this project is on the 2011 and 2012 rate base.

As shown in Exhibit D2, tab 1, schedule 2, in table 1B, it indicates a forecast in-service amount of $40.3 million in 2011 for the weld overlay project.  Clearly, this will not occur, as the project has been deferred.

However, the evidence indicates that the capital portfolio -- the capital projects are managed as a portfolio.  So upon the deferral of any single project, there is room and other projects would take its place.

We are, therefore, projecting that there is no significant impact on the rate base, as other capital in-service declarations are forecast to offset this amount.

MR. KEIZER:  Moving on, then, to page 7 of the compendium at question 15, related to issue 6.3, in respect of the unit 1 and 4 return to service.

MR. PASQUET:  The Pickering A return to service project was started in approximately 2000.  Since that time, OPG and the CNSC, which is the Canadian Nuclear Safety Commission, nuclear's regulator, has significantly modified the process for scope and techniques to allow the approval of a number of major projects that require CNSC approval.

As indicated in Exhibit D2, tab 2, schedule 1, section 2.3, the term "refurbishment" is typically characterized associated with projects that extend the production life of the nuclear unit, and that is typically done in the order of 25 to 30 years.  And that is done by replacing life-limiting components, such as steam generators or fuel channels or feeders.

The Pickering A return to service project, in fact, restored units which had been laid up to power operation, without replacing any of the life-limiting components, which is a characteristic of a refurb, as I just described.  We just provided the distinction for clarity.

The references noted above, there was two references in the question, which noted publications which talked to interchangeably using the words "return to service" and "refurb".  The reference noted predate the current more precise descriptions, which have been developed to address the work that was done and is ongoing on Pickering B and Darlington refurbishment projects, notwithstanding both of those are major projects.

MR. BATTISTA:  Does the refinement in terminology have an impact on whether particular expenditures related to the same activity, however described -- whether the costs are capitalized or expensed?

MR. LEAVITT:  No.  No, the capitalization criteria would be independent of whether it is called refurbishment or otherwise.  And, in fact, a refurbishment can have capital, as well as OM&A expenditures.

MR. BATTISTA:  So there is no fallout, from a financial point of view or financial reporting point of view or rate-making point of view, as to whether that is described one way or another?

MR. LEAVITT:  No.

MR. PASQUET:  Not that we are aware of.

MR. BATTISTA:  Thank you.

MR. KEIZER:  Moving on to Question No. 16, also related to issue 6.3, in respect of steam generation, tube erosion, feeder pipe thinning and pressure tubes.

MR. PASQUET:  Yes.  As indicated in the interrogatory, OPG nuclear has established life cycle plans for its major components.  We have life cycle plans for steam generators, fuel channels and feeder piping.

Those life cycle plans for the major components identify aging mechanisms, and associated inspection and maintenance requirements that are required to mitigate those aging mechanisms.

The information from these life cycle plans do outline risks, but are also built into our outage and operations plans.

The technical accuracy of these life cycle plans are reviewed periodically by our nuclear regulator for accuracy and appropriateness, on an ongoing basis.

The risks associated with our major components are identified through our business planning process, and ensures a coordinated investment strategy, looking at both expenditures and outage days in order to complete the necessary inspections.  And typically, these inspections and maintenance activities is to mitigate the aging mechanisms that have been identified in our life cycle plans.

A copy of the nuclear business plan presentation and copies of relevant business case summaries have been already submitted.

The actual life cycle plans consists of hundreds of pages of highly technical information, which are embodied in our outage strategies, some of which are of a proprietary nature.  To provide the request for information in a more concise manner, we have brought today a summary table of both the risk and the mitigation that, in fact, we are carrying out to minimize the impact of that particular aging mechanism.

So we have enclosed that summary basically as a consolidation of what, in fact, the risk is and what we are doing to mitigate the risk.

MS. HELT:  Perhaps we can mark this as Exhibit KT1.4, with the heading "fuel channel aggregate risk draft as of August 16th, 2010, REV 4."

MR. PASQUET:  Can I just make a suggestion for clarification?  It includes more than just fuel channels; it includes major components, just for clarity, for your benefit.

MS. HELT:  Thank you.
EXHIBIT NO. KT1.4:  Document Entitled "Fuel Channel Aggregate Risk Draft as of August 16th, 2010, REV 4, including major components."


MR. PASQUET:  The last answer associated with this question is:  No, by applying our mitigation measures identified in our life cycle plans -- and they have been incorporated into our business planning -- none of the identified degradation mechanisms are considered to be life-limiting to the average station service life.

MR. KEIZER:  Thank you.  Moving on to question 17, dealing with contingency amounts.

MR. LEAVITT:  So this question was in response to Board Staff Interrogatory Response No. 47, which dealt with the aggregate of project contingency amounts, both the contingency approved at the time of the business case summary approval, and the actual amount of contingency used.

So a number of clarifying questions were asked.

The first question was:  Of the $39.8 million in total contingency approved, how much was used?

With respect to Exhibit L, tab 1, schedule 47, the 39.8 total contingency is the sum of the 2008 and 2009 amounts, 17.1 and 22.7 million.

And of that contingency that was approved in the BCSs, the amount of that contingency used in each year is, in fact, line 4 in the table.  So 6 million was used in 2008, 12.7 million was used in 2009, for a total of 18.7 million out of 39.8 million approved.

The part B of the question asks to clarify if the 18.7 is incremental to the 39.8 million approved in the BCS, and no, it is not.  It is, in fact, a portion of the total contingency that was approved.  So it looks like, you know, perhaps just a little less than 50 percent of the contingency that was originally approved was, in fact, used by the portfolio in those years.

Part C of the question asks to clarify the distinction between general and specific contingency.

This is terminology used when developing the business case summary.  Sometimes there are specific elements of the project that have not yet been firmed up.  For example, projects may be approved before a fixed price contract is set.  If that is the case, we may specify a specific contingency amount associated with that known-unknown, if you will, in the project.

For those things that are not known, project managers sometimes refer to these as "unknown-unknowns" but for those other items, a general contingency amount is specified for the project, as well.

MR. KEIZER:  Then moving on to Board Staff question No. 18, relating to issue 6.5 and the staffing analysis.

MR. LEAVITT:  So this question refers to some staffing analysis that was done near the end of the benchmarking work in 2009.  And it had -- it had made recommendations that would be typical of what could be applied across nuclear.

So we were -- we had, I guess, noted that one position has been eliminated and 35 staff have been reassigned, as was recommended, to other functional organizations, and these are included training and outage management.

And there are 13 remaining positions.  We have not built the reduction of those 13 positions into the 2010-2014 business plan, but we are considering organizational changes across nuclear in the current business planning process for the 2011-2015 period.

MR. KEIZER:  Moving on, then, to Board Staff Question No. 19, relating to cancelled initiatives.

MR. LEAVITT:  So this question refers to the 33 initiatives that eventually became part of the 2009-2014 business plan and asks about the two initiatives that were cancelled and why, basically.

So 33 initiatives were built into the business plan.  And this is an ongoing and evolving process, so each year we see ourselves with some initiatives completed, new initiatives drafted, and ultimately approved.

Of the original 33, five are now complete.  Six were combined with other initiatives already underway, and these two were, in fact, cancelled.

Their designation is M.A.-04, titled:  "Centralized measurement and test equipment facility," and M.A.-06:  "Maintenance helpers."

The centralized measurement and test equipment facility initiative was originally envisioned to be the development of an off-site facility to calibrate and test measurement equipment.  It was dependent on obtaining a low-rent or existing facility off-site, and the business case was dependent on using existing resources, but at a lower labour rate, and was also dependent on navigation through the labour-relations issues to make this possible.

As we got into the analysis, given that the business case was based on wage differential, which was estimated to be about $350,000 a year, it started to look unfavourable when the rental of the facility was incorporated, which was also roughly estimated to be about the same order of magnitude.  With the offsetting cost and benefit, it was decided not to proceed with this particular initiative.


The second initiative, maintenance helpers, had to do with the utilization of custodial staff to perform some duties that are currently performed by higher paid and fully qualified mechanical maintenance staff.


As the analysis proceeded and the plans were formulated, it became clear that there was not a lot of custodial staff that were suitable for migration to the new role, and initial discussions with the union on this were not favourable.


Given the marginal business case, along with the labour relations implications, this initiative was cancelled.


MR. KEIZER:  Moving on to the next question, which in the original document provided to us by Board Staff was numbered 36, which I think was a misnumbering, we have renumbered it as 19(a), relating to the operating life of the units, Darlington units.


MR. REINER:  So this question asked when the 187,000 equivalent full power hours for Darlington units is projected.


That's projected between mid 2017 and mid 2018, and this is described in more detail in Exhibit D2, tab 2, schedule 1, attachment 4, pages 28 and 29.


MR. KEIZER:  Thank you.  Then moving on to Board Staff Question No. 20, issue 6.6, relating to uranium procurement.


MR. PASQUET:  OPG's response was not meant to imply that all purchases are made under long-term contracts.


In 2009, OPG purchased uranium on the spot market.  In 2007-2008, 100 percent of the uranium purchases were done under long-term contracts.


A little more specifics around 2009, 23 percent of OPG's uranium purchases were done under spot market contracts, and obviously the balance, 77 percent, were done under long-term contracts.  The spot market procurement process was put into place to allow OPG to quickly access the spot market.


The B part of this question, by regularly entering the market, OPG means generally entering the market approximately annually, and that is depending on the status of OPG's needs and market conditions.


Since the second half of 2007, OPG has entered the market in the first half of 2009, the spot market, and in the first half of 2010.  And in a couple of cases, the long-term contracts are currently being finalized.


MR. KEIZER:  Moving on, then, to Board Staff question 21, related to index pricing.


MR. PASQUET:  There were two indices identified in OPG's interrogatory response, and these are commonly used by the uranium suppliers in response to OPG's request for proposals.


In general, a contract with a Canadian supplier is more likely to use a Canadian index, while an international supplier is more likely to use a US or other index.


However, the use of the particular escalation index in the contract is a function of what the market is offering at the time of the contracting -- of the contract, the location source and supply, and the negotiation that is undertaken.


The B part of the question, in response for proposals, OPG does not specify the particular index to be used.  However, OPG asks that in the request for proposal, that to the extent that prices that are under the proposal will be subject to escalation, that escalation indexes are independently published and relevant to the supply.


MR. KEIZER:  Moving on, then, to Board Staff Question No. 22, related to issue 6.7, which deals with Pickering B, continued ops.


MR. PASQUET:  As indicated in the response to the interrogatory, the cost estimate that the OEB should consider is the $190.2 million number.  There was no contingency that was built into this estimate, as indicated in Exhibit F2, tab 3, schedule 3, attachment 1, page 17, appendix C, as the vast majority of the work in that is base and outage OM&A work.


The public announcement really provides a conservative upper bounds for continued operations at the site.  The actual cost included an upper range of confidence, and then was subsequently rounded up to $300 million.


As indicated in the actual business case that was provided, the benefits of the project are relatively insensitive to costs.  Doubling the project costs reduces expected value of continued operations to approximately slightly less than $1 billion.


But, again, I just want to reemphasize that the cost estimate for the purpose of this rate hearing is the $190.2 million.


MR. KEIZER:  Then moving on to Board Staff Question No. 23 --


MS. HELT:  Just a follow-up, I believe.


MR. CINCAR:  I just want to confirm there was no contingency amount included in either of the estimates, the 190.2 or the 300 million?


MR. PASQUET:  So the 190.2, that is correct.  There was no contingency built in; that is correct.


The 300 million was a conservative upper bound and it was rounded up, but there wasn't specifically a block of contingency built in.  It was just an upper bound for the -- for that project that was announced.


Again, we have had a number of discussions, a number of questions around that.  It is the 190.2 that our rate hearing is based on.


MR. CINCAR:   Thank you.


MR. KEIZER:  Then moving on to Board Staff Question No. 23, relating to the benefit estimate of 1.1 billion.


MR. PASQUET:  So as identified in the business case for continued operations, the initiative does have substantial value to the Ontario electrical system.


The net present value is calculated based on the -- on the difference between the estimated cost of Pickering B's output and the cost estimate for replacement generation over the period in question, ending in 2020.  And that net present value was 1.1 billion in 2010 dollars.


As referenced in the business case, in performing sensitivity tests on the business case, OPG derived an estimate cost replacement generation using the equivalent of OPG's current regulated rate of $53 per megawatt, real, as well as $53 per megawatt-hour, nominal, escalated for inflation over the period of 2010 to 2020.  And in both cases, the NPV was positive.


The B part of this question, OPG's modelling has approximately 2 percent of the remainder coming from Lennox, and none of the replacement energy or generation for Pickering is deemed to come from renewables.


OPG -- excuse me.  So the C part of the question, OPG believes the natural gas price forecast is reasonable, as sensitivity cases were analyzed for low gas prices, and the range of gas prices that were analyzed were anything between, in US dollars, four-dollar gas to ten-dollar gas, and in both cases they yielded a positive net present value.


MR. CINCAR:  Just going back to A, I am still not clear.  In arriving at the 1.1 billion in benefits, you discussed $53 per megawatt hour nominal and real.  Which one was used to derive the 1.1 billion?

MR. PASQUET:  So when I answered the question, I said the net present value was calculated as the difference between the estimated cost of Pickering B's output and the estimated cost of replacement energy.  That is where the 1.1 came from.

We did do a number of scenarios when we did our economic analysis, and one of the cases was assuming basically a flat 53, and another case was assuming 53 being escalated.  So we did a number of -- we did a number of cases when we did the economic analysis, but the 1.1 was based as I have just indicated.

MR. KEIZER:  Moving on, then, to Board Staff question No. 24 relating to the operation of Pickering A.

MR. PASQUET:  First off, OPG wishes to clarify that the original business case that was put together for the Pickering A return to service basically assumed a 40-year nominal life for the Pickering A units, ending in approximately 2011-2013, and in fact that operating life has been achieved.

So the underlying value of the business case was actually delivered on.

To further elaborate on the answer to your question, OPG did, in fact, do some analysis or assessment or judgments around the costs to operate Pickering A independently, and specifically there were two options that were considered.

And the first option was assuming that we did two things; one, we made modifications, and the second thing is that we assigned or deployed sufficient number of staff working on Pickering B and working on Pickering B's systems to allow Pickering A to continue to operate.

So Pickering A wouldn't operate on its own.  We would have to operate those systems on Pickering B.

And when we did our assessment, we concluded that on the order of about 25 percent of the current staff would have to remain working on Pickering B systems to allow Pickering A to operate.  It was our judgment -- and I insist underlying judgment -– that there would be about $30 million in modifications and about 70 to $100 million per year of incremental costs that would be added on to Pickering A's total unit energy or generating cost.

In addition to that, there was potential regulatory risks, and it was fairly complex work.

So this option is currently not being considered by OPG.

The second option or consideration that was looked at was to essentially make sufficient modifications on Pickering B's systems to allow them to be total -- to be powered, operated, controlled from Pickering A, so that Pickering A was essentially independent from Pickering B.

This is an extremely complicated project, and just to give you a yardstick to compare it in, it would be much more complicated than the safe store project that was successfully carried out on Pickering A to basically isolate units 2 and 3 from units 1 and 4.

It was our judgment that somewhere in the order of about 900 to $1,500 million in modifications would be required, and plus some incremental costs in order to operate those systems would be in the order of 10 to $20 million per year.

So clearly very significant costs.  It would be a very complex project.  A number of challenges, particularly on the regulatory front.

So it is the opinion -- or this particular option, I should say, is not being currently considered by OPG.

The next part of this particular question was that the investment strategy for the Pickering site has been reviewed by both OPG board and the shareholder.

And the other two parts of the question aren't relevant, given the answer I have just provided.

The B part of the question, Pickering A obviously was the initial station on that site, and as regulatory standards and the industry evolved, a number of enhancements were required.

So OPG took the opportunity to develop site-wide solutions that benefit both stations, and in some cases utilized Pickering B systems where they had been built.

Typically, the enhancements that are referred to were stationed on the newer station, and so consequently Pickering A is more dependent on Pickering B than vice-versa.

And as I have outlined above, yes, it is technically possible to achieve independent operation of Pickering A, but at this point in time, it is not an option that OPG is currently considering.

MR. KEIZER:  I believe that ends the questions related to nuclear coming from Board Staff.

So if I could take people to page 18 of the compendium relating to questions from AMPCO.  And the first is Question No. 3 relating to the commercial renovation related to a cafeteria at Pickering.

MR. LEAVITT:  Yes.  This question relates to cafeteria modifications at Pickering, and specifically the cost overrun and the scheduled delay.

In Exhibit L-2-12, Table 2A, we have incorrectly identified the in-service date for this project.  It is incorrectly identified as April 2009.

That, in fact, was the project closure date, when all paperwork and drawings are updated.  The in-service date was, in fact, December 2007.  Nevertheless, that was three months later than specified in the full release BCS.

It is also true that the project exceeded the initial full release, coming in at $8.2 million on a full-release value of 5.6.  So it was 2.6 million over the initial release.

The issues encountered during the execution of the project, including scope changes and discovery work during installation, are well documented, both in superseding business case summaries and also in a post-implementation review report.

These reports have been requested in the question.  We are -- we have pulled these for submission, and are in the process of redacting employee names and other personal information from the documents before submission.

MR. KEIZER:  Moving on, then, to AMPCO question No. 5, relating to Pickering B integrated safety report.

MR. REINER:  This question asks for a status update on the approval of the Pickering B integrated safety review.

The Pickering B integrated safety review report was submitted to the Canadian Nuclear Safety Commission on September 25th, 2009.

The OPG board decided not to proceed with the Pickering B refurbishment project on November 19th, 2009, and that decision was concurred by the Minister of Energy on February 4th, 2010.

The decision was formally communicated to the Canadian Nuclear Safety Commission on March 31st, 2010, and although the documents have all been submitted to the Canadian Nuclear Safety Commission, and some have been approved, OPG and the Canadian Nuclear Safety Commission are not proceeding with any further review.

MR. KEIZER:  Thank you.

Moving on to page 20 of the compendium and AMPCO question No. 7, related to long lead time items.

MR. REINER:  So this question asks for major categories of items that require long lead times and what the expected lead times are.

The major categories that we expect will require long lead times are pressure tubes and calandria tubes, and as noted in Exhibit L-2-15, the current lead times for ordering pressure tubes and calandria tubes is approximately 24 to 27 months.

MR. KEIZER:  Thank you.  Moving, then, on to AMPCO Question No. 8, relating to all-in cost comparison to production unit energy cost.

MR. PASQUET:  OPG does not have a view as to the differences between the definitions, as mentioned in the question.

OPG is very familiar with the costs and input used to derive PUEC.  OPG and other North American industry members submit cost data to the UECG database, and, when we do submit that, there are standard definitions that are in fact used.

In contrast, OPG has no knowledge of the underlying cost components that make up the all-in costs reported in the Bruce Power's annual report.  OPG does not benchmark this figure, and provided this information in Exhibit L-2-22 at the request of AMPCO.

OPG cannot attest to the accuracy or reasonableness of these figures, as OPG noted in the last application.  OPG notes that the table in Exhibit L-2-22, in 2008 and 2009, the Bruce all-in costs were higher than OPG's PUEC, but has no comment as to the reasons or relevance of that result.

MR. LORD:  Sorry.  Just to clarify, you are confident that the all-in cost is not comparable to the PUEC, but can't point to specific reasons why that is the case?

MR. PASQUET:  We can't specifically comment on what Bruce reports, and so, you know, I don't think it would be fair for me to comment on that.

MR. KEIZER:  Moving on, then, to AMPCO Question No. 9 regarding WANO, W-A-N-O, for the record, MPI ranking.

MR. LEAVITT:  This question has requested the specific scores associated with each of the utilities, to give them the ranking that has been provided.

This is -- this work is under way and, if acceptable, we would be prepared to submit that on Monday.

MR. LORD:  That would be acceptable.

MR. KEIZER:  All right.  I think that completes the questions related to nuclear for AMPCO, at least with respect to the compendium.

Then moving on to questions that were raised by Canadian Manufacturers & Exporters, CME, if I could ask people to turn to page 22 of the compendium, we have numbered the questions provided by CME.  The first is No. 6 relating to issue 5.2 and Board Staff Interrogatory No. 40 relating to unforeseen events.

MR. LEAVITT:  The question asked for a clarification of how unforeseen events can be forecast and the extent to which the revenue requirement reduces, if the adjustment was disallowed.

Clearly, unforeseen events themselves cannot be forecast.  By their nature, you know, they truly are not predictable.

But what we can do and what we have done is analyzed several years' worth of difference between what generation was planned and what generation was actually delivered, and then segregated out the portion of that difference that would be associated with one-time significant unforeseen events, something other than planned outage extensions or unit deratings or other factors that could affect total generation output.

That analysis showed that 2 terawatt-hours is a realistic forecast to use in our production forecast, in terms of commitment to the grid.  And it is important that nuclear tries to get this forecast as accurate as possible, because replacement energy will need to be used when nuclear units are unavailable.

This is equivalent to a revenue requirement of about $100 million per year.

MR. KEIZER:  Thank you.  Then moving on to CME No. 8 relating to a witness which would be related to the ScottMadden report, maybe I could just deal with that quickly.  It has not yet been determined as to whether someone from or associated with preparation of the report by ScottMadden will be presented as a witness, and we will advise once that determination has been made.

Moving, then, forward in CME's questions, I believe there is, on page 24, of the compendium number 22 directed to hydroelectric and nuclear.

This one is related to issue 4


MS. GIRVAN:  Sorry.  It is Julie Girvan here.  Just going back to that last question, can you just explain the reluctance to provide someone?

MR. KEIZER:  I don't think -- it is not a question of reluctance.  I don't think we have made a determination yet as to how we are going to proceed.

MS. GIRVAN:  Do you know when you are going to make that determination?

MR. KEIZER:  I can't give you a precise date, but I think you will certainly know well in advance of the hearing.

MS. GIRVAN:  Okay, thanks.

MR. KEIZER:  So turning, then, to CME No. 22, relating to multi-year projects ongoing and the test year and costs related to those projects for the years beyond 2012.

MR. LEAVITT:  Okay.  So the requested information is presented in Exhibit L-05-16, and I will just explain what is in that exhibit.

The nuclear projects that begin in 2011 or 2012 and that end after 2012 are shown as listed work to be released in Exhibit D2, tab 1, schedule 2, tables 5A and 5B, and also in Exhibit F2, tab 3, schedule 3, tables 4A and 4B.

Now, the requested cost information is not yet available.  These projects have not yet been released.

For nuclear projects that are ongoing in 2011 or 2012 and that end after 2012, that information is provided in Exhibit L-05-16.

MR. KEIZER:  Then moving --

MR. THOMPSON:  Excuse me one second.  Sorry, what costs are not available?  I was just looking for the multi-year budgeted amounts beyond December 31, 2012.  Do we have those in the record yet?

MR. LEAVITT:  For those projects that have not been released, we don't have specific amounts.  The release process will involve the development of specific cash flows for those projects and approval through a business case summary.  That has not yet taken place for those projects.

MR. THOMPSON:  Don't they have budgets?

MR. LEAVITT:  There is an unallocated budget associated with the portfolio that ultimately would be allocated upon approval of a BCS.

MR. THOMPSON:  So there is no project-specific budgets?

MR. LEAVITT:  That's correct, yes.

MR. THOMPSON:  Thank you.

MR. KEIZER:  Then moving on to the next, CME No. 23.


MR. LEAVITT:  Okay.  This asks to confirm that all of the multi-year projects underway in 2011 and 2012, but not expected to be completed by December 31st, 2012 are included.

OPG confirms that.

The table provided with L-5-16 includes all projects underway in 2011 and 2012 that will not be completed by December 31st, 2012.

MR. KEIZER:  I believe that completes the CME questions relating to nuclear.

And if I could ask parties to then turn to page 29 of the compendium relating to questions posed by Pollution Probe, in the first Pollution Probe, No. 1, relating to Issue 2.2, dealing with the capital costs of 6 billion to 10 billion for Darlington.

MR. REINER:  This question asks for what that $6 billion to $10 billion overnight capital cost translates to when capitalized interest during construction is included.

So when we include capitalized interest and escalation due to inflation, the 6 billion translates to 8.5 billion, and the 10 billion translates to 14 billion.

MR. ALEXANDER:  Do you have those numbers for just the capitalized interest?

MR. REINER:  I don't have that with me at this point.

MR. ALEXANDER:  Can you undertake to provide that?

MR. REINER:  We could provide that, yes.

MS. BINNETT:  That is Undertaking JT1.2.
UNDERTAKING NO. JT1.2:  To Provide numbers for capitalized interest during Darlington construction.

MR. KEIZER:  Then I believe that is the only nuclear question from Pollution Probe.

Moving on, then, to page 31 of the compendium relating to questions posed by Power Workers' Union, this is PWU question No. 2, which relates to OPG's project management approach.

MR. REINER:  So this question asks how OPG's project management approach will be applied in entering into some limited numbers of contracts during the preliminary planning phase of the project.

Just of note, Exhibit D2, tab 2, schedule 1, attachment 2 provides the project management approach and describes it in some detail.

Now, as part of that approach, during the preliminary planning phase, we will be establishing contract relationships with key vendors, particularly for some of the major component work that we will be entering into that; that would include things like retube and feeder replacement, and the fuel handling systems and turbine generator work.

We will, during that phase, confirm the contracting strategies for all of the balance of plant work, as well.

Also, in the preliminary planning phase, we do plan to issue contracts for some initial infrastructure work, and that would include the training and mock-up building and water and sewer work.

So the project management approach that we will use during that preliminary planning phase will ensure that contracts are placed only for schedule-critical elements of the job, and that contracts would incorporate things like cancellation provisions.

Once the contracts are in place, we will then utilize project management techniques that will incorporate the appropriate controls, would look at assigning an accountable project manager that gets identified to oversee that contract work.  We would establish schedule milestones and integrate that with a master schedule and report actual costs and progress, so that we can do the appropriate earned-value measurement.

We would also include any project risks into our integrated risk register, and for any significant risks, we would develop mitigation plans.

MR. KEIZER:  Thank you.

Then moving to the next Power Workers' Union question, which is PWU question No. 4, which relates to a variety of aspects, including critical work.

MR. LEAVITT:  This question contains a number of parts, and it deals with the characterization and prioritization of the project portfolio, including a description of what critical work is considered by OPG, the impacts of funding reductions on work deferral, how OPG measures value, how OPG incorporates non-monetary performance metrics in its determination, and how OPG will maintain backlogs created by the deferrals.

So some of this answer may blend across a couple of those subcomponents.

Critical work is generally that work that is associated with addressing employee or public safety concerns and regulatory commitments, followed on a prioritized basis by work associated with mitigating potential station and unit shutdowns.

When a project proposal is drafted, it is prioritized according to a probability, a consequence and an urgency code associated with the issue, and also screened and categorized according to whether it is associated with a firm regulatory commitment, a potential plant shutdown, potential unit shut down, or supporting other business plan objectives.

This screening and ranking is reviewed at the monthly asset investment screening committee meeting, where projects are weighed up against each other and other projects in the portfolio to establish when and if the project would be executed.

Now, the project portfolio is managed in that way.  It is a large number of projects, which allows the asset investment screening committee flexibility in the timing and prioritization of the projects.

Value is, if it is an economic project, we use net present value to value the particular project, and the project alternatives, as they're discussed at asset investment screening committee.

The non-monetary considerations are also included.  Once alternative solutions are proposed for the project issue, and these include legal or regulatory issues, safety or environmental impact, people, and political support.  Resources and financial feasibility and asset preservation are also considered.

With regard to maintaining backlogs created by the deferrals, it is the -- the portfolio is managed across the five years of the business plan, and there is unallocated portfolio funding in the outer years of the plan, so the management of the deferrals is to place them according to their priority in the appropriate point in the five-year business planning process.

MR. KEIZER:  Thank you.  So moving, then -- that completes the questions from PWU.

Moving to questions from the Vulnerable Energy Consumers' Coalition, VECC, which I believe has one nuclear question, which is VECC question No. 4, which relates to the forecast of nuclear fuel cost.

MR. PASQUET:  OPG's existing long-term contracts contain a mix of pricing provisions.

Under the contracts with market-related pricing terms, quantities are priced at market value and that price is established at or near the delivery time.

The market price can be established a number of ways, and, as outlined in the interrogatory L-14-020, the two most common price indicators -- or indices, I should say, used in establishing the market price, it is a month end U308 long-term price indicator - that is per pound of uranium - and also the UX Weekly, and that is published in the UX Consulting Company or as a month end U308 long-term price indicator.  And, again, that is per pound of uranium.


That is outlined in the Nuclear Market Review and it is published by a firm called Trade Tech.

In addition to these long-term price indicators, although not referenced in the interrogatory, the market price at the time of delivery can also be established by reference to spot price indicators, and the reference document we use for that is the U308 price spot, and that is published, again, by UX Weekly.

So both long-term and spot price indicators basically reflect the price surveys by UX Weekly or Trade Tech, and these basically reflect the most competitive offers with respect to the uranium that is available that we are aware of.

The long-term price indicators for U308 are Trade Tech's judgment of the best price for transactions for long-term delivery.

Both the UX weekly and the Nuclear Market Review are copyright publications, and they're purchased under licensed subscriptions and, therefore -- OPG, therefore, is not at liberty to provide copies.

The B part of the question, the indices provided in interrogatory L-14-020, section C, basically are indices used in OPG's current uranium contracts.

The Canadian CPI is generally used for contracts from a Canadian supplier, and US GDP is commonly used for contracts with non-Canadian suppliers.


OPG's current uranium supply contracts do not require an exchange calculation, but for accounting purposes, where we have US dollar denominations, are converted to Canadian dollars.

The C part of the question, OPG would not care to speculate on the conditions under which OPG would expect to be at risk from a Board finding of imprudence with respect to costs arising from OPG's nuclear fuel costs' hedging strategy.

OPG does believe, though, that the purchasing strategy of competitively procuring a diverse portfolio of indexed and market price contracts with varying degrees of market terms is appropriate and prudent.

The last part of this question, section D, OPG does not assign weights to these three factors.  The diversified portfolio approach attempts to balance all three factors.  The price risk is hedged by a variety of pricing mechanisms which are determined at various times.

Cost volatility is reduced not solely on market price deliveries, but by also entering into the market on a regular basis.

The supply risk is reduced by having, quite frankly, a number of diverse supply sources.

MR. KEIZER:  Thank you.  That completes the questions that are set out in the compendium that was marked today.  I guess, in keeping with the practice and position that we took with SEC, I mean, we are happy to continue on and deal with Mr. Shepherd's questions at this time.

MR. SHEPHERD:  I have sent you by e-mail about 20 minutes ago a list of written questions for this panel and the next panel, but they're pretty rough and I am happy to just read them in, if you would like.

MR. KEIZER:  I think we are happy to proceed on that basis.

MR. SHEPHERD:  Then one of them relates to the impact of including CWIP in rate base, which relates to Darlington refurbishment; right?

MR. KEIZER:  Sorry, could you just repeat that again?

MR. SHEPHERD:  One of them relates to the impact of including CWIP in rate base.

MR. KEIZER:  I think actually that would be more applicable to the corporate panel.

MR. SHEPHERD:  That is what I was going to ask, okay.

So then my first question is on SEC No. 8.

MS. BINETTE:  Can you read the issue number again?

MR. SHEPHERD:  Issue number?

MS. BINETTE:  We need it by issue number so people can find it.

MR. SHEPHERD:  It is Issue No. 4.4.

MR. ANTONOPOULOS:  Jay, can you give us some idea of the number of questions you have, just so we can do a time check?

MR. SHEPHERD:  I have nine.  It won't take any more than 20 minutes, I don't think.

If it is easier, I can do these questions after lunch when you have had a chance to read the written ones, Mr. Keizer.  Would that be preferable?

MR. LEAVITT:  What is the specific question with respect to SEC No. 8?

MR. SHEPHERD:  The specific question is:  Why was MFA underspent in 2007 and 2008, and do the budgets for the subsequent year include catch-up spending?

MR. LEAVITT:  So I think, as referenced in the interrogatory response, there was, I would say, less than adequate planning in both years, and the budget that was allocated was not spent.

I cannot say if there is catch-up spending in the subsequent years, but looking at the values, I would suggest that that does not reflect any element of catch-up spending.

MR. SHEPHERD:  Sorry, I couldn't tell whether you said there was catch-up spending or not, or you didn't know?

MR. LEAVITT:  I don't know the specific purchases.  And if that is the request, we will have to get back to you, but I am not aware of any deliberate catch-up spending built into business plans in those years.

MR. SHEPHERD:  Okay.  Presumably the stuff you should have been spending in 2007 and 2008 still had to be purchased; right?  I am just not clear on your answer, that's all.

MR. KEIZER:  He has given the best answer that he can at the time.

MR. SHEPHERD:  Which is that he doesn't know?

MR. KEIZER:  Well, I think he made reference to the IR and he also said that he was not aware.

MR. SHEPHERD:  All right.  My second question concerns issue 4.5, SEC No. 9.

MR. PASQUET:  What is the question?

MR. SHEPHERD:  There is three parts to it.  The first part is you were asked what incentive mechanisms you are implementing.  Do I take your answer to be that you don't know yet?

MR. REINER:  That is correct.  Those incentive mechanisms are being assessed, and there are various options being looked at as part of our contracting strategy.

MR. SHEPHERD:  Do you have an options paper or something that can tell us what you are looking at?

MR. REINER:  We don't have that at this point in time.  That will be part of our preliminary planning phase, to develop that, but we have not developed that.

MR. SHEPHERD:  So you said you are looking at options, but you are not yet; you are going to?

MR. REINER:  We are developing options as part of our preliminary planning phase.

MR. SHEPHERD:  But you haven't yet?

MR. REINER:  But we have not yet.

MR. SHEPHERD:  Okay.  Thank you.

 Then the second part is in B you were asked whether these FTEs are incremental or not.

You said what you are going to do, but you didn't say -- you didn't tell me how many are incremental.

Can you tell me how many are incremental?

[Witness panel confers]

MR. REINER:  We have not yet determined the exact number of incremental staff.  That resource requirement is still being established.

It will also integrate with what happens in our operation side of the business in terms of staffing, and we will look at opportunities to move resources where we can.  So we have not yet at this point looked at what the exact number of incremental staff is.

MR. SHEPHERD:  I understand that, and I know you have to finalize it as part of your ongoing planning.  That is not the question I am asking.

What I am trying to get to is your application makes some assumptions about how many incremental FTEs you are going to need, and how much they're going to cost.

 And that is what we are asking.  What is in your application?  How many are incremental, as assumed in your application?

MR. REINER:  All of the staff that would be working on the refurbishment project would be included in the capital cost of refurbishment.

MR. SHEPHERD:  And they're all assumed to be incremental to your current needs?

MR. REINER:  If you look at OPG's total staff resources, they're not all incremental to the total.  But as far as the refurbishment project is concerned, the total costs of the staff are included in the project cost.

 So you would see an offsetting, if there are opportunities to reallocate within the business.  Our staffing plans would have offsets in the operation side of the business, where staff are available and free to be deployed to the refurbishment project.

MR. SHEPHERD:  Okay.  This is where I am not understanding.

In order to budget both capital and OM&A, you have to figure out how many new people are we going to need, and how much are they going to cost, right?

MR. REINER:  Well, we have to figure out how many people we are going to need.  Not new people.

So the refurbishment project is a -- it is a standalone project, essentially.  It is a standalone capitalized project.  So we have to determine how many staff are going to be needed to execute that.

The total costs of those staff are included in the cost of the refurbishment project.

MR. SHEPHERD:  All right.

The next one is also Issue 4.5.  It's SEC No. 11.  And do you have that?

MR. REINER:  Yes.

MR. SHEPHERD:  I understand that a Monte Carlo analysis basically sets out a bunch of scenarios, and then does a calculation that -- to the layman, it looks like averaging them, but isn't actually, right?

MR. REINER:  Yes.

MR. SHEPHERD:  Okay.  And you use a range of scenarios, right?  We're not talking about two; we are talking about 20 or 30 or...  Right?

MR. REINER:  Now, I need to just say I am not an expert on exactly how this calculation is done, but just to your earlier point, it is a Monte Carlo simulation.  There are a number of variables that go into that simulation.

Each of the variables has some probability of that event occurring associated with it.  The simulation runs a number of scenarios and then averages those, and comes up with a range of numbers based on the numbers of simulations that are run.

MR. SHEPHERD:  So that is what I understood.

I guess what we wanted to see is how you got to the 6 to 8 cents.  And I understand that a Monte Carlo analysis is more complicated that an Excel spreadsheet, but is there something you can give us that will help us to understand how you got to the 6 to 8 cents?  Can you give us some more information on the scenarios you ran or the sensitivity ranges you used or things like that, so that we can see how you got there?

It is an important number, so...

Without any documentation, it seems like it is a bit of a black box, and we would like to see inside.

MR. REINER:  We would have to take that away.  I couldn't answer that at this point in time.  I mean what I would want to refer you to is the business case that was submitted as part of the evidence.

MR. SHEPHERD:  Yes, we got that.

MR. REINER:  I think that will answer probably some of what you are asking for.

MR. SHEPHERD:  No, we looked at that, and that is why we wanted to see -- because we couldn't get from there to 6 to 8 cents.  So if you could undertake to see what you can do, just use your best efforts, that would be appreciated.

MS. HELT:  Is that agreed to?

MR. KEIZER:  Yes, reasonable efforts.

MS. HELT:  We will note that as JT1.3.

UNDERTAKING NO. JT1.3:  To Explain 6 to 8 cent result from Monte Carlo analysis.

MR. SHEPHERD:  Still on that, on this particular interrogatory response, at the end of the response, you say that you exclude sunk costs, which is what you do when you are doing going-forward planning, right?  You exclude sunk costs?

At some point, you have estimated the impact of excluding sunk costs on your LUEC.  Is that right?

MR. REINER:  I don't know the answer to that.

MR. SHEPHERD:  Can you tell us -- can you undertake to provide the impact of excluding sunk costs on the LUEC number?

MR. REINER:  Yes.

MR. SHEPHERD:  Thanks.

MS. HELT:  We will note that as JT1.4.

UNDERTAKING NO. JT1.4:  To provide impact of sunk costs on LUEC number.

MR. KEIZER:  That's fine.

MR. SHEPHERD:  And finally, on this same interrogatory, when you present the 6- to 8-cent forecast to senior management or to your board, they presumably get some backup documentation to show how you got there, right?  Is that just the business case, or is there something else that you give them to support the number?

MR. REINER:  That is the business case.

MR. SHEPHERD:  That's all?

MR. REINER:  Yes.

MR. SHEPHERD:  Okay.  Thanks.

My next question is on SEC No. 14, which is also Issue 4.5.

 We asked for a table giving a break down of certain aspects of the Darlington refurbishment cost.

You gave us a confidential response, which I am not going to refer to the details of it.  But then you have referred in this interrogatory to that confidential response, No. 3.

None of these numbers, capital, capitalized, OM&A and OM&A, are in there.

So I am wondering whether you can give us the breakdown we asked for.

 MS. REUBER:  Is it the confidential one?  Well, if it is confidential, we would have to move in camera.

 MR. SHEPHERD:  I don't want to talk about what is in the confidential one.  All I want to do is say:  This isn't in there.  These three numbers aren't in there.

MR. KEIZER:  So you are not going to refer to anything of detail within it.

MR. SHEPHERD:  No.

MR. KEIZER:  I think it is fair, though, for the witnesses to at least have a look at the table and see what it does say in the confidential, without actually putting or relating any of the information on the record.  Otherwise, we would have to go in camera.

 If you can't otherwise respond without divulging confidential information, then we would have to go in camera to deal with it.

MR. REINER:  I would maybe like to ask a question, a clarification.

In Exhibit D2, tab 2, schedule 1, table 3, I believe that provides the breakdown you are asking for, for -- from 2007 to 2012.

MR. SHEPHERD:  Yes.

MR. REINER:  Now, you are looking for --

MR. SHEPHERD:  We asked for the entire project.

MR. REINER:  For the entire project?  Well, that kind of a breakdown is not yet available.

So part of our -- so what we are currently undertaking in the preliminary planning phase of the project is all of the detailed technical assessments.  We are doing the environmental assessment, as well as the integrated safety review, to understand what the scope of the safety-related work is going to be.

The technical assessments will give us an indication of the scope of the balance of plant work.  Once we have reviewed that, we will be putting together the detailed estimates and we will align those with the execution plan.

MR. SHEPHERD:  Well, so -- and that is -- I understand what you are saying, and I am not asking for detailed estimates, clearly.

But what I am trying to understand is, in Interrogatory No. 3, you have numbers for each year.  They're very specific numbers, but they're totals.  So you must have got them somewhere.  You must have built them up from something.  You didn't just make them up.

So what I am trying to figure out is, these are big components; right?  Capital, capitalized OM&A and OM&A are big baskets.

MR. REINER:  So maybe what we will do is undertake to look at -- so what you are asking for is -- Interrogatory No. 3 gave the totals.  You wanted the breakdown?

MR. SHEPHERD:  Yes, that would be good.

MR. REINER:  Okay.

MS. HELT:  We will reference that as JT1.5.
UNDERTAKING NO. JT1.5:  TO PROVIDE BREAKDOWN OF TOTALS IN INTERROGATORY No. 3


MR. SHEPHERD:  Thank you.

The next question is also issue 4.5, and it relates to SEC Interrogatory No. 16.

What we're trying to figure out there is you have said you don't have a net present value analysis.  You did the analysis only on a LUEC basis.  And we don't understand how you can -- if you don't have a net present value analysis, you can determine whether a project like this causes upward pressure on either your cost of capital or your revenue requirement.

Presumably you have made that determination, and I don't know how you do it without having an NPV analysis.  Can you help me with that?

MR. KEIZER:  I am not sure if it is in your area of expertise to deal with issues on cost of capital or other...

MR. REINER:  No.  That would go to corporate, but maybe we could suggest that we provide a written response.

MR. SHEPHERD:  That's fine.  That's fine.  You actually have the written question.  Your counsel has it.

MR. KEIZER:  Sorry, can you just reiterate the question, Jay, for the record so we make sure we've got it?

MR. SHEPHERD:  I will read what I sent you.  It is:  Please advise how without a net present value analysis you are able to assess whether a large project like this will cause upward pressure on cost of capital or revenue requirement.

MS. HELT:  We will have that undertaking noted as JT1.6.
UNDERTAKING NO. JT1.6:  To PROVIDE ANSWER TO MR. SHEPHERD'S QUESTION RE ISSUE 4.5, SEC INTERROGATORY No. 16.

MR. SHEPHERD:  Now I am looking at issue 5.2, and this is SEC No. 18.

Do you have that?  This refers to your stretch targets for production from nuclear.

MR. LEAVITT:  This has to do with the major unforeseen events that I spoke to in a previous question.

MR. KEIZER:  I don't know if Mr. Shepherd has asked his question yet, have you?

MR. KEIZER:  Maybe wait for the question.

MR. LEAVITT:  Please.

MR. SHEPHERD:  This is good.  If you have some stuff to share, please.

So the first part of the question is:  Is there incentive pay tied to meeting the stretch targets, incentive compensation for people in nuclear?

MR. LEAVITT:  Yes.

MR. SHEPHERD:  Okay.  Is any of it in the budget in this application?  Is there an assumption in the budget that some of that incentive pay will be paid?

MR. KEIZER:  I think that might be best put to the corporate panel.

MR. SHEPHERD:  Okay, will do.  The next one is also issue 5.2, and it is SEC No. 19.  I don't know whether this is corporate or nuclear, so I will ask you, and then if I am wrong, you will refer me.

Can you advise whether any part of the performance targets - that is, the performance targets that relate to incentive pay - include the reliability or the value for money metrics?

It looks here like it doesn't, like the ones that are included are, you know, safety and that sort of thing.

MR. KEIZER:  I think we might defer this one to corporate, I think.

MR. PASQUET:  So the overall answer, it is appropriate for the corporate, but for certain individuals who are executing the specific initiatives, there are milestones that we are looking to achieve on some of the value-for-money initiatives, and those milestones are incorporated in their incentive pay.

But, overall, there is an element of our total expenditures that is included in our incentive pay.

But for the fulsome answer, I think the corporate panel would be appropriate.

MR. SHEPHERD:  We will ask corporate.  Okay, thanks.

Now I am looking at Issue No. 6.3, and this is SEC Interrogatory No. 21.  This is dealing with the funding of nuclear research.

MR. PASQUET:  What's the question?

MR. SHEPHERD:  So on the second page, the first and third items, the COG R&D program and the EPRI nuclear R&D program, the sharing principles, number of operating units, can you tell me what percentage that ends up being and what percentage you end up paying as a result of that sharing principle?

MR. LEAVITT:  Sorry.  That is not in our knowledge, but we can undertake to provide that.

MR. PASQUET:  Just step back for a second.  So, currently, at the Bruce site, there are six operating units.  There are ten operating units in OPG.  There is one unit at John DeCew, and there is one unit at Lepreau, and depending on how the mix in the project, you can do the math.

And so -- but it is basically relevant to the number of operating units.

MR. SHEPHERD:  No, I understand.  I just want to know, is it 50 percent, 60 percent, or 40 percent that you are paying in the end?

MR. PASQUET:  So as we said, it is equivalent to the number of operating units.  So if you sum up the total number of units, and then you divide by the number from each of the facilities, then you get your number.

I don't know the number pulled off the top of my head, but you can do the math to figure it out.

MR. SHEPHERD:  Well, I can't, because I don't know anything about Romania.

MR. PASQUET:  No, it is...

MR. SHEPHERD:  But if you could undertake to do that, that would be good.

MR. PASQUET:  So I guess if we do have a break, you know, it is something we could probably make a quick call during the break and come back and talk to you when we come back after the break.

MR. SHEPHERD:  That's wonderful.  Do we need a number for that?

MS. HELT:  No, I don't think so.  If there is a reason why you can't provide the information after the break, then --

MR. PASQUET:  If we can provide an update, then we will talk to that after the break.

MR. SHEPHERD:  Okay.  Then the next one is in -- is also issue 6.3, and it is SEC Interrogatory No. 22.

On the second page of this interrogatory, you have a chart that shows your number of people and dollar savings associated with these cost reduction programs, and all I want to do is clarify here.

These numbers are deducted in calculating your test period forecast for your costs; right?  If we look at your budgets, these are already out of those; is that right?

MR. LEAVITT:  Yes.

MR. SHEPHERD:  Okay.  Is there some particular place in the evidence where we can see where you have taken these out?  Or are they just sort of spread throughout the OM&A budget for nuclear?

MR. LEAVITT:  Well, I believe there is.  And perhaps, rather than take a lot of time to sift through the evidence and show you, we could respond when we return with the answer to the other question.

MR. SHEPHERD:  Wonderful.  My last question is related to SEC No. 39.  This is Issue No. 7.3.  This is asking about the Bruce --

MR. PASQUET:  Excuse me.  Was that 29 or 39?

MR. SHEPHERD:  Thirty-nine.  This is asking about the Bruce decommissioning costs.

Got it?

MR. PASQUET:  I don't have that...

MR. KEIZER:  Can you give the reference again, Jay?

MR. SHEPHERD:  It is Issue No. 7.3, and it is SEC No. 39.

MR. PASQUET:  So...

MR. KEIZER:  I think that question may be more addressed to corporate.


MR. SHEPHERD:  Okay.  If you prefer it, that's good.  Then I am done.

MR. KEIZER:  Sorry, did you say you are finished?

MR. SHEPHERD:  Yes.  If that is corporate, I'm done.

MS. HELT:  Are there any further follow-up questions?

MR. LORD:  Yes.  AMPCO submitted a question No. 10 yesterday in writing, and if we could just ask that now, I think it is most appropriate for this panel.


MR. KEIZER:  Well, I guess we can't deal with that... Can I just have a moment?

MS. HELT:  Sure.

MR. KEIZER:  As I understand it, the question that AMPCO submitted yesterday relates to updating a table, or preparation of a table.

So I'm not sure necessarily the question would arise, if that is the request, and maybe we would have an opportunity to discuss that question over lunch and be able to come back to say whether we can provide that update to the table.  Is that fair?

MR. LORD:  That is fine by us.

MS. HELT:  Thank you.

MS. BINETTE:  There was an additional question filed by Board Staff, as well.  Is this something that would be filed later or...

MR. KEIZER:  That one was much more complicated and detailed and complex than AMPCO's one-liner.  So I think that that question, we haven't -- the panel hasn't yet been able to review or address, given the time it came in yesterday and the preparations for those questions that were already asked.

So I guess that is another aspect we will have to consider over lunch and decide how we want to deal with that aspect.

MS. BINETTE:  Okay.  There is one additional question from Board Staff.  And unfortunately, it relates to confidential material, which means that we would need to set up to do it, even to just ask the question at this stage.

So we are proposing that we do it now before the lunch break, so that parties who haven't signed the undertaking can exit the room and then perhaps come back after the lunch break.

MR. KEIZER:  I think that is fair.  I just have one question, I guess, for clarification with Mr. Shepherd.

There is a couple of things that we were going to check out over lunch and come back and inform him.  If we are able to come back and inform him, do we necessarily have to have the panel here to advise you with respect to that?  Or can we just simply say:  Here is what we have, and go from there?

And if we don't have it, obviously, then, to the extent we needed to undertake it, we would undertake it.

MR. SHEPHERD:  I don't think we need the panel back.  If we have some follow-up, we will work it out with you how to do that.

MR. KEIZER:  Basically, then, if we deal with this aspect of Board Staff now, then we would be able to retire this panel for purposes of the technical conference and move on to the next area after lunch, and that is, I think, probably acceptable to us, for sure.

MS. HELT:  I think that makes sense.

Do any parties object to proceeding in that manner?

All right, then.  I suggest what we do, then, is we will go in camera.  At this time, I would like to ask those individuals who have not signed a declaration and undertaking to please leave the room.

If we were going to break after the question for lunch, I would propose that other parties could come back at quarter after 2:00.  Is that acceptable to everyone, if we break by 1:00?  Does that give people enough time to deal with the questions that you would like to deal with?

MR. KEIZER:  Sorry, we come back at quarter after 1:00?  Is that what you said?

MS. HELT:  Quarter after 2:00.

MR. KEIZER:  After 2:00?  We are quite happy to start earlier than that, if you wish.

MS. HELT:  Anyone else have any views?  2:00?

All right.  We'll propose --

DR. SCHWARTZ:  May I ask a question?  Will the room be locked for the lunch break?

MS. HELT:  The room is usually not locked, no.

DR. SCHWARTZ:  Thank you.

MS. HELT:  So if I can ask you two gentlemen -- I don't believe you signed the declaration -- if you could also please leave the room?

[Mr. Pui and Mr. Belmore leave the room]

MR. KEIZER:  Could we also ask for the reference that is going to be -- the question that is going to be referenced, so we have time to look at it while people are leaving the room?  Is that --

MS. HELT:  Certainly.  It is Mr. Cincar from Board Staff who will be asking the question.

MR CINCAR:  It is just regarding all the business case summaries in general for OM&A.

MR. KEIZER:  All of them?  Okay.  So no particular one, or no particular interrogatory question?  Or...

MR. CINAR:  I have a question here for...

MR. KEIZER:  All right.  That's fine.  Thank you.

MS. HELT:  You signed a declaration?

--- Commencing in camera at 12:42 p.m.

MS. HELT:  We are off-air, and we are in camera.

MR. KEIZER:  Just a point, I guess.

We have seen the question.  We also see it refers to a table, a table which is quite complex.  And I guess to some extent OPG is a bit concerned here, because, you know, we are being asked or OPG is being asked to respond to a table which is very detailed, we haven't seen it in advance, we haven't had an opportunity to review, and now we are being put questions in a technical conference on something that has ten columns and I don't know how many rows.

So, I mean, I think it is -- to be honest, I think it is a bit inappropriate at this stage to have kind of dropped this today in the midst of a technical conference and ask us to rely on an assumption and the Board Staff's view of what the evidence says and how it says, and it apparently seems a Board Staff position, potentially, that may in actual fact otherwise potentially could be led in evidence.

So I guess I am a bit troubled by the nature of the question and the way in which it is posed.

MR. SHEPHERD:  Before you answer, can I also ask:  Where is the table, because I didn't get a table?

MR. CINCAR:  Oh, I didn't hand it out.

MR. SHEPHERD:  I think you can't talk about it unless we all see it.

MS. HELT:  Well, I guess first we should deal with the preliminary issue.  Do you have copies, Mr. Cincar, of the table?

MS. GIRVAN:  Just to follow up on Charles's point, can they just not file it as an undertaking?

MS. HELT:  Yes, they can, and perhaps we will proceed that way, but if other parties have a view after seeing the table, as well, and would like to make any points...

Perhaps what I could propose is -- and I understand Board Staff would accept an undertaking, if you would be agreeable to that, Mr. Keizer, to consider the question, and then provide an answer.

MR. KEIZER:  I think it is a bit more than that.  Ultimately we don't -- in answering something like that, we would have to go through and verify all of these numbers.  We don't know where the numbers have come from.  We don't know the reference that is necessarily used.  We don't know how they're necessarily rolled up or not rolled up.

So we are faced with a set of calculations which may have certain assumptions and other things in them, and then asked to respond to them, and we don't know whether or not the assumptions are correct or the source of the numbers are.

So it would seem to me that, in fairness, if a table like this is going to come forward, that we have some understanding of why and how the numbers got to where they are, what formulated the table, what the references are for which they relate, so that if we are to be in that situation, that we are able to adequately respond without somehow being in a position where suddenly we have made an assumption that relates to one thing, and then we are in an apples-and-oranges situation and confusion before the Board.

I think that is the concern with these kinds of assumed calculations.  This is a complex case, with many pages of evidence, and it is just -- it is just -- it's only fair that there is a clear understanding of what it is, where it is coming from, what is the logic behind it, what is the assumptions underlying it, so that we can either qualify the answer accordingly or clarify it accordingly.

MS. HELT:  If Board Staff were to clarify the question sufficiently, would you then be in a position -- I know you don't know yet what that clarification may be, so it is difficult to answer, but would you be prepared to review and answer to the best of your ability?

MR. KEIZER:  I guess subject to a review of the question and how it was -- and the table attached to it posed, then we would be able to take it under advisement at this stage.

MS. HELT:  Okay.

MR. SHEPHERD:  Sorry.  It is common practice in these proceedings for parties to put to the applicant:  Your evidence appears to say this; is this right or not?  That is all Board Staff has done here.  They have said, We looked at your business case summaries.  It appears to say this.  Is this right?

The applicant can't say, No, we are not going to tell you.  And so, yes, it is true that -- and my friend, Mr. Keizer, is right that if he can't find where the numbers are, if his witnesses can't find where the numbers are in their evidence, then they will have to come back for clarification, but to assume at the outset that he is not going to be able to find them is wrong.

MR. KEIZER:  Well, I don't think it is wrong.  I think it is fair.  I mean, we are dealing here with thousands of pages of evidence, thousands of answers that are given to interrogatory responses.

It just seems to me if people are going to put a question here to a witness panel or to a panel at a technical conference, there should be some clarity as to why people are saying a number is.

The job should be to answer the question.  The job should not be to verify all the numbers and figure out where you actually went and why you created the table.  Then you can answer the question.

MR. SHEPHERD:  I understand that, but I also understand that the question itself says this is a summary from the business case summaries, and each item has a project number attached to it.

At the very least, you could look and see whether those project numbers, which are your numbers, have those -- have these particular numbers in them.  If they don't, then you have a problem.  If they do, I think we are wasting time here.

MS. HELT:  I think we will proceed with Board Staff clarifying the question and to indicate the sources for the data, and then to have OPG provide an answer after they have reviewed the question.

MR. KEIZER:  Thanks very much.

MR. SHEPHERD:  Do we need an undertaking for that?

MS. HELT:  Yes.  We will mark that as KTX1.1 -- sorry, JTX1.1.
UNDERTAKING NO. JTX1.1: Board Staff to clarify additional question put by Board Staff, and indicate sources for the data; OPG to provide an answer after they have reviewed question.


MS. GIRVAN:  Don't leave your papers on your desk when you go for lunch, these.

MS. HELT:  Correct.  Are there any other issues before we break for lunch?  All right.  Then we will come back for 2:00 p.m.  Thank you.

--- Luncheon recess taken at 12:53 p.m.

--- Upon resuming at 2:03 p.m.

MS. HELT:  Good afternoon, everyone.  I think we are ready to proceed.

Perhaps what we could deal with first are the issues that we were dealing with or that were indicated would be dealt with over the break.

So Mr. Keizer, can you provide us with an update?

MR. KEIZER:  Yes.  Let me just deal, I think, with the APPrO -- there's some APPrO questions, I think, that we had –- sorry, AMPCO.  Sorry.  Bad handwriting.

I think it was No. 3, No. 9 and No. 10.  I think that we will -- OPG will undertake to answer those and deliver those with the responses to undertakings that it's dealt with so far, or were committed to do.

Then I think there were more informal ones where we would take it away over the break, that we thought were more straightforward, but we just needed a few moments to clarify.

One related to questions from Mr. Shepherd, I think relating to the cost-sharing for Canadian Owners Group -- sorry, the Candu Owners' Group.  And the percentage breakdown.

What I understand is that the breakout is 33 percent of the cost is paid by OPG.

Then I think there was also questions relating to FTE decreases and the costs associated with each, and that was -- came down to a question of -- that it was in the evidence, and there was a question for a citation.

So I have a citation, and that citation is Exhibit F, tab 2, schedule 1, Table 14.

The other outstanding matter from this morning was not the Board Staff question that we had just before we broke, but rather the Board Staff question that was delivered yesterday.  And the panel deferred, I guess, to some extent on that.

It a complicated question.  It is quite lengthy and it has various assumptions in it.  It is not clear whether we can answer all of those parts of that question.

So I think the approach would be -- is that we would take it away, determine if it is possible to answer the question, or the questions that are included in there.  There may be some things that we might have to come back and clarify with Board Staff about the question and its workings and the basis for some things.

And to the extent that it can be answered, then the answers will be provided.

MS. HELT:  Thank you.

MR. SHEPHERD:  Could I raise two things?

First of all, the second of your responses to my questions, does that relate to SEC 22?  Is that the one you are referring to?

MR. KEIZER:  Yes, it does.

MR. SHEPHERD:  Okay.  Thank you.

Okay, that's fine.  Sorry, there was one other thing.  What about the three questions that you were going to answer by way of undertaking?  Do we need numbers for those?

MS. HELT:  Which...

MR. KEIZER:  Are you talking about the AMPCO?

MR. SHEPHERD:  Yes.

MR. KEIZER:  3, 9 and 10, we don't have answers for Those presently.

MR. SHEPHERD:  So you're undertaking?

MR. KEIZER:  We're undertaking to answer them.

MR. SHEPHERD:  So don't we need an undertaking?

MS. HELT:  So yes, then we will mark those as JT1.7.

UNDERTAKING NO. JT1.7:  To provide answers to three AMPCO questions


MS. HELT:  Thank you, Mr. Shepherd.
ONTARIO POWER GENERATION - PANEL 3: CORPORATE


Robin Heard


Andrew Barrett


Nathan Reeve


Lorraine Irvine


MR. KEIZER:  I think that deals with the cleanup from this morning, so if we could move on to the next panel, which is the corporate panel.

If I could take a moment to introduce the panellists, on the far left is Mr. Robin Heard, vice-president finance and chief controller.

Next to Mr. Heard is Mr. Andrew Barrett, vice-president regulatory affairs and corporate strategy.

Next to Mr. Barrett is Mr. Nathan Reeve, vice-president financial services.

And next to Mr. Reeve is Ms. Lorraine Irvine, vice-president human resource projects.

Sorry, before we launch into the list of questions that we have been referring to, there were some questions asked that are in the compendium that were directed to Ms. McShane, or that related to cost of capital work and effectively were answered by Ms. McShane.

So obviously she is not here.  So those questions have been answered in writing, and rather than kind of waiting until we get there to deal with the question, we do have those questions prepared now and we can distribute those now.  So when we get to those questions, we will just move over them, unless there is something arising.

MS. HELT:  Certainly.

MR. KEIZER:  It will save us from jumping up and down.  I think there is like five or six questions.

MS. HELT:  If we can mark this, then, as an exhibit at this point, and we will mark it KT1.5.

EXHIBIT NO. KT1.5:  Answers by Ms. McShane on cost of capital.

MR. KEIZER:  So then while that is being handed out, maybe we can move forward, then, and deal with the compendium and work our way through the questions.  As we did this morning, we will start with the Board Staff questions beginning at page 1, and the first is under Issue 2.1, question 1 of Board Staff, relating to specific calculations to generate the revenue requirement impacts.

MR. REEVE:  There was a handout associated with this particular response.  Ms. Reuber distributed the handout.

The response to the question is:

"The calculations underlying the revenue requirement required impacts" --


MS. HELT:  Sorry.  If we can have this marked then as KT1.6.
EXHIBIT NO. KT1.6:  One-page table, calculations underlying revenue requirement impacts.

MR. REEVE:
"The calculations underlying the revenue requirement impacts are provided in the following table."

The table is the one that has been handed out.

MR. KEIZER:  The complete answer is in the table?

MR. REEVE:  Yes.

MR. KEIZER:  Then moving on to question No. 2, which relates to sustaining capital expenditures from cash flow.

MR. REEVE:  Okay.  OPG took into account its overall financial situation when it set overall OM&A guidelines for 2011-2012.  The extent to which these guidelines affect base or project OM&A is determined within the business unit business planning process.

However, as noted in the response to L-1-005, the level of the sustaining project portfolio has largely stabilized in recent years, and any significant change in the size of the portfolio is addressed at the business unit level in their planning process.

Similarly, OPG does not address the impacts of the project portfolio on payment amounts in isolation, but takes into account impacts of proposed business segment OM&A, capital and production levels on forecast payment amounts when assessing submitted business plans.

OPG takes into account customer cost impacts when evaluating proposed individual projects by assessing the costs of the project versus system, economic values, or SEVs.

If the NPV, the net present value, is positive, then the system benefits or avoided costs outweigh the costs of the project, and the customer would benefit from the project proceeding.

Answer to part B --

MR. BATTISTA:  With respect to the response to part A, just a further clarification.

Just confirm, for clarification purposes, if what I say is a good summary of what you have just said in intent.

That is when you look at your projects, they add up to a certain amount, and you have a portfolio system and a standalone system.  When these add up to a certain amount of money, it would have an impact on your revenue requirement, which has an impact on rates.

Do you go backwards and say:  Well, this is having too great an impact on rates, so, therefore, we have to go back and reset our priorities to bring the rate impact down?

I am not -- from what you have said, I don't know whether you go through that process.

[Witness panel confers]


MR. REEVE:  I don't know the answer to the question.

MR. BATTISTA:  Is it because the question is not clear?

MR. REEVE:  No.  It is because the question relates to the business planning process.

MR. BATTISTA:  You mean the technical conference Question No. 2?

MR. REEVE:  The question that you asked was a follow-up question to technical conference Question No. 2.

MR. BATTISTA:   Right.

MR. REEVE:  Which related to the business planning process.  What I am saying is, I don't know the answer to your question.

MR. THOMPSON:  Who does?

MS. HELT:  Can you undertake to find out?

MR. KEIZER:  I guess the question is whether or not that is something that is even within the scope of what would be done or not.

MR. BARRETT:  I think maybe how we should proceed is to just get a restatement of the request, and then we will undertake to see whether or not we can provide a response.

MR. BATTISTA:  I think what you mean is you want to go back to the original interrogatory question?

MR. BARRETT:  The difficulty we are having is just understanding the precise nature of your clarifying question.  We had understood it to be about the business planning process, but judging by the look on your face, that is not your intention.

MR. BATTISTA:  No.  I guess I have a general assumption that the application for prescribed assets and the revenue requirement and the setting of payments firmly overlaps with your business planning process.

MR. BARRETT:  No.  The timing of the application is sequential.  So the business planning process which forms the basis of the application is completed first.

MR. BATTISTA:  But I don't want to get into argument or, you know, examination of that sort, but the business planning process informs the numbers that make their way into a payment amount calculation?

MR. BARRETT:  Absolutely.

MR. BATTISTA:  So I don't think it is a singular one-time event and that it is iterative, that you plan.  People come forward with their project numbers.  You run the numbers and you say, If we go ahead with all of these projects, the payment amount will move from A to B.

All the question is asking, as part of that planning process, do you stand back and say, All of these projects cause the payment amount to increase by 10 percent?  Do you say, Is that a sustainable amount?  Can we go back and re-look at our capital programs to see if we could scale back so that the increases were in the range of 5 percent or whatever?

So that is sort of the background of the question.  Do you take the impact of the projects into account when you go through your prioritization process?

MR. BARRETT:  I think we understand your question.

MS. HELT:  Is it one you are capable of answering now, or you will undertake to provide an answer?

MR. BARRETT:  We will undertake to talk to the business planning people and understand the mechanics of exactly how that is done.

MS. HELT:  Thank you.  That will be noted as JT1.8.
UNDERTAKING NO. JT1.8: TO DESCRIBE HOW RATE IMPACT IS CONSIDERED IN COMPANY'S BUSINESS PLAN DEVELOPMENT.

MR. SHEPHERD:  Can I just do a follow-up question to that?

Mr. Barrett, you are the Vice President of regulatory; right?

The simpler part of this question is:  Do you take the rate impact into account when you decide what you are going to spend?

And I understand that for the details of that, you have to go back to your business planning people, but I am asking:  Do you know whether the rate impact is considered in the spending decisions?

MR. BARRETT:  The rate impact is considered in the company's -- in the company's business plan development.

MR. SHEPHERD:  But you don't know how?

MR. BARRETT:  I don't understand the specific mechanics.  We will undertake to provide a response.

MR. SHEPHERD:  Thank you.

MS. HELT:  Then we will note that as a further undertaking, JT1.9.

MS. HELT:  It is the same?

MR. KEIZER:  It is the same question.

MS. HELT:  Part of the same question?

MR. KEIZER:  It is the same question.

MS. HELT:  All right, then.

MR. REEVE:  There was a second part to this question, a part B, on Board Staff technical conference Question No. 2.

The answer is the primary sources of OPG's cash flow in addition to depreciation is net income adjusted for non-cash items.

MR. KEIZER:  Thank you.  So moving, then, on in the compendium to Board Staff Question No. 4, which relates to the Darlington refurbishment project as an electricity infrastructure project.

MR. BARRETT:  Yes.  We were asked whether we considered the Darlington refurbishment an electricity infrastructure project, and the answer is "yes".

MR. KEIZER:  Moving on to Board staff Question No. 5, which has a series of questions attached to it relating to various information arising for cost of capital.

MR. BARRETT:  Yes.  Just taking these in order, then, in response to question (a), this is not a change in our prefiled evidence.  OPG always envisioned the ROE numbers would be updated with data that was three months prior to the start of the rate period.

Part (b), we would agree that averaging or relying on consensus forecasts has a moderating effect on forecast bias.

Part (b)(ii) asks for information related to certain bond rates from the Global Insight report.  That information is already in evidence, and I can give you the cite.  That is at C1-1-2, page 7.  There is a table there.

(b)(iii), the ROE using the January 2010 data would calculate a ROE of 9.82 percent compared to the 9.85 percent.

Turning to (b), part (iv) and (v), OPG is not aware of another forecasting source providing data beyond 12 months.

(b) part (vi), OPG agrees that forecasting error increases the further out the projection.  OPG has used the same forecast basis - that is, the Global Insight report - in setting our cost of long-term debt in EB-2007-0905, and that cost of debt was accepted by the Board.  We have used this same independent data source for purposes of our debt forecast in this case.

Part (c) of the question, which refers to equity risk premium, the 550 basis point equity risk premium cited in the Board's cost of capital report was established in reference to a 4.25 bases long Canada bond rate and produced an initial ROE of 9.75 in the Board's report, and we agree that the equity risk premium will vary based on data used in the calculations, that the equity risk premium is not constant.

MR. RITCHIE:  Okay, I do have a follow-up.  On your response to part (a), the question goes back to your response to the -- I guess the Pollution Probe interrogatory, where you have proposed that there would be a different ROE for 2011 and 2012, and that the 2011 would be based on the Board's methodology using the consensus forecast data, but the 2012 would be based on Global Insight, because consensus forecast only goes out 12 months.

I was just trying to get a confirmation whether the answer to that response was -- was a change from what was documented in the prefiled evidence.

MR. BARRETT:  And the answer is no.  The prefiled evidence talks about the need to update the ROEs that are in the application, based on data which is current.  That is three months before the start of the test period.

MR. RITCHIE:  And where was the proposal that you would be using Global Insight for the 2012 year?

MR. BARRETT:  We didn't specify in the prefiled evidence what the source of the data was.  If the consensus forecast report had two years of data, we would be using the consensus forecast report.  But it only has 12 months of data, so we need another source.

MR. RITCHIE:  Okay.

MR. SHEPHERD:  I have a follow-up question, too.

I didn't hear you answer (4), the most current estimates of the Global Insight data for the 10-year Government of Canada bond yield.  It sounded like you said:  For (4) and (5), we don't know anything that goes past 12 months.

MR. BARRETT:  Sorry.  I think we have a handout that I should have referenced.  And this is a copy of the Global Insight report.

[Ms. Reuber hands out the report.]

MS. HELT:  We will mark that as Exhibit KT1.7.
EXHIBIT NO. KT1.7:  Global Insight Report.

MR. KEIZER:  Then moving on, the next is Board Staff No. 6, in which I indicated earlier at the beginning of the afternoon that we have some written responses related to Ms. McShane's view.  We have already provided that, and it has been marked.

With respect to the next Board Staff question, No. 7, which relates to, again, the Board's cost of capital report.

MR. BARRETT:  Yes.  The first part of the question asks whether we can confirm that the other long-term debt provision is a separate component of the deemed capital structure, and we can confirm that.

The second part asks us for copies of decisions related to notional debt.  And as we have indicated, I think, in our previous IR response, OPG's use of the deemed debt rate is based on our interpretation of the Board's cost of capital report, dated December 11, 2009.  And specifically page 54 of that report.  And that is referenced in the IR.

DR. SCHWARTZ:  May I ask a follow-up on this?

On notional debt, does OPG have a sense as to how the debt rating agencies and institutional investors view that when they examine the ratio of debt-to-equity?  That is do they treat the notional debt as regular debt, which is what the Board has indicated is its own view?

MR. BARRETT:  I don't know what they do, sir.

DR. SCHWARTZ:  Oh, thank you.

MR. KEIZER:  Then moving on to the next question, which is Board Staff No. 8, again, it is another question with respect to Ms. McShane.  And we have also filed that written response.

Skipping over a few pages to page 12, the next corporate Board Staff question, Board Staff question No. 26, dealing with nuclear insurance costs.

MR. REEVE:  The response to this question is if Bill C-15 does not ultimately receive Royal assent, there would be a decrease in insurance costs in the test years as compared to the amount currently forecast.

A graduated increase for nuclear liability premiums is currently forecast in the test period, based on this Bill passing.

MR. KEIZER:  Then moving on to Board Staff No. -- question No. 47 relating to -- sorry, 27, relating to SharePoint software system.

MR. BARRETT:  Yes.  In some respects this is an odd question, because it deals with correspondence rather than the application itself, but I can advise that the cost is approximately $60,000, and it is a 2009-2010 expense.  So it is not part of the test period.

MR. KEIZER:  All right.  Moving on to the next Board Staff question, No. 28.

MR. BARRETT:  Yes.  This interrogatory asked us to produce a table which would break the regulatory affairs budget down into amounts, budget amounts related to specific cases, historically.

We cannot provide that table.  That is not how we budget.

MR. BATTISTA:  Could you give us a short synopsis of how you do budget your regulatory...

MR. BARRETT:  We budget on cost categories, rather than with reference to specific application.

So for example, we would have consultants, intervenor costs, OEB fees, but we wouldn't have those specifically budgeted with reference to individual applications.

MR. BATTISTA:  So you would have no sense, perhaps, what you expect the prior proceeding, EB-2007-- I should know the number -- 0905?

MR. BARRETT:  We have actual data related to that application and we have provided that.  It is just that we don't budget that way.  You had asked for the budget amounts and then a variance analysis, but we don't budget that way, so we can't produce the variance analysis.

MR. KEIZER:  Then moving on to Board Staff question No. 29 --

MR. SHEPHERD:  Excuse me.  I was trying to get the button to work.

MR. KEIZER:  Oh, sorry.

MR. SHEPHERD:  Maybe I misunderstood this question, 28.

I thought it was asking for the 2008 regulatory affairs budget that was included in the numbers in your previous application, as opposed to the budget for that proceeding itself.  Did I misunderstand it?

MR. BARRETT:  You have to look at the table that was appended.

MR. SHEPHERD:  Oh, okay.  All right.

MR. KEIZER:  So then moving on to Board Staff question No. 29, related to nuclear equipment life.

MR. REEVE:  The response to this question on differences in nuclear equipment life is no, OPG is not aware of any major differences in nuclear equipment life assumed by OPG, and that assumed by other CANDU owners worldwide.

MR. KEIZER:  Moving on to Board Staff No. 30, relating to Bruce regulatory tax losses.

MR. HEARD:  The response to that question in the following order, if we look at number A, no, based on the information presented in the question, OPG does not agree with the suggested method of calculating tax losses or the way they're proposed to be applied or the suggestion that these tax losses could reduce the overall Bruce tax expense for the period post-April 1st, 2008.

With respect to the benefit of tax losses of $262.6 million for April 1st, 2008 to December 31st, 2009, noted in the question, these are being passed on to ratepayers by virtue of existing rates and/or entries into the Bruce lease net revenue variance account, by including a credit to future income tax expense, which is otherwise or sometimes called deferred taxes, for that period in accordance with GAAP.

This current future income tax expense forms part of the calculation of net revenues from Bruce which is used to reduce the revenue requirement.  The credit to future tax expense recognizes the tax benefit of losses before they're actually applied to reduce taxable income in the future.

When these tax losses are actually utilized to reduce taxable income in future years, there is no additional benefit available, because it has already been passed on to ratepayers.

In terms of the Bruce loss amount of $390 million cited in the question, which arose prior to the period of April 1st, 2008, this predates OEB's jurisdiction.  The findings in the last decision are clear that the Bruce assets are not prescribed assets.

The finding specifically stated that OPG should include an income tax expense calculated in accordance with GAAP in its computation of the Bruce costs for the test period.

The decision also stated, as OPG's Bruce investment is not regulated by the Board, the Board sees no basis for omitting a tax provision in the calculation of Bruce costs.

As such, the suggestion that Bruce taxes should be reduced as a result of the losses for the period prior to April 1st, 2008 has already been considered and rejected by the Board in the decision on OPG's last payment amounts application.

So in summary on this one, it is OPG's position that none of the loss amounts cited in this question can be used to reduce OPG's revenue requirement.

For part (b) of this question, the Bruce tax loss for the first quarter of 2008 calculated on a GAAP basis was approximately $45 million.

For part (c) of the position -- of this question, OPG agrees that for general corporate income tax purposes, losses incurred up to 2005 can be carried forward ten years, and losses incurred after that time can be carried forward 20 years.

However, we do not agree that the Bruce losses from the period prior to April 1st, 2008 can be carried forward at all for the purpose of setting the payment amounts.

In response to parts (d) and (e) of this question, the regulatory CCA should not be restated, as suggested in the question.  It is prudent tax planning to take the maximum CCA, because there is no catch-up mechanism to claim CCA that was foregone in a given year.  CCA will continue to be calculated on a declining balance basis.

By including the maximum CCA deduction in the amount of the loss, the company can utilize it in years of taxable income which would generally occur much sooner than at the declining basis rate of the CCA.

Given that the last carry-forward period is 20 years, it is unlikely that the losses would expire before they could be utilized.  Therefore, claiming CCA in a loss year allows the benefit of CCA to be applied against taxable income and passed on to ratepayers sooner.

OPG has followed this approach consistently in calculating the income taxes, because it is to the benefit of ratepayers and consistent with our actual tax returns.

MR. KEIZER:  Moving on, question 31 is a confidential question, so we will leave that, as we established in the practice this morning, to the end.

We then move to question 32, which relates to the impact of the harmonized sales tax.

MR. HEARD:  Harmonized sales tax came into effect on July 1st, 2010.  OPG is in the process of compiling the data for its first HST return.  Therefore, our actual cost reductions to date haven't been determined at this time.

However, we do estimate that the savings for the month of July are relatively small at approximately $570,000, which would work out to be approximately $3.4 million on an annualized basis.

MR. KEIZER:  Then moving on to Board Staff Question No. --

MR. SHEPHERD:  Sorry.  I am just doing the math in my head.  The savings for the month of July are 570; is that what you said?

MR. HEARD:  Yes.  That is about the estimate.

MR. SHEPHERD:  And that annualizes to 3 million?

MR. HEARD:  3.4 million.

MR. SHEPHERD:  You mean for 2010?

MR. HEARD:  Yes, for 2010.

MR. SHEPHERD:  That is not an annual number.  That is a half year.

MR. HEARD:  Right.  I'm sorry, I should have said that.

MR. SHEPHERD:  The full year number would be --

MR. HEARD:  Twelve times that.

MR. SHEPHERD:  -- 7 million; is that right?

MR. HEARD:  Actually, I don't know that, as I look at that.  The month of July is the number that I have at the $570,000 number.  But to look at this, I don't know the 7 million number.

MR. SHEPHERD:  So you can't extrapolate the 570,000 to 12 times that as a rough approximation of the annual number?

MR. HEARD:  I am just not sure if there are other factors affecting the timing there that would impact the amount of savings.

MR. SHEPHERD:  Is there some way you can tell us what the annual number is?

MR. HEARD:  Yes.  I just don't have that information with me.  That's all I am saying.

MR. SHEPHERD:  So you can undertake to estimate the annual number?

MR. HEARD:  I could.

MR. SHEPHERD:  Thanks.

MS. HELT:  Thank you.  We will note that as JT1.9.

UNDERTAKING NO. JT1.9:  TO PROVIDE ESTIMATE OF THE ANNUAL NUMBER FOR HST.

MR. KEIZER:  Then moving on to Board Staff Question No. 33, relating to Bruce nuclear exercising an option to assume responsibility for low level radioactive waste.

MR. REEVE:  The response to the question is that OPG filed a corrected interrogatory response.  Given that the option was exercised early in August, this is filed on -- was filed on August 17th under issue 7.3.

In that response, OPG indicated that it is expected that OPG's net Bruce revenues will be impacted positively by $5- to $8 million in the 2011 to 2012 test period.

This assumes that Bruce Power completes the retrieval of the waste during the test period.  Some of the factors that can affect the timing of this recognition pertain to CNSC approval for the transport of the steam generators, where there is a public hearing scheduled in September 2010, with a final decision to be rendered thereafter; in addition, the timing of when the physical transfer from OPG will be completed by Bruce Power.

All approvals and/or permits associated with the transport of the steam generators are entirely Bruce Power's responsibility, and, therefore, the timing is not directly controlled by OPG.

MR. KEIZER:  Then moving on to Board Staff Question No. 34 relating to supplemental revenue from the Bruce lease.

MR. REEVE:  We will take this question in parts.  There are a number of parts to this question, starting with part (a), which asks for details of the supplemental rent rebate provisions.  They are as follows:  To be determined in January of each year if the arithmetic average of the monthly HOEP for the preceding year is less than $30 per megawatt-hour, and these are the monthly values being as reported by the IESO.

Then for Bruce B generating units that were operational in that year, OPG will rebate to Bruce Power a portion of the supplemental rent paid for those units in the preceding year.

The rebate on a unit basis is the difference between the full supplemental rent paid and $25.5 million.  That's in 2002 dollars, or, as referenced in the prefiled evidence, around $30 million per unit, CPI adjusted to the current year, less $12 million.

That is, in any year when the average annual HOEP is less than the $13 per megawatt-hour trigger, than the supplemental rent payable for operation of Bruce B units is limited to $12 million per year, not CPI adjusted.

The above provisions do not apply to the Bruce A units as long as the refurbishment implementation agreement between the province and Bruce Power is in effect.  As indicated in L-1-127, OPG is not a party to this agreement.

Moving on to part (b), based on the valuation performed by -- for OPG's financial reporting for the second quarter of 2010, the probability for the limitation to take effect for 2011 and 2012 was slightly below 60 percent for both years, based on the market view and expectations at that time.

For part (c), the question incorrectly states that in 2009, supplemental rent was eliminated because of the market price limitation.

Supplemental rent was reduced and a rebate was issued per the terms of the lease agreement, and as triggered by the annual average HOEP being less than $30 per megawatt hour, but it was not eliminated, i.e., not rebated in its entirety.

The valuation of the embedded derivative already inherently includes all years which are expected to be impacted by the market price limitation as outlined in part (a), based on information that is available at the time of the valuation, including the impact of factors such as potential SBG conditions on future prices.

Moving on to part D, the negative entry of $11.3 million for supplemental rent represents the amount of annual supplemental rent revenues of 176 million, less 69.3 million refunded to Bruce Power for the HOEP price adjustment per the provisions of the lease agreement outlined in part (a), and less the embedded derivative valuation adjustment of 118 million described in the prefiled evidence.

This was the amount recorded for 2009.

The actual net supplemental rent received from Bruce Power is therefore not negative, as the negative amount includes the derivative valuation adjustment pertaining to all applicable future years.

This mechanism does impact future years.

Part (e), based on the valuation performed for OPG's financial reporting for the second quarter of 2010, the average HOEP in 2010 measured as per the lease agreement was approximately 34.45 dollars, or $34.45 per megawatt hour.

Part F, the nature, terms and conditions of this derivative are outlined under part (a), previously responded to.

For accounting, the provision is considered a derivative embedded in the lease agreement.  The variables that would affect the value of this derivative include the forward price for the balance of the current year, and future calendar years, the volatility of the forward price, the risk premium embedded in the forward price, the actual electricity price for the current year, assumed useful life of the Bruce B nuclear generating staff station, the status of the refurbishment of the Bruce A nuclear generating station, the consumer price index, and OPG's credit-adjusted discount rate.

MR. KEIZER:  Thank you.  Moving on, then, to Board Staff No. 35 --

MR. CHUTE:  Excuse me.  I would like to ask a supplemental, if we could.

Taking into account what you filed in terms of SBG levels for 2011 and 2012, which are two-and-a-half to four times what the levels were in 2009, is it fair to say that OPG has not accounted for or is not expecting the reduction in supplemental rent in the test years as a result of low market levels?

Is that the position that you filed?

[Witness panel confers]

MR. REEVE:  I can't speak specifically to the impact of the SBG conditions or changes in those conditions that you referenced in your question.

MR. CHUTE:  Would you agree that SBG is an indication of the low market levels, low market price levels?  Is consistent with a low market price?

MR. REEVE:  I would agree that SBG is factored into the valuation of the derivative.

MR. CHUTE:  Okay.  Thank you.

MR. SHEPHERD:  Can I ask a follow-up?  And maybe I am just misunderstanding what you are saying.

Did I understand you to say that the refund is binary?  If you go below the threshold, you pay the full amount?  The $18 million a unit?  Or have I just misunderstood that?

MR. REEVE:  That's correct.

MR. SHEPHERD:  It is binary?

MR. REEVE:  Mm-hmm.

MR. SHEPHERD:  Okay.

MR. KEIZER:  Moving on to Board Staff question No. 35.

MR. BARRETT:  Yes.  In this question we were asked for terms of reference for some work we are doing on nuclear liabilities.

There is no terms of reference that can be produced.

MR. KEIZER:  Thank you.  Moving on to Board Staff No. 36, relating to refurbishment projects' impact on ARO and ARC.

MR. REEVE:  The response to part (a) of this question is that Canadian generally accepted accounting principles require an increase in the asset retirement obligation, or ARO liability, be measured using the credit-adjusted risk-free rate.

Therefore, the discount rate of 4.8 percent was used, which represents the credit-adjusted risk-free rate applicable to the liability at the time when the additional liability was recognized for the decision to commence the definition phase for the Darlington refurbishment project.

This method of determining the discount rate is consistent with previous changes to OPG's asset retirement obligation.

In terms of the second part of the question, the increases and reductions in asset retirement cost, or ARC, among the other nuclear generating stations were a result of allocating the ARC to the station level, as described in the prefiled evidence under C2 -– C1, S2, pages 2 and 3, and as further elaborated in L-1-132.

MR. KEIZER:  Thank you.  Then moving on to --

MR. SHEPHERD:  Hang on a second.  Hang on.  Sorry.

I thought the question asked you to give us a summary, and you referred to some evidence.  Maybe I can just ask you, is it fair to say that the refurbishment means that you -- that there are some common costs associated with asset retirement, which will then be spread over a broader cost base?  But there are also some...

Is the general tendency to reduce the ARO if you refurbish and push it out longer?

MR. REEVE:  I can point --

MR. SHEPHERD:  I am just looking for the Coles'-Notes answer, as opposed to the detailed answer.

MR. REEVE:  There is a description in C2, T1, S2, and it describes the ways in which the individual decommissioning and waste programs are either station-specific or allocated across the stations.

In general terms, the impact on the ARO is a function of changes in the decommissioning cost of extending the life of the station, compared to the increased number of bundles and waste that is generated.

MR. SHEPHERD:  Yes.  So in other words, you are discounting it for a longer period of time so the cost is lower, but you are using up more fuel bundles so the cost is higher?

MR. REEVE:  Correct.

MR. SHEPHERD:  Okay.  Thanks.

MR. KEIZER:  So then moving on to Board Staff No. 38, relating to Issue 10.3 and dealing with deferral and variance accounts.

MR. BARRETT:  Yes.  In this question, we were asked why we had cited the purchase gas variance account as a precedent, and we had cited it because it is a circumstance where the Board uses forecast information in clearing balances, and that is analogous to the situation that we are proposing.

MR. KEIZER:  Again, moving on to Board Staff No. 39, dealing with reporting and record keeping.

MR. BARRETT:  Yes.  I will address part (a) of this response.  The question is:  Why does OPG believe it should not have to provide this information?

If you look at L-1-149, you will see that we provided a number of reasons why we should not be required to produce these audited financial statements on an ongoing basis.

Just to summarize that section of the response, we indicated that was expensive, that there was a significant additional administrative burden associated with the production of these statements, and that we did not see them providing any real value, given that they are prepared on a GAAP basis, and, therefore, don't have a good alignment with parts of the rate filing.

And there is significant additional detail around these points in the interrogatory.

MR. REEVE:  In answer to part (b) of the question, OPG cannot change its current segment disclosure in its general purpose corporate audited financial statements that are filed with the Ontario Securities Commission, as these statements must be prepared in accordance with Canadian generally accepted accounting principles.  In accordance with GAAP, the segmented disclosure must be presented consistent with OPG's management reporting structure, and the current segment disclosure reflects this structure.

MR. KEIZER:  Thank you.  Then moving on to the Board Staff Question No. 40.

MR. BARRETT:  Dealing first with part (a), it references the fact that we did not identify stakeholdering as part of our proposed process.

Our position would be, once we have a developed process -- proposal, then we think that would be the time to do any stakeholdering around that proposal.  We think that is the most efficient way to conduct stakeholdering.

And with respect to part (b), which suggests that we might already have developed a proposal, the answer is:  No, we have not yet determined a form of incentive regulation.

I would characterize our work at this stage as at a fairly preliminary stage.  The schedule we proposed is aggressive, and I will acknowledge that, and we are working hard to try and meet it.

MR. KEIZER:  I think subject to the one confidential question that we will deal with at the end, that completes Board Staff's questions for the corporate panel.

We then move on to the AMPCO questions, and the first appears at page 19 of the compendium, which at Question No. 4.

MR. BARRETT:  Yes.  In Question No. 4, we were asked whether Mr. Luciani had done any quantitative analysis supporting his materials, and he did not produce any quantitative analysis.

MR. LORD:  Just to follow up, the response is clear he hadn't performed any quantitative analysis for Ontario.

I wanted to clarify that he also has not done such quantitative analysis for other jurisdictions, particularly the US ones discussed in the report, or that he hasn't had an opportunity to review quantitative analysis for some of the other jurisdictions when preparing his report.

MR. BARRETT:  In terms of the first part of that question, I can confirm that he didn't do quantitative analysis.

I am not certain of what exactly he reviewed, but his document or his report, I would characterize it as a research document rather than a quantitative analysis.

MR. KEIZER:  I believe that is the last corporate question in respect of AMPCO.

So moving on to page 21 of the compendium and the questions posed by Canadian Manufacturers & Exporters, as we indicated before, we have numbered these rows on the compendium that was distributed.

So with respect to Question No. 1, relating to letters of comment.

MR. BARRETT:  Yes, I -- in some respects, this is a question better directed to Board Staff.  I am not aware of whether or not those letters of comment are on the record.  The letters of comment were addressed to the Board, and perhaps they can advise us.

MS. BINETTE:  The letters of comment are not on the record currently.  We can make copies available, but we would have to redact personal information.  That is basically the process we're following currently.  So if parties want to let me know whether they would like those documents, we can provide them.

MR. THOMPSON:  Yes, please.  I would like them.

MR. KEIZER:  Thank you.  Moving on, then, to Question No. 2 with respect to CWIP recovery.

MR. BARRETT:  Yes.  I can advise that Mr. Luciani has not carried out research in other jurisdictions to determine if CWIP recovery is allowed as an item of short-term debt interest expense.

MR. THOMPSON:  Apart from his efforts, do you know whether it is allowed in other jurisdictions as an item of short-term debt expense?

MR. BARRETT:  I haven't done that research myself.  To me, it would seem odd that you would fund a project the size of the Darlington refurbishment project with short-term debt.

MR. THOMPSON:  All right.  You haven't done your research.  That's fine.

MR. KEIZER:  Moving, then, to corporate Question No. 3 on the forecast published by Global Insight.

MR. BARRETT:  The question was how frequently are these forecasts produced, and I understand that that is monthly and that we have provided a copy of one of those reports.

MR. THOMPSON:  That was this morning.  That was just earlier --

MR. BARRETT:  It was just a little earlier, yes, that's right.

MR. THOMPSON:  Thanks.

MR. KEIZER:  Thank you.  Moving on to page 22 of the compendium, in particular, Question No. 7 relating to revenue requirement changes.

MR. REEVE:  This question related to capitalization thresholds.  The response is that OPG expects that there would be minimal impact on revenue requirement in the test period as a result of changing the threshold for capitalization from 200,000 to 100,000 for OPG-regulated business.

To complete the full assessment would require consideration of whether planned work programs and activities in the nuclear and regulated hydroelectric businesses that fall between these amounts meet the other criteria for capitalization produced by OPG in accordance with generally accepted accounting principles.  These are outlined in A2, T2, S1, section 5.1.

MR. KEIZER:  Okay.  Moving on, then, to Question No. 9 relating to total human resource related cost.

MS. IRVINE:  I believe that the question is referencing chart 3 on page 7 of Exhibit F4, tab 3, schedule 1, and I am afraid I don't understand what is being asked in the question.

What would you like me to clarify?

MR. THOMPSON:  All right.  Well, it is probably just semantics, but in the answer -- I am looking at Board Staff No. 76.

MS. IRVINE:  Hmm-hmm.

MR. THOMPSON:  You talk about the average base salary for Society-represented employees, and you give certain amounts.

MS. IRVINE:  Yes.

MR. THOMPSON:  Then a little further down at the bottom, you talk about in terms of total wages, however, and then you give other amounts.

My question, what I was really trying to find out:  Is the number that you give at the bottom of this answer a response to the question which talks about human resource-related costs?  Wages, salaries, benefits, incentive payments, FTE and pension costs, are all of those in those numbers at the bottom of the page?

MS. IRVINE:  No.  The original question in the interrogatory asked about base salary, and it was comparing base salary of Society-represented people in nuclear, hydroelectric and corporate.

The further note was if you actually combined other elements of compensation, other than base salary, and the page -- the table on page 7 of the F4 evidence indicates that total wages are made up of base salaries, overtime, incentives and other.

So the second part of that interrogatory was saying yes, base wages may appear to be slightly above in a very minor sense, but if you look at overall compensation, considering those elements, it is higher in nuclear.

MR. THOMPSON:  A larger number?  Okay.  That is what I was trying to find out.  Thanks.

MR. KEIZER:  Okay.  Then moving on, then, to question No. 10.

MS. IRVINE:  The answer for this technical question is no, we cannot provide an estimate, nor a calculation.

MR. THOMPSON:  And why is that?

MS. IRVINE:  Well, the chart that is referenced in the interrogatory is a sample of various occupations that are found both in OPG and in the Towers Perrin power industry survey.

So if you wanted to find out if we moved the entire population of OPG to 75th percentile, you would need to have weightings by incumbents, you would need to have all the jobs market-benchmarked.  It is impossible for me to say, from that chart, how much savings there would be if everybody moved either up or down to the 70th percentile -– 75th percentile, I beg your pardon.

MR. THOMPSON:  It is a mix of employees issue; is that what you're saying?

MS. IRVINE:  It is partly a mix.  Some of these occupations would be heavily populated; some will not.

So just taking an average, it would be impossible to say how the total compensation costs would be impacted.

MR. THOMPSON:  Okay.  Thank you.

MR. KEIZER:  Then moving on to question No. 11.

MR. BARRETT:  Yes.  We were asked whether we were proposing to propose a witness from Black & Veatch, and the answer is no.

MR. KEIZER:  A similar question for corporate question No. 12.

MR. BARRETT:  I will provide a similar response.  No, we are not planning to present a witness from the Hackett Group.

MR. THOMPSON:  Could you explain why not in each case?

MR. KEIZER:  I don't think we have to explain why we are putting witness forward and not another witness forward.

MR. THOMPSON:  I take it you are not prepared to explain why not, then?

MR. KEIZER:  No.

MR. THOMPSON:  All right.

MR. KEIZER:  Then moving on to corporate No. 13.

MR. HEARD:  This question asks two matters.

One is a clarification about mitigation, and the second matter is about the distinction between income tax PILs and regulatory income tax.

I will answer the second piece first.

With regard to this distinction between the terms "income tax PILs" and "regulatory income tax," regulatory income taxes is used in OPG's answer, as it more accurately characterizes the taxes determined in a regulatory forum for prescribed facilities.

"Income tax PILs" refers to the total amount of income tax that OPG pays as a corporation to the Ontario Electricity Financial Corporation.

In terms of the mitigation, the amount of mitigation imposed by the OEB was 341.2 million for the test period April 1, 2008 to December 31st, 2009.

The calculation of this is shown in the prefiled evidence at Exhibit H1, T1, S1, page 7.

We provided further descriptive summary of the mitigation in response to Interrogatory L-05-30.  And the components making up the 341.2 million are as follows.

The first is a revenue requirement reduction of 22 percent of revenue deficiency for the last payment amounts order.  That was 168.7 million.

The second piece is the recovery of foregone tax expense of 66 million, plus the related gross-up on that tax of 29.9 million for the 2008 to 2009 test period for the prescribed assets, excluded from the calculation of the revenue requirement.

And the third part is the additional regulatory income taxes of 76.6 million for the 2008 to 2009 test period, including the related gross-up that would have arisen had the revenue requirement not been reduced by the 168.7 million.

MR. THOMPSON:  Can I just ask what OPG means when it uses the word "mitigation"?  You use the phrase:  The Board imposed mitigation.  I wonder what you mean when you use that word.

MR. HEARD:  How I have used it in my answer is just simply meant to be that reduction of 22 percent of the revenue deficiency that was –- that was included in the last payment amounts order.

MR. THOMPSON:  Okay.  Now, maybe I could just ask this for clarification.  Did OPG propose mitigation in the last case?

MR. BARRETT:  Yes, that's correct.

MR. THOMPSON:  Okay.  Could you just tell me what it meant by the use of the word "mitigation" when it proposed it?  Is it something that you are giving up, to which you would otherwise be entitled?  Is that what you are getting at with the use of that word?

MR. BARRETT:  I can't recall exactly how we characterized that term in the last application.

MR. THOMPSON:  Well, how do you characterize it today, that word?

MR. BARRETT:  We are not proposing any mitigation in the current application.

MR. THOMPSON:  I know you are not.  But what do you mean when you use the word "mitigation"?

MR. BARRETT:  With reference to the response that you just heard, we are using the word "mitigation" in the same way that the Board used that term in its Decision and Order.

MR. THOMPSON:  That's terribly helpful.  What does it mean to you folks?  I am not trying to be cute here; I am just trying to find out.  Is it something you are giving up that you might otherwise be entitled to?  Is it something that is relevant to the determination of just and reasonable rates?  What is it?

MR. BARRETT:  I think it depends on the facts.  I don't think there is a hard and fast rule what "mitigation" might be in all circumstances.

MR. THOMPSON:  All right.  Can you tell me -- you identified a need for mitigation in the last case.  Can you help us with the circumstances that gave rise to a determination that there should be some mitigation in the last case?

Again, I am trying to find out what triggers a need for mitigation in OPG's parlance.

MR. BARRETT:  We discussed mitigation in the last application.  Just sitting here, I can't recall exactly what we said.

If it is -- I mean I am certain that you can just go back and look at our evidence from that application and it will be set out there.

MR. THOMPSON:  I wasn't really asking you what you said before.  Conceptually, what triggers a need for mitigation?  That is really what I am trying to understand.

MR. KEIZER:  I think he said that it depends on the factual situation.

MR. THOMPSON:  All right.  What facts would give rise, in your view, to a need for mitigation?

MR. BARRETT:  Well, if we -- as one example, the Board has a test that it uses for distributors that says if there is a total bill impact of greater than 10 percent, then it has an expectation that the utility would propose mitigation.

MR. THOMPSON:  Okay.  Anything else that OPG uses as a guide to trigger mitigation?

MR. BARRETT:  We have no guide that would trigger mitigation, in general terms.

MR. KEIZER:  Is it still clarification of the interrogatory?  Or are we now engaged in cross-examination?

MR. THOMPSON:  No, no.  It is trying to understand the meaning of the word that is used throughout this interrogatory and elsewhere.

Anyway, I am finished on that one.  Just a little sabre-rattling before we get to the hearing.  Where are we now?

MR. KEIZER:  We are now moving on to CME question No. 14.

MR. SHEPHERD:  With great trepidation, can I follow up Mr. Thompson's enjoyable discourse there?

You proposed mitigation in the last case, and you didn't propose it in this case.  Can you -- is it possible for you to identify the facts that were different from one to the other that resulted in that different decision?  Is that something you can help us with?

MR. KEIZER:  Sorry, maybe I have to clarify the question here, but are you talking generally, globally throughout the entire kind of application, or is there one area you are talking about?

MR. SHEPHERD:  No, I am talking -- in the last application, OPG made a conclusion, before it filed it, that it should -- there should be mitigation of the increase in rates, and in this application you didn't.

And so obviously some fact situation changed.  Something was different this time than last time, and I am just trying to understand what it was in your minds.

MR. BARRETT:  I don't think it would be helpful for me to try and recollect what -- the fact circumstances which underpinned our decision last time on the fly.

I mean, they are set out in our application, so it is not a secret.  I just don't recall exactly what it was.

MR. KEIZER:  I guess I am struggling to see, one, tying it back to where we are today in a technical conference, in terms of this, as well as the fact situations are very different.  So I don't know if it is fruitful to explore that, in any way, what the comparisons between the two would be.

MR. SHEPHERD:  I am trying to find out, like Mr. Thompson, what the meaning of the word is, but that's fine.  That can be left for another day.

MR. KEIZER:  So we will move on to CME No. 14.  I think there is a handout that is associated with this question.

MR. THOMPSON:  I am relieved.

[Laughter]

--- Ms. Reuber hands out one-page document.

MS. BINETTE:  This is Exhibit KT1.8, components of tax loss variance account.
EXHIBIT NO. KT1.8:  ONE-PAGE DOCUMENT, COMPONENTS OF TAX LOSS VARIANCE ACCOUNT.

MR. HEARD:  So in terms of the chart that is being handed out, it lays out the components of the tax loss variance account.

I would point out the gross-up component that is mentioned in the question can be separated, but we note that this is a component of the income tax expense portion of the tax loss variance account, and it is standard regulatory practice to gross up tax amounts to be recovered from ratepayers to ensure all taxes are recovered.

In terms of the chart, the tax loss variance account can be looked at as follows.  The first line item relates to the recovery of the impact of the revenue requirement reduction of $168.7 million, representing the 22 percent of the revenue deficiency referred to in the last question.

The second item relates to the recovery of foregone tax expense for 2008-2009 test period, before any related tax gross-up for the prescribed assets, which was excluded from the calculation of the revenue requirement previously.

The third line is the recovery of the tax gross-up on the foregone tax expense referred to on the second line.

The fourth line refers to the recovery of additional regulatory income tax before the related gross-up that would have arisen had the revenue requirement not been reduced by line item number 1 on this chart.

And the fifth item, fifth line on the chart relates to the recovery of the tax gross-up on the additional regulatory income tax for the previous line.

Line 6 is simply the sum of lines 1 to 5, and line 7 relates to the revenue requirement reduction which has been grossed up, as shown here, available from the recalculated prior period tax losses.

There are references to the calculation methods in the pieces of evidence shown in this chart, as well, and line 8 shows the total of the tax loss variance account, which ties into Exhibit H1, T1, S1, table 4.

MR. THOMPSON:  Can I just ask a couple of follow-ups on this?

When we were having discussion a moment ago, you said the Board imposed, I think you said, about $340 million of mitigation in the last case.

My question, then, is:  Is that the number that we see in line 6, the third column, 341.2?

MR. HEARD:  Yes, that is correct.

MR. THOMPSON:  Okay.  And so when I look at the 290.9 in this variance account, that is what you are seeking to recover now through the tax loss variance account, to that point in time?

MR. HEARD:  To that point in time, yes.

MR. THOMPSON:  Right.  It is a total of 485.

So am I right to conclude that of the $340 million of mitigation you say the Board imposed, you are trying to get $291 million of it back through the tax variance account?

MR. HEARD:  Yes, that's correct.

MR. THOMPSON:  Thank you.

MR. SKINNER:  The table that you just handed out, does it include interest or is it the principal amount, only?

MR. THOMPSON:  Sorry, one other further question.

MR. KEIZER:  Maybe one at a time.

MR. THOMPSON:  It is just on this chart there is another column.  The 195 for 2010, is there any particular order where the Board extended the tax loss variance account to cover 2010?

MR. BARRETT:  We would like to go back and deal with the preceding question, if we can, before we get to that.

MR. THOMPSON:  Well, I would like the answer.

MR. BARRETT:  We will get to that.

MS. BINETTE:  There was another question.

MR. BARRETT:  There was a question about whether the table included interest.

MR. THOMPSON:  Yes.  I'm sorry.

MR. BARRETT:  There wasn't.

MR. THOMPSON:  That wasn't a question.  It was a statement that it did not include interest.

MR. HEARD:  Yes, that's correct.  I was just reconfirming that, but it is without interest.

MR. THOMPSON:  All right.  So my other question of clarification is about the 195 million, and I asked:  Is there a Board order that extended that tax loss variance account to cover 2010?

MR. BARRETT:  The Board's decision on our motion to vary established this variance account.  They established it without an end date, so it continues into 2010.

MR. THOMPSON:  All right.  Well, I won't quibble with you about that now.  Okay, thank you very much for that answer.  That is very clarifying for an old fellow like me.

MR. KEIZER:  We will move on to CME No. 15.

MR. BARRETT:  This asked whether we were aware of any multi-year forward-looking bill analysis having been done by the OEB, and I am not aware of any such analysis, but we might take advantage of the fact that Board Staff is here as to whether they can advise whether they are aware of such analysis.

MR. ANTONOPOULOS:  No, the Board has not done any forecasting.

MR. KEIZER:  Moving on, then, to CME No. 16.

MR. BARRETT:  Here we were asked to clarify our position on the relevance of overall bill impacts on consumers in determining the reasonableness of payment amounts.

OPG believes that the OEB is legally required to establish just and reasonable payment amounts based solely on the evidence in the proceeding.

Consideration of overall bill impacts is relevant only to determining the need for and extent of mitigation, if any, and any such determination should follow the decision on just and reasonable payment amounts.

The Board has previously indicated that it needs to consider mitigating bill impacts once the bill impact exceeds 10 percent on a total bill basis, and that can be found in the Distributor Rate Handbook.

The impact on -- the impact of OPG's application is nowhere near this threshold level.

MR. THOMPSON:  Just one second here.  I just wanted clarity on whether you are saying mitigation is part of a determination of just and reasonable rates, or it is not part of a determination of just and reasonable rates?

MR. BARRETT:  I would say it follows subsequent.  So the Board determines how much money a utility is properly entitled to recover, and then decides whether certain of those amounts should be deferred with interest to mitigate bill impacts.

MR. THOMPSON:  But except you proposed mitigation before rates were set in the last case, and you say the Board imposed mitigation on you before rates were set.  Does that reconcile?

MR. KEIZER:  Are we getting into argument at this stage, though, on this question?

MR. THOMPSON:  I am just trying to reconcile the answer I got a few moments ago and the one I am getting now.  Do they reconcile?

MR. BARRETT:  Yes.

MR. THOMPSON:  Help me with that.  Explain why they reconcile.

MR. BARRETT:  What I have said in response to question 16 is the general proposition.

What happened in EB-2007-0905 was limited to that case, where there were facts and circumstances where we felt it was appropriate to propose mitigation.

The Board, in its decision, imposed a different form of mitigation.

MR. THOMPSON:  All right.  Well, I will leave it there for now.

MR. KEIZER:  Then moving on to CME No. 17.

MR. BARRETT:  Yes.  We were asked to clarify whether or not we prepare for internal use five-year forecasts of regulated hydroelectric and nuclear generation payment amounts.

The response is yes.

MR. THOMPSON:  All right.  That is all I need for now.

MR. KEIZER:  Continuing on with CME No. –-

 MR. SHEPHERD:  Hang on.  Mr. Shepherd needs more.

Can I follow up on that?  Those haven't been tabled, right?

MR. BARRETT:  No.

MR. SHEPHERD:  Those are not filed.  Can you file them?  Can you provide them?

MR. BARRETT:  No.

MR. SHEPHERD:  Why not?

MR. BARRETT:  We don't consider forecasts beyond the test period to be relevant.

MR. SHEPHERD:  So the context, the Board shouldn't see the context within which the current payment amounts are being set, that is the longer-term context?

MR. KEIZER:  Well, the context that is being set is based upon the test years for 2011 and 2012.

MR. SHEPHERD:  The Board is not allowed to look beyond that, to see what the subsequent impacts are?

MR. KEIZER:  I don't know why it should inform it about a thing for which there is no evidence as to costs or any -- not even before it in the basis of the application, so --

MR. SHEPHERD:  So I am asking you to provide those documents.  Is this a refusal?

MR. KEIZER:  This is a refusal.

MR. SHEPHERD:  Thank you.

MR. KEIZER:  Then moving on to CME No. 18.

MR. BARRETT:  Here, we were asked to clarify the period for which OPG forecasts the global adjustment mechanism.  I can advise that we have simulations of the market that go out to 2030 that include an amount for global adjustment.

MR. THOMPSON:  So you take it out 20 years?

MR. BARRETT:  Yes, that's correct.

MR. THOMPSON:  But in evidence, you have confined it to just the two years that are the subject matter of the test period?

MR. BARRETT:  The relevant period, yes.

MR. SHEPHERD:  Am I right in assuming that if I asked for that document, that is also a refusal?

MR. KEIZER:  Yes.

MR. SHEPHERD:  Thank you.

MR. KEIZER:  Let's move on to CME No. 19, which I think on the record already, based upon the IRs that have been responded to, that certain information has been declined to be produced on the basis of relevance and litigation privilege.  So I am not quite sure if there is really -- what the nature of the question here is on this aspect.

MR. THOMPSON:  Well, let me help you.

What you will need to turn up is your -- the non-confidential version of your response to CC -- Interrogatory No. 1.

I don't want to get fined here, but am I correct the non-confidential and the confidential are the same?  The thing has been blacked out in both sets?

MR. KEIZER:  I am not sure.  This was because it was on the basis of generally being available, and that we have to provide a letter to the Board, I think, by August 30th, unredacted, for them to assess on the same basis that we have done in other occasions relating to the non-regulated portion of OPG.

MR. THOMPSON:  So if you have that item in front of you, this is the first bullet point in my question, Issue 1.3.

The question is to clarify what you are referring to or what is meant by the quote, "the building of public concern of electricity prices" that is referenced in attachment 2 on -- I think it is the second page, in the middle.

What is being referred to when the phrase is -- by the phrase the "building public concern over electricity prices"?

 MR. KEIZER:  Sorry, I don't think the witnesses have it in front of them.

MR. THOMPSON:  Oh, I'm sorry.

MR. BARRETT:  We have the letter.  Can you just repeat the question, please?

MR. THOMPSON:  Yes.  If you go to the second page, in the middle of the page there is a paragraph that begins:

"As you know, in response to the building public concern over electricity prices..."

My question is what is that phrase referring to?

MR. BARRETT:  This refers to the stories in the media at that time.

MR. THOMPSON:  Yes.  And does it encompass OPG's requested rate increase, concerns over that?

MR. BARRETT:  I don't recall the media stories precisely, but these stories would have been before we filed our application, presumably.

MR. THOMPSON:  Right.  Well, they're cited in some of my interrogatories, but let me just ask.

Does the building concern -- public concern over electricity prices referenced here refer to concern over Hydro One Transmission's pending rate increase?

MR. BARRETT:  Again, I think this section of the letter references a general concern about rising prices.  It doesn't reference any individual component.

MR. THOMPSON:  All right.  Well, does it reference the concerns being expressed in the media at that time?

MR. BARRETT:  That's correct.

MR. THOMPSON:  Okay.  So I can find out all of those concerns.

 The letter goes on, and it says:

"Because of this concern, OPG determined in mid-April that it would defer the filing of its application to allow us to consider alternatives that would further reduce the impact on consumers."

My next question of clarification is would you please advise us of each of the alternatives OPG considered that would further reduce the impact on consumers?

MR. BARRETT:  The alternatives we considered was extending the term of variance account recovery.

MR. THOMPSON:  Yes, that's one alternative.  What are the others?

MR. BARRETT:  Those are all of the alternatives that we examined.  We looked at a number of different recovery periods.

 MR. THOMPSON:  All right.  And then my next bullet point discusses your refusal to produce in confidence the materials that we requested, and CME -- CCC also requested them.

My question is can you tell us whether the alternatives that you identified were presented to the board of directors?

MR. KEIZER:  I guess you are asking:  Did the alternatives come forward for approval?  Is that what you are asking?

MR. THOMPSON:  Well, the alternatives are identified in this letter, and the letter talks at the bottom about something being presented to the board of directors on May 20th.

My question was to clarify whether the alternatives that you are referring to in this letter were presented to the board of directors at the meeting that is described in this letter.

MR. BARRETT:  I don't have the board documents with me, so I can't confirm one way or the other.

MR. THOMPSON:  Could you undertake to inform us whether the alternatives were presented to the board of directors?

MR. KEIZER:  I guess subject to the objection we already have on the record, we will -- we can have a look, but subject to that objection.

MR. THOMPSON:  All right.

MS. BINETTE:  Should I give that an undertaking number?  Yes?  Okay.  So that is JT1.10.
UNDERTAKING NO. JT1.10:  TO Advise whether further alternatives were presented to the OPG board of directors, other than extending the term of variance account recovery

MR. THOMPSON:  Then you go on in CCC No. 4 on the second page, where you say:
"The application has been prepared on a cost of service basis and must be considered by the OEB as such."

I think you explained what you meant by that in an earlier response, but do you have anything to add to that, Mr. Barrett?

Do you see where I am referencing?

MR. BARRETT:  I don't think we have that interrogatory with us.

MR. THOMPSON:  Sorry.  It's CCC No. 1, Exhibit L-4, L, tab 4.

MR. BARRETT:  L-4-1?

MR. THOMPSON:  L-4-1, yes.  On the second page, the second sentence, that is what the question is referencing.

You gave a dissertation a few moments ago about deciding upon rates, and then mitigating.  We had a discussion on that subject.  That, I took it, was your explanation of what you meant by "prepared on a cost of service basis and must be considered as such", but if I am not -- please expand on it if there is something more.

MR. BARRETT:  There is nothing more.

MR. THOMPSON:  Thank you.

Now, the next bullet point in the question is referring to the bottom part of this interrogatory response, where you talk about a change in implementation date from January 1 to March 1.

I wasn't clear whether the March 1 implementation date was part of the initial filing, or whether that was something that changed.

MR. BARRETT:  It was -- just to clarify, there was only one filing.

MR. THOMPSON:  Sorry, the initial stakeholder presentation.

MR. BARRETT:  In the initial stakeholder presentations, we were proposing a January 1 implementation date.

MR. THOMPSON:  All right.

Was that proposal to change it to March 1 considered to be a mitigation measure?

MR. BARRETT:  No.  I think it was simply a function of the fact that time had passed and we did not believe that we would be able to complete the OEB process in time to implement rates January 1.

MR. THOMPSON:  Okay.  The next bullet point really relates to CME No. 38.  It is in your list of questions here.  The corporate No. 29, I couldn't find the answer to that initially, but it did surface in some stuff you sent to me recently.

Can you just clarify what, if you can -- first of all, who is Mr. Gruetzner?

MR. BARRETT:  Mr. Gruetzner is an OPG spokesperson who deals with the media.

MR. THOMPSON:  All right.  And there was a report in the Toronto Star about him saying something about taxes.  It is cited in the interrogatories that I have posed, CME No. 38, for example.

MR. BARRETT:  Can you just give us a moment to turn that up, please?

MR. KEIZER:  Sorry, 38 or...

MS. BINETTE:  Can you give us the issue number?

MR. KEIZER:  Are you referencing CME Interrogatory No. 10, L-5-10, or, when you say 38, what are you referring to?

MR. THOMPSON:  My question, No. 38, it is what you have listed as corporate 29.

MR. BARRETT:  Yes, we have it now.

MR. KEIZER:  Sorry, I got you.  Down farther, okay.

MR. THOMPSON:  Let me just turn it up here.  I will put on the record what I am reading from now is CME 10, because I don't have a CME 38 in my book.

MR. HEARD:  We have it.

MR. THOMPSON:  I am glad you have it.

MR. KEIZER:  Do you want to see what we have as CME 38?

MR. THOMPSON:  I will just give you the context.  On May 6th, an article appeared in the Globe and Mail.  The article notes the magnitude of the increases being requested by Hydro One and OPG.  The article suggests that the government consider the combined bill impacts of the pending applications of Hydro One and OPG.  On May 26th, OPG announced it was proceeding with a lower rate application to the OEB, and in an article appearing in the Toronto Star on May 26th, 2010, the article indicates that OPG reduced its proposed increase by 32 percent and indicates that spokesperson Ted Gruetzner suggested that OPG will not increase its rates to recover what were, in effect, tax overpayments made in previous years.

Then my question was:  What did he mean when he said that, or words to that effect?  Can you explain what Mr. Gruetzner said and what he meant?

MR. KEIZER:  Sorry, if you say you don't -- I am looking at your question on the list for today.  You make reference in one of your later questions about Interrogatory No. 38.

You haven't received Interrogatory No. 38?

MR. THOMPSON:  I don't have it with me.  I did note that it came in the very last moment --

MR. KEIZER:  Okay.

MR. THOMPSON:  -- in a set of binders you sent, but I am still trying to understand what he said and what he meant.

If all you can provide me is what is in that answer, then just put it on the record so we have it in one place.

MR. HEARD:  Sure.  In the interrogatory, the response was read as follows:
"OPG is unable to clarify what the OPG spokesperson told the reporter in question, as OPG does not have a record of the conversation.  OPG's application as filed with the OEB is its formal proposal and is the basis for this proceeding.  OPG confirms that as part of the tax loss variance account, it is seeking to recover taxes that pertain to the 2008-2010 period.  OPG's proposal with respect to the tax loss variance account and the impact of prior period regulatory tax losses are discussed in OPG's prefiled evidence in Exhibit H1, T1, S1, section 4.3, and further clarified in interrogatory responses Exhibits L-1-117, L-1-144, and L-5-30."


MR. THOMPSON:  Thanks for that.  Now just on clarification there, did Mr. Gruetzner have any speaking notes to describe what OPG supposedly had done?

MR. BARRETT:  As far as I know --

MR. THOMPSON:  If so, can you produce them?

MR. BARRETT:  As far as I know, he did.

MR. THOMPSON:  Can you produce them, please?

MR. BARRETT:  I am not sure how they're relevant.

MR. KEIZER:  As well, I am not quite sure how they're relevant, what someone said in the newspaper or was quoted saying in a newspaper.  That is not related to this.

MR. THOMPSON:  These are the OPG's spokesperson's speaking notes.  Can we not see those?

MR. KEIZER:  I am having a hard time seeing why they are relevant, so at this stage, no.

MR. THOMPSON:  Okay, that is all I have on this one.  Thanks.

MS. BINETTE:  Mr. Keizer, before we continue - I am up here - I am just going to canvass to see if it is appropriate to break, particularly for the court reporter.  I don't know if you would like to continue till 4:00.  Is that all right with you?  Okay, I guess we can continue.  So we will try for 4 o'clock.  Do you think we might finish this section?

MR. KEIZER:  Well, we will do our best and --

MR. BARRETT:  Can I canvass the witness panel to see if anybody would like a break?  We can hold out to 4:00.

MR. KEIZER:  All right.  So we will move on to CME No. 20.

MR. BARRETT:  CME 20 had a couple of separate parts.  The first part asked us to recalculate the revenue requirement assuming a 5 percent ROE.  And at a 5 percent ROE, the nuclear revenue requirement is 5,314, and the hydroelectric revenue requirement is 1,203.  So 5.314 billion and 1.203 billion.

Part (b) asked us to clarify which government announcement we were referencing in our response to CME 11 and produce a copy of that.

We actually filed this announcement in the last proceeding as part of Undertaking J1.1.  It is a Ministry of Energy backgrounder document.  I don't know whether or not we have had time to make copies for today.

MR. KEIZER:  We don't have those available.

 MR. THOMPSON:  Could you provide it to us?

MR. KEIZER:  Yes.

MR. THOMPSON:  Thank you.

MS. BINETTE:  That is Undertaking JT1.11.
UNDERTAKING NO. JT1.11:  To provide copies of Ministry of Energy backgrounder document.

MR. BARRETT:  Then the final part of that question asks us to identify factors that we consider in its decision to reduce the customer impact of the application.

I think, as you would have seen in the letter that was discussed earlier, there was a recognition by the company of a general concern about electricity prices.  So that was a central factor.

There was also a consideration of whether or not deferral or extension of the recovery periods for the various deferral and variance accounts would affect the company's financial situation.

MR. THOMPSON:  Is that in the letter?  Or is that another factor that is not in the letter?

MR. BARRETT:  I don't know if it is in the letter or not.  I would have to review the letter.

MR. KEIZER:  Maybe we can take it subject to check, and we can actually -- at the break have a look at the letter and then come back to you and tell you whether it is in the letter or not.

MR. THOMPSON:  Let me ask it this way.  Is there something in writing, dealing with what you have described as concern with the financial situation that was available when this decision was made to reduce the consumer impact of the application?

MR. BARRETT:  Certainly, there was an assessment on the OPG financial circumstances from extending the term of the variance accounts.

MR. THOMPSON:  In writing?

MR. BARRETT:  Yes.

MR. THOMPSON:  Can we have an undertaking to produce that?

MR. KEIZER:  I think that might fall under the same objection that we had for CME 10 and L-4-1.

MR. THOMPSON:  Sorry, I didn't ask if it was presented to the board of directors.  I just asked, if you have it, can you produce it?

MR. KEIZER:  He has answered the question that he has it.  I guess we would have to step back to decide whether we could produce it, or whether it has some litigation privilege attached to it.

MR. THOMPSON:  All right.  Well, would you undertake to advise me what your position is on the production of that document?

MR. KEIZER:  I think we can do that, yes.

MR. THOMPSON:  Thank you.

MS. BINETTE:  That would be Undertaking JT1.12.

UNDERTAKING NO. JT1.12:  To Advise of OPG's position on producing documentation related to whether deferral or extension of recovery periods for deferral and variance accounts would affect the company's financial situation.

MS. GIRVAN:  Could I just ask one clarification?

 Andrew, you set out the new revenue requirement assuming a 5 percent ROE.  Can you just -- what is the net impact?

MR. BARRETT:  I'm sorry?

MS. GIRVAN:  What is the net impact in each year?  So a 5 percent, I guess it is relative to the 985.

 MR. BARRETT:  I don't have the delta with me, but if you can just compare those numbers that I gave you to what is in the application.

MS. GIRVAN:  Okay.

MR. THOMPSON:  That is all I have on corporate 20.

MR. KEIZER:  So moving on to No. 21.

MR. REEVE:  This question seeks several clarifications, starting with return on equity.

 The reconciliation between the audited financial statements for the prescribed facilities were counting EBIT, and the return on equity included in the total cost of capital amounts in Exhibit I1, 1, 1, Tables 2 and 3 is provided in Exhibit C1, 1, 1, Table 7.

The effective double-counting is best illustrated through an example.  Using the tables in I1-1-1, table 2, there is an increase, or actual expenses are higher than the Board-approved amount, in both 2008 and 2009.  And if we just take the 2008 number, it is 2.5 million higher expenses, actual expenses compared to the Board-approved expenses.

If all other things are equal, this would lower income and therefore return on equity, which is a residual concept for that period.

The lower return on equity is reflected in the total cost of capital in the first line of that table.

Therefore, the impact of variances and expenses is reflected effectively twice in the revenue requirement calculation.

The end result in this example is that OPG has actually earned less income, because expenses are higher.  But the actual revenue requirement is unchanged, because there is a lower cost of capital offset by higher expenses.  All else being equal.

OPG prepared Exhibit 1, 1, 1, Tables 2 and 3 to address the information requested in the OEB's filing guidelines, revised September 24th, 2009, Section 2.12, with respect to reconciliation of the Board-approved payment revenues to total revenue requirement.

This schedule does not mean OPG has over-collected money from ratepayers.  What can be seen from this schedule is that the primary variances are associated with the cost of capital.

I will give you some more numbers, using 2009 as an example.  The cost of capital variances are 136.7 million for hydroelectric and 85.8 million for nuclear, giving a total variance of 222.5 million.

The components of that variance are 3.8 million due to non-ROE factors, and 226.2 million is the sum of the two numbers that I quoted earlier, thus illustrating that the largest portion of the variance is attributable to the return on equity.

The table show that OPG did not under-collect from ratepayers.  OPG, in fact, under-earned.

A significant portion of that under-earning, 166.2 million or approximately 75 percent, as outlined in Exhibit C, 1, 1, 1, table 7, line 17, results from the fact that the cost of capital amount in that exhibit, in the exhibit I, 1, 1, 1, Tables 2 and 3, do in fact reflect mitigation in tax amounts not recovered in these years.

Another factor is illustrated in tables 2 and 3 of Exhibit I, 1, 1, 1 is differences between forecasted and actual production.

Further detail on the mitigation was provided in response to a technical question by CME on Board Staff No. 117.

MR. THOMPSON:  I was hoping for a handout.  Thanks very much.

MR. REEVE:  In terms of the different information and different bases, the revenue requirement calculated in I, 1, 1, 1, Tables 2 and 3 includes cost of capital, which is determined using regulatory concepts.  Such concepts do not apply to financial statements that are prepared in accordance with generally accepted accounting principles.


Other examples of differences between accounting and regulatory concepts include capital tax.  OPG is subject to Ontario capital tax at the applicable rate on its taxable capital, as defined in the applicable income tax legislation, subject to the general capital tax deduction.

This forms the basis for the purpose of calculating capital tax for the prescribed facilities' financial statements in accordance with generally accepted accounting principles.

For regulatory purposes, the rate base in excess of the general capital tax deduction is used as a proxy for the taxable capital base in calculating Ontario capital tax for the prescribed facilities.

Since the base on which capital tax is calculated is different for regulatory purposes compared to tax accounting purposes, the resulting capital tax amounts are different.

A further difference is in the context of income taxes where regulatory constructs are applied for revenue requirement, but not for accounting.  Accounting also captures the concept of future taxes.

In addition, OPG's prescribed financial statements reflect the impact of regulatory assets and liabilities.  The impact of these regulatory assets and liabilities are excluded in the revenue requirement calculation included in Exhibit 1 -- I, 1, 1, 1, tables 2 and 3.

The impact to regulatory assets and liabilities affected OM&A and depreciation and amortization expense at the hydroelectric and nuclear segments of the prescribed financial statements, and fuel expense of the nuclear segment.

MR. KEIZER:  Thank you.  So then moving on to CME No. 24.

MR. BARRETT:  Sorry, this was the missing question that Peter subsequently found?

MR. KEIZER:  Sorry.

MR. THOMPSON:  I had asked in No. 21 the steps that you take to determine the return -- derive the return on equity from the audited statements.

I don't know if that was answered in the description that we had.  I assume that it was.  I was hoping that you would just give me a table and show me:  Divide this line by that line.

But -- so I wanted to find out if we do that on a corporate basis in the same manner.  That is the question in No. 20, which you labelled corporate 24.

MR. REEVE:  Correct.  Corporate return on equity, in response to the question, would not be derived in the same manner as for regulatory purposes, as regulatory constructs used in the calculation of regulatory ROE are not applicable to OPG's company-wide results, which include unregulated operations.

A simplified corporate level ROE calculation can be performed using OPG's consolidated financial statements by dividing net income by average shareholder's equity.

MR. THOMPSON:  Thank you very much.

MR. KEIZER:  I think it has actually reached 4 o'clock.  We said we would break, and probably the panel may need a bit of a breather.

Recognizing we still have some ways to go, should we suggest maybe, what, 15 minutes?  4:15?

MS. BINETTE:  That's fine.  Resume at 4:15.

--- Recess taken at 3:59 p.m.

--- Upon resuming at 4:16 p.m.

MR. KEIZER:  Thanks.  We will just keep moving here.

I believe the next question was CME No. 25.

MR. HEARD:  In that question, it asked for clarification on whether the information requested related to 2010 is available.

 The information request for income capital taxes is available, but only on a company-wide basis, which includes unregulated operations.  As such, we don't make separate income or capital tax payments for our regulated operations, and the payments are made on a legal-entity basis.

So we decline to provide this company-wide information, which -- we identified reasons for this, outlined in L-5-23.

MR. KEIZER:  Moving on with the next question, CME 27.

MR. HEARD:  This question asks how the principles applied in the calculation of regulatory income and capital tax differ from the principles that apply in determining the amounts of income and capital taxes OPG actually pays.

In terms of capital tax, as was noted in the response to an earlier question and noted in our evidence, Exhibit F4, T2, S1, schedule -- section 8, OPG pays Ontario capital tax at the applicable rate on its company-wide paid-up capital, calculated based on the relevant tax legislation, subject to the general capital tax deduction.

For regulatory purposes, the rate base in excess of the general capital tax deduction is used as a proxy for taxable capital, when calculating Ontario capital tax for the prescribed facilities.

The full capital tax deduction is attributed to the prescribed facilities to the benefit of ratepayers.

In terms of income taxes, OPG calculates actual income taxes in accordance with Federal and Ontario legislation as modified by the Electricity Act of 1998 on a legal-entity basis, which includes both regulated and unregulated operations.

For regulatory purposes, income taxes are calculated on a standalone basis for the prescribed facility.  The calculation includes the application of regulatory principles such as matching of costs and benefits.

In our prefiled evidence, Exhibit F4, T2, schedule 1, we outlined the principles which we have applied for regulatory tax calculations.

MR. KEIZER:  Thank you.  Then moving on to CME No. 28.

MR. HEARD:  This question asks us to clarify whether there is a between -- whether the difference between tax amounts paid by OPG and amounts recovered for taxes from ratepayers affects net income of OPG, the corporation.

And our response is yes, mathematically the difference between the two amounts would affect OPG's corporate net income.  And as noted in our response to CME Interrogatory L5, 32, the accounting for taxes paid relates to OPG's total regulated and unregulated operations, while the amounts recovered through payment amounts relates to the regulated operations.

MR. KEIZER:  Then moving to CME No. 29.

MR. BARRETT:  I think this is the missing IR response.

MR. KEIZER:  Yes, we dealt with this already, and I think we have already put the answer, or clarified it by referring to the interrogatory and I think reading parts of it into the record.

MR. THOMPSON:  Yes, I agree with that.  It is covered.  Thank you.

MR. KEIZER:  That completes the questions for the technical conference from CME.

 And moving on to Energy Probe, at page 25 of the compendium, at Energy Probe No. 1, relating to the weighted average cost of capital.

MR. REEVE:  It should be noted that the quoted exhibit, F4, T1, S1, relates to depreciation and amortization, and not tax rates.

Tax rates are presented in F4, T2, S1, Table 5, line 31, and they are 26.5 percent in 2011 and 25.0 percent in 2012.

In coming up with OPG's weighted average cost of capital, the long-term tax rate, which is currently set at 25 percent for 2012 and beyond, is used, i.e., it is consistent with the 2012 rate presented in Exhibit F4, T2, S1.

 MR. KEIZER:  Thank you.  Then moving on to Energy Probe No. 2.

MR. REEVE:  This question has three parts.

 In response to part (a), around long-term beyond financial markets, OPG takes its long-term view of the financial markets in setting the discount rate by adjusting the value of the components that go into determining the discount rate, to reflect its current long-term view.

 OPG uses Global Insight's forecast of financial markets in determining OPG's cost of long-term debt.

OPG uses Global Insight's current forecast of long-term Canada Bond rates as a base, and adds OPG's credit spread to come up with OPG's prospective long-term debt rate.

This debt rate is adjusted for its tax deductibility by using long-term corporate tax rates, not OPG's current tax rate.

By 2012, OPG's corporate income tax rate is expected to decline to 25 percent due to known changes in tax regulations.  At present, there are no other future corporate tax income tax rate changes that OPG is aware of.

Part (b), OPG has provided the documentation that indicates the same discount rate is applied in L-6, 003.

And part (c), this part of the question asked for an example where 7 percent weighted average cost of capital is used.  Energy Probe was directed to see response to L-12-047, where the financial evaluations spreadsheet for the SAP1, G9 rehabilitation was provided.

It should be noted that this financial evaluation was done in 2008.  As described in F4, T2, S1, page 3, paragraph starting on line 24, new lower corporate tax rates took effect.  They received Royal assent on December 15th, 2009.

Prior to December 2009, the long-term tax rate was 27 percent.

The current or new long-term, 2012 and beyond tax rate is therefore 25 percent, starting December 2009.

Since the financial evaluation was done prior to December 2009, it used the long-term tax rate of 27 percent, which was the current rate at that time.

In responding to L-6-002, OPG provided the current -- i.e., today -- assumptions going into the weighted average cost of capital calculation, and it is based on a 25 percent tax rate.

MR. KEIZER:  Thank you.  Then moving on to page 26 of the compendium, and Energy Probe question No. 3.

MR. REEVE:  In response to question 3, OPG identified the major factors that it expects to have a potential impact on rate base beyond the test period in its response to L-6-005.

 OPG declines to provide specific estimates of the rate base growth beyond the test period, because it is not relevant to the OEB's determination of payment amounts in this proceeding.

MR. FAYE:  Just a clarification on that.

Would you agree that future growth of the rate base would be directly -- would have an impact on your labour force at that time?  In order to grow your rate base, you generally have to add capital additions; is that right?

[Witness panel confers.]

MS. IRVINE:  To answer the question about whether increased assets would require increased staff, I think it is highly dependent on the type of technology that is employed and the labour that is required for the technology.  So I don't think you can draw a straight-line conclusion.

MR. FAYE:  So are you saying that there is a possibility that adding to ratable assets in the future would also be accompanied by reduced labour?

MS. IRVINE:  That's correct.

MR. FAYE:  So that you could actually build something with no labour?  Have I got that right?

MS. IRVINE:  Not with no labour, but with perhaps reduced labour than what we have today.

MR. FAYE:  Are you able to give us an example of the kind of technology jump that would be necessary to make that statement true?

MR. KEIZER:  Isn't this kind of speculative?  I am not quite sure where it is going.

One, you are asking a question about beyond the test period, and, two, you are asking about various circumstances which, you know, may or may not happen, could happen, depending upon a whole varied number of factors, from the size of the project, to the technology, to the time period, to the -- to whatever.


I am finding it hard to see how it ties into what we're dealing with.

MR. FAYE:  I am just trying to understand the statement that your witness responded to me with, and that seemed to indicate that there was some technology on the horizon that would completely change the mix of labour required to build capital assets.  If you don't have an answer to that, if you don't have an idea of that technology, that's fine.  I will go back to my original question.

If an increase in rate base is tied to labour, wouldn't that be a relevant consideration for the Board in determining whether your staff levels are appropriate or not?

MR. KEIZER:  I think she has answered that it may or may not be tied to depends on a whole varied situation, but I am not sure that out of test period factors are relevant at this time.

MR. FAYE:  Okay.  We will leave it for the hearing.  Thanks.

MR. SHEPHERD:  I have a follow-up to that.

The question you were asked is:  Can you provide your best estimate of the growth in rate base beyond the test period? You answered that you declined to provide it.  Does that mean you have it, but you are not giving it to us, or you don't have it?

MR. BARRETT:  We do have projections of rate base, but, of course, that would be highly speculative.  It would be subject to a whole series of assumptions.

MR. SHEPHERD:  Your projections of rate base, as they go further out, they're less certain?

MR. BARRETT:  Absolutely.

MR. SHEPHERD:  So one year is more certain than two, than three, than four, and it is sort of a line; right?  Okay, thanks.

MR. KEIZER:  Okay.  So moving on to Energy Probe No. 4 and 5 and 6, those were all related to questions that were responded to by Ms. McShane and have been filed already.

And I think that then completes Energy Probe's questions of this panel.

Moving on to Pollution Probe at page 29 of the compendium, Pollution Probe Question No. 2.

MR. BARRETT:  Yes.  We were asked for information that would provide a description of how risks are taken into account in cash flows.

In Exhibit D2, tab 2, schedule 1, attachment 4, page 28, the risks associated with the Darlington refurbishment project costs are illustrated in a series of S curves.

These S curves represent the capital cost estimate of the Darlington refurbishment project at various levels of confidence, as various risks are incorporated into the cost estimates.

The capital cost S curve is then combined with other cost and performance data, also represented via distributions or S curves in a Monte Carlo simulation to derive the LUEC S curve shown on page 33 of that exhibit.

These other cost and performance data include such things as operating costs, fuel costs, future performance of the facility, future capex, operating life, et cetera.

The operating cost risks and the risks associated with these other cost and performance data are, therefore, captured in the LUEC results using the Monte Carlo simulation.

For major hydroelectric projects, a similar process is used to capture the risks associated with its cost and performance.

While some risks faced by hydroelectric projects are the same - for example, the risk that there are cost estimate differences or schedule differences, or labour and material uncertainties - their overall risk profile will be different, since some of the risks are going to be specific or unique to each hydroelectric project.

If we make the assumptions specified in the question that the hydroelectric projects generally have lower risk, then their S curves would be less spread out and more vertical.  As discussed earlier, this lower risk would then be captured in the Monte Carlo simulation used in the financial analysis.

MR. ALEXANDER:  I just have one follow-up question.  For the Darlington one, you referred to material in the evidence for the S curves.

I presume that based on that, you don't have a similar example in the evidence for the hydroelectric one.  You just have the example that you just talked about right now?

MR. BARRETT:  I am not sure exactly what is in the hydroelectric business cases, whether there are S curves or not.

MR. ALEXANDER:  Would you undertake to have a look and see if there are S curves, similar S curves, in order to be able to do a comparison?

MR. BARRETT:  Yes, we can undertake that.

MS. BINETTE:  Undertaking JT1.13.
UNDERTAKING NO. J1.13:  TO PROVIDE A COMPARISON OF THE RISKS ASSOCIATED WITH THE DARLINGTON REFURBISHMENT PROJECT COSTS, ILLUSTRATED IN A SERIES OF S CURVES IN EXHIBIT D2, TAB 2, SCHEDULE 1, ATTACHMENT 4, PAGE 28, AND THE HYDROELECTRIC BUSINESS CASE.

MR. KEIZER:  That finishes Pollution Probe's questions for the panel.

Then moving on to the Power Workers' Union at page 30 of the compendium, we have PWU Question No. 1.

MR. BARRETT:  Yes.  This question has a number of parts.  So with reference to the first part, which asks if there is a risk that OPG's debt rating may be downgraded as a result of higher financial risk that may be underpinned by future increasing needs of funding to finance large nuclear projects, such as the Darlington refurbishment project and new nuclear, the response is, yes, there is such a risk.

In response to -- part 2 asks, if the response to part 1 is "yes", can OPG provide an assessment as to how many basis points would have to be added to OPG's current debt cost?

And our response is that we are not able to quantify this impact.

Part 3, the question is:  Could OPG's revenue requirement be materially impacted by the higher debt cost?

I think that is generally true, but with specific reference to the test period, the revenue we would receive under our CWIP proposal in the test period is approximately $38 million, and that can be seen at Exhibit D2, tab 2, schedule 2, table 1.  And, again, with reference to the test period, this amount of incremental borrowing would not be expected to materially impact our cost of debt during the test period.

Then, finally, the fourth question is, again:  If the response to part 1 is "yes", please indicate whether or not OPG's CWIP proposal would mitigate potential financial risk associated with future increasing needs of funding to finance large nuclear projects.

Our response is, yes, it would help mitigate those risks.

MR. KEIZER:  Then moving on to -- I believe that is the only question the Power Workers' Union posed with respect to -- for this panel.  That takes us to page 35 of the compendium relating to the questions proposed by VECC.  It is VECC Question No. 1.

MR. REEVE:  Response to Question No. 1 is OPG confirms that the Board approved figures filed in response to L-1-002 for rate base are OPG's forecasted amounts for 2008 and 2009, at the time of submission of prefiled evidence for EB-2007-0905.

MR. KEIZER:  Thank you.  Then moving on to VECC No. 2.

MR. BARRETT:  Yes.  This question has four parts.  Dealing with the first part, part (a).

Part (a) asks:

"On OPG's opinion, if the OEB rejects the CWIP proposal and OPG undertakes this project, does OPG expect that its credit rating will be or is expected to be adversely affected?  Please explain."

Our response is yes, we would expect it to be adversely affected.

The CWIP proposal provides additional cash flow for the company, particularly with respect to large projects.  And this would help address financial risks.  And to the extent that we didn't have this incremental cash flow, then there would be expected to be an impact on our credit ratings.

Part B asks, with reference --

MR. WIGHTMAN:  Can I ask a quick follow up?  James Wightman.

So you would expect your debt would be downgraded by a rating agency if this proposal went ahead?

MR. BARRETT:  We expect that there would be an impact.  The extent of that impact we are not in a position to know at this point.

MR. WIGHTMAN:  Okay.

MR. SHEPHERD:  Can I just follow up on that?

Do you know whether the current rating assumes you will have this, or not?

[Witness panel confers.]

MR. BARRETT:  The rating agency reports the most current ones are in the filing.

MR. SHEPHERD:  Yes?

MR. BARRETT:  I just don't recall whether or not they've referenced CWIP or not.

MR. SHEPHERD:  I guess the reason why I ask is -- am I correct in understanding that if the rating agency has not yet assumed that you get this additional special treatment, then if you get it, that would presumably result in some form of upgrade of your rating?  Is that right?

MR. BARRETT:  I can't speak for the rating agencies.

MR. SHEPHERD:  Well, no, but you just did a second ago when you said you thought it would be downgraded if you don't get it, or it might be.  Really, if they haven't taken it into account, doesn't it mean it will be upgraded if you do get it?  Isn't that the converse?

MR. BARRETT:  It would be the converse, but what I am saying is I am not sure what the rating agencies have assumed.  So I don't know whether they have assumed it in or assumed it out.

So I don't know whether the CWIP proposal being declined would have a positive or negative impact as a consequence.

 MR. SHEPHERD:  Well, if it is declined, it would be either neutral or negative, and if it is approved, then it would be either neutral or positive; am I right?

MR. BARRETT:  Again, relative to whatever assumption underpins the current rates.

MR. SHEPHERD:  Thank you.

MR. BARRETT:  So part (b) was a question that asked -- again, with reference to L 14-04, which indicated a lower present value recovered from ratepayers under the current regulatory treatment relative to CWIP -- why would CWIP still be a better proposal for ratepayers in the current regulatory treatment?

And our response is that the Board cited a number of possible advantages from CWIP in rate base in its report, and those would still be in place; that is rate stability, regulatory predictability and reduced borrowing costs for utilities.  So those would be advantages.

We would also note that if you look at that analysis in L-14-04, that our proposal has ratepayers paying less in total rates over time from the 2011 to 2053 period.  The total savings for ratepayers over this period is $550 million in the case where the project has a $6 billion capital cost, and $770 million in the circumstance where it has a $10 billion capital cost.

MR. SHEPHERD:  Can I just follow up on that one?

MR. BARRETT:  Yes.

MR. SHEPHERD:  The savings are because you don't have to finance it, right?

MR. BARRETT:  That's correct.

MR. SHEPHERD:  But somebody has to finance it.  So the ratepayers would be financing it.  So the savings are only with respect to rates; that is not total savings for the ratepayers?  If it is money out of their pocket, they have to find it somewhere?

MR. BARRETT:  The analysis talks about the total amount paid in rates.  That is what customers would pay.

MR. SHEPHERD:  So your analysis and your savings does not include consideration of the ratepayers' cost of higher rates, their cost to finance that?

MR. BARRETT:  The analysis assumes, the NPV analysis certainly assumes certain discount rates.

MR. SHEPHERD:  For the ratepayers?

MR. BARRETT:  Sorry?

MR. SHEPHERD:  At the ratepayer side?

MR. BARRETT:  No, I think the discount rates were assumed relative to the cash flows of OPG.

MR. SHEPHERD:  So then the analysis in the $550 million number assumes that the ratepayers' cost of capital is zero; is that correct?

MR. BARRETT:  I don't think you can say that.

MR. SHEPHERD:  Okay.  It doesn't assume a cost of capital for ratepayers?

MR. BARRETT:  I'm sorry?

MR. SHEPHERD:  It doesn't assume a cost of capital for ratepayers?

MR. BARRETT:  That's not the way the question is focussed.

The question is focussed on the cash flows of OPG.

MR. SHEPHERD:  Thank you.

MR. BARRETT:  Part (c) of this question asks OPG how -- to explain how CWIP amounts put into rate base over a number of years could be wholly or partially disallowed after the fact without raising questions of retroactivity or intergenerational equity, in the event that OPG -- the OEB, rather, did not find the expenses or project management to have been prudent.

In our view, the situation is not that much different from any other project.  All prudence reviews take place after the fact, after the project is completed and put in-service, when all of the costs and benefits from that project are fully known.

We would note also that in the Board's report, the infrastructure report, this issue did not seem to be a concern of the Board.

They talked about they would be monitoring the projects, but there did not seem to be a concern expressed about this issue.

And part (d) of the question asks:

"Assuming that there had been some level of imprudence on OPG's part in managing the project, please explain how intervenors would be able to demonstrate this imprudence after the fact, given that they have to rely on OPG project-specific information."

Our response to this question is this circumstance or situation is no different than any other project.

MR. KEIZER:  Thank you.  Then moving on to page 37 of the compendium, and VECC Question No. 5.

MS. IRVINE:  Yes.  I can confirm that the escalation rates used for 2011 and 2012 are, in fact, four percent for each of the PWU and Society, and three percent for management group.

MR. KEIZER:  Thank you.  Moving on to --

MR. SHEPHERD:  Hang on, sorry.  Is that because there is a contract in place, or because you are projecting what it would be?

MS. IRVINE:  We were looking for an assumption that would be reasonable, and this is what we have used because of the contracts that are in place now that provide three percent to PWU and Society staff.  And then you add some additional funds to cover-off step progressions within job families and promotions.

MR. SHEPHERD:  But --

MS. IRVINE:  At our historical rate.

MR. SHEPHERD:  Have you factored in your hiring of more junior people, which -- you have increased the rate of hiring more junior people, right?

MS. IRVINE:  No, that has not been factored in.

MR. SHEPHERD:  So that would tend to push the cost increase down, right?

MS. IRVINE:  It may.

MR. SHEPHERD:  Thank you.

MR. KEIZER:  Moving, then, to VECC No. 6.

MS. IRVINE:  This question refers to a comment made in the evidence with respect to total compensation package and how we know it is in line with the market.

It refers to a piece of an interrogatory that doesn't actually do that kind of comparison.

The total compensation market comparisons are based on the information that is collected by Mercer and is provided in attachment 1, figure 1 on page 36 of the evidence.

MR. KEIZER:  Thank you.  Moving on, then, to VECC No. 7.

MS. IRVINE:  It is difficult to list the number and precise occupations that are -- we have difficulty attracting to, but we do know from some of our studies that, as an example - because many of the managers, particularly in the nuclear side of the house, require both in-depth technical skills, as well as supervisory skills - that the labour pool for them is coming from the Society, generally.  It is usually engineering staff that are coming into management positions.

To the extent that there is compression with the Society contracts and the first level of management, then we have seen in the past difficulty attracting people from the Society into management.  And, in fact, at one point in our not too distant history, 25 percent of the several hundred roles of first line managers in nuclear were filled by non-regular staff.  So corrections needed to be taken in order to allow people to actually be promoted into management.

The other example is, when we are competing internationally for more senior nuclear talent, particularly in the United States, we have had difficulty in attracting appropriately trained folks.

MR. SHEPHERD:  You referred to studies in your answer.  What studies are those?

MS. IRVINE:  We did some relativity studies where we looked at the situation.  These are all internal documents that -- where we looked at the vacancy rates.  We looked at the pay compression.  We looked at hiring lags, those kinds of things.

MR. SHEPHERD:  When was that?

MS. IRVINE:  That was done in 2005.

MR. SHEPHERD:  Do we have those on the record somewhere?

MR. KEIZER:  I don't believe that we have them on the record, no.

MR. SHEPHERD:  Can we see them?

MS. IRVINE:  I am not sure of their relevance.

MR. KEIZER:  A 2005 study?  We are in 2010 for a 2011 and 2012 test year.

MR. SHEPHERD:  The studies were the reason why you have increased rates in certain -- your pay levels in certain areas; right?  So those increased pay levels are still here today.

MS. IRVINE:  I think the studies would provide a factual basis for saying that many of the roles of first line managers in nuclear were unfilled because of difficulty attracting candidates, which is the focus of this question.

MR. SHEPHERD:  Okay.

MS. IRVINE:  So I think that is a factual statement.  I am not sure that a piece of paper providing that would be useful.

MR. SHEPHERD:  So I am asking for the study that proves your fact.

MR. KEIZER:  We haven't had a chance to review it to see whether we think it is relevant or not and take a position on it.

MR. SHEPHERD:  Can you undertake -- can I get an undertaking, then?

MR. KEIZER:  I guess the undertaking would be that we review the study and determine whether we would produce it.

MR. SHEPHERD:  Okay.

MS. BINETTE:  So that would be undertaking JT1.14, to determine whether that study should be produced.

UNDERTAKING NO. JT1.14: TO DETERMINE WHETHER 2005 RELATIVITY STUDY SHOULD BE PRODUCED.

MS. IRVINE:  The second part of the question is confirming that other factors do play a role in attraction and retention, and, yes, I can confirm that the level of base pay and benefits, those kinds of things listed in part (b) of the question, do play a role in attraction and retention.

The third part of the question is asking about changes to non-base pay benefits during the period 2002 to 2007.  There are four sets of benefits plans in place at OPG, one set for the PWU, one for the Society, and one for management group people who are hired prior to 2001 and one for those hired after 2001.

And those plans change with collective bargaining sessions and with decisions taken by the board of directors.

So since 2002, there have been increases in small things like an extra $50, for instance, every two years for vision care program, or the update of the Ontario dental fee schedule.  So those are changes that go on and are almost maintenance items.

The bigger changes that we have made have been things like increasing pension contributions from employees.  That has happened since 2002 on all three groups, as well as a reduction in benefits from management group and the Society on things like over-the-counter drugs, the non life-sustaining over-the-counter drugs and a cap on dispensing fees for prescription drugs.

So those kinds of things have been done, in addition to the normal administrative pieces that try and make the plan more effectively managed.

MR. FAYE:  Can I just have a quick follow-up on that?  I think you heard you say that you compensate for over-the-counter drugs?

MS. IRVINE:  The PWU has provision for over-the-counter drugs in its collective agreement currently.  The other two do not anymore.

MR. FAYE:  Okay.  Just so I understand, these are things like analgesics, Anacin, that kind of stuff?

MS. IRVINE:  Correct.

MR. FAYE:  Okay, thank you.

MR. KEIZER:  I believe that completes VECC No. 7.  Moving on to VECC No. 8.

MS. IRVINE:  The question is asking:  How does OPG manage to retain staff given that, if you look at the market studies at a total compensation basis, we are under market, for the most part?

And the reason for that is that we have an engaged work force.  We are one of the top 100 employers in the country.  We provide extensive training to supervisors so that a retentive work atmosphere can be created and maintained.

And while our base pay benefits and pension plans are competitive, the primary reason that the market data shows us under market is because of the lack of a long-term incentive program.

MR. KEIZER:  And I think that ends the VECC questions with respect to the corporate panel, and it actually brings us to the end of the compendium that was provided this morning, K1.1.

So that the only, I think, outstanding matters are the questions that were posed or to be posed by School Energy Coalition and also the remaining confidential IR from Board Staff.

At the lunch break, this panel was provided the written form of question that you e-mailed this morning, Mr. Shepherd, so they have those, and I guess the best way is to proceed through them.

MS. GIRVAN:  Charles, can I ask a quick question?  Would it be possible -- I think you did it last time.  All of the documents that have been produced today and labelled, are they going to be on OPG's website?

MR. KEIZER:  The actual undertaking documents?

MS. GIRVAN:  Yes.

MR. KEIZER:  I think so.  I am not sure when they get up there, but...

MS. GIRVAN:  Just going forward and during the hearing, that is really helpful to have it all sort of in one place, if that is possible.

MR. KEIZER:  They're also part of the record, too.  It is part of the Board site, as well.

MR. ANTONOPOULOS:  They're going to be on the Board's website.

MS. GIRVAN:  Yes, I know, but it is a lot easier...

MR. ANTONOPOULOS:  What are you saying?

[Laughter]

MS. GIRVAN:  I am not saying anything.

MR. KEIZER:  So I think based on that, if it is -- we would just follow Mr. Shepherd's e-mail, I think, and the attachment he provided and move through, I guess, the first question.

MR. SHEPHERD:  I can ask the questions.

MR. KEIZER:  Okay.  You go ahead, then.

MR. SHEPHERD:  The first one refers to Exhibit -- to issue 1.3 and SEC interrogatory No. 1.  And we asked for a breakdown of the changes in the cost of capital, and you have given it in two lines with three bullets for one line and two for the other.

We would like you to just disaggregate those two lines into the five lines for the main drivers that you have described.  Could you do that for us, obviously by undertaking?

MR. BARRETT:  I believe that analysis can be done, but we will have to confirm that it can.  If it can, we will provide it.

MS. BINETTE:  So we would give that undertaking number JT1.15.
UNDERTAKING NO. JT1.15:  TO Disaggregate the five lines in the answer with respect to issue 1.3 and SEC interrogatory No. 1


MR. SHEPHERD:  Thanks.


Then also Issue No. 1.3, in SEC No. 2 we asked for your monthly reports, and you said that you don't need to provide them because they are summarized in the application and because they have information relating to non-regulated operations.  So we are asking you now to please provide them, redacting the information on unregulated operations.

MR. KEIZER:  And I think we also said in those IRs that because of the nature of the documents, once -- because everything is so intertwined, that redacting becomes almost an impossible task to make it workable.

So we also declined on that basis, as well.

MR. SHEPHERD:  You can't redact the unregulated information?

MR. KEIZER:  That's my understanding, based on what the IR response was.

MR. SHEPHERD:  Have you made an attempt to do so?

MR. KEIZER:  That is not within my knowledge.  I --

MR. SHEPHERD:  I am asking the witness.  Mr. Barrett presumably knows.

MR. BARRETT:  I think the IR response is fairly clear that is our view it is not possible to redact the information and still have a usable document at the end of the day.

MR. SHEPHERD:  So it continues to be a refusal?

I am going to -- that's right?  It continues to be a refusal?  Yes?

MR. KEIZER:  Yes, it does.

MR. SHEPHERD:  Thank you.

I am going to skip No. 3, because the IR in question is a confidential IR, and I am scared of confidential IRs.

And go to No. 9, which is -- refers to SEC 18, and this is Issue No. 5.2.

I asked this of the nuclear panel and the nuclear panel said:  No, no, ask the corporate panel.  So here you are.

They indicated that there is incentive compensation that is tied to the stretch target referred to here, right?

MS. IRVINE:  That is correct.

MR. SHEPHERD:  And so then the follow-up question was:  Is any of that incentive compensation assumed to be paid in the OM&A numbers or the capital numbers for this application?

MS. IRVINE:  My understanding is that the budget information in the application, the forecast information is based on target achievement of performance.

MR. SHEPHERD:  That is not stretch target?

MS. IRVINE:  That is not stretch target.

MR. SHEPHERD:  Base target?  Okay.  Thank you.

Then the next one is SEC No. 19, which is also Issue No. 5.2.

What we are asking is, we are trying to understand whether the incentive plan performance targets include reliability or value-for-money metrics.  We understand that at the individual line level, individual employees have milestones that are reliability- or value-for-money-oriented.

The question is whether the overall ones, the plan itself includes any of those in the incentive plan.

We couldn't find them, and that is why we are asking.

MS. IRVINE:  I would say that yes, every scorecard that we use in the system for annual incentive payments does include value-for-money, does include efficiency, cost structures, production levels.  All of which I think would meet the category that you describe here.

MR. SHEPHERD:  Okay.  So can you point us to somewhere where we can find out what that is?  We found out, for example, that you know 20 percent is related to corporate generation and things like that, but there are some specific reliability metrics that we didn't find specifically anywhere, and I am wondering whether you can tell us where we would find them.

MS. IRVINE:  Without knowing which reliability metrics you are referring to, no.

MR. SHEPHERD:  Thanks.

The next is SEC 39, which is Issue No. 7.3, and this relates to the Bruce decommissioning.

And what we asked for in (c) was the internal memorandum that was provided to your executives in support of the decision to extend the lease.  You said there was no memorandum, but presumably there was some document provided to the executives that supported the recommendation to proceed.

It is something more than the spreadsheet that is attached, right?  Maybe it wasn't a memorandum, but there was something?

MR. REEVE:  I am not aware of any documents.

MR. SHEPHERD:  So do I understand that you went to the executives and said:  We want to extend the lease, but there is no paper, there is no backup documents?

MR. REEVE:  As I said, I am not aware of any documents.

MR. SHEPHERD:  I wonder if you could undertake to ask back at the shop whether there are any.  Can you do that?

[Witness panel confers.]

MR. REEVE:  Okay.  We will take the undertaking.

MS. BINETTE:  That is Undertaking JT1.16.
UNDERTAKING NO. JT1.16:  To advise if documentation was provided to OPG executives to support the decision to extend the lease.


MR. SHEPHERD:  Then I have two other questions.

The next is SEC Interrogatory No. 43, and this relates to Issue No. 12.2.  And I guess I would just like you to update us on -- you are doing some studies on this issue.  What is the status of those?

MR. BARRETT:  If I could turn up the interrogatory?

MR. SHEPHERD:  It is the interrogatory on IRM.

MR. BARRETT:  In terms of the status, the work is at a fairly preliminary stage and there are no results available.

MR. SHEPHERD:  Okay.  You don't have any studies or documents associated with this issue right now?

MR. BARRETT:  As I said, there are no results available.

MR. SHEPHERD:  Okay.  My last question, then, is with respect to SEC Interrogatory No. 44.  Issue No. 4.2 is where it was listed, but it is actually broader than that.

In number (g), we asked for a copy of the Chestnut Park Accord addendum.  Now, that is used by you to assign work, right?

MS. IRVINE:  That's correct.  It determines the jurisdiction of work.

MR. SHEPHERD:  Okay.  So can you undertake to provide that document?

MS. IRVINE:  I believe we have it available right now.

MR. SHEPHERD:  Wonderful.

[Ms. Reuber passes out the document.]

MR. FAYE:  I would like to ask one quick follow-up.

Are the collective agreements of the Society and PWU in evidence anywhere?

MS. IRVINE:  I don't believe they are, no.

MR. FAYE:  Could you undertake to file them, please?

MR. KEIZER:  Is it kind of related to a question today, or is it tied to an interrogatory?  Or is it just...

MR. FAYE:  Well, I was a little surprised that the compensation for over-the-counter drugs -- and I am wondering what else is in those collective agreements that might be interesting to intervenors as well.

Since the costs in those collective agreements underlie your compensation, since those collective agreements form the foundation for much of your labour cost, I think it is particularly relevant to the hearing that the Board should have a good understanding of what is in those agreements.

MS. IRVINE:  I think we could provide those.  They are lengthy, they are thick, and there are a myriad of things contained within them.

The collective agreements themselves have several addendums, which include the benefits brochures, things like relocation benefits brochures.  I mean to give you a suite of all of the documentation would be a very heavy document.

MR. FAYE:  You would have it in electronic form?

MS. IRVINE:  Most of it.

MR. FAYE:  I think that would be preferable if it was electronic.

MS. BINETTE:  Is there agreement?

MR. BARRETT:  Just to be clear, you are asking for us to provide the -- that portion of the agreement that we have in electronic form?

MR. FAYE:  I understood the other witness to say that most of it was in electronic form.  If I was to look at the collective agreement that you file with the Ministry of Labour, do you have all of that in electronic form?

MS. IRVINE:  That's the collective agreement as it is bound.

The other parts are not with the Ministry of Labour, such as the benefits brochure, which I think you showed an interest in.

MR. FAYE:  Do you have the benefits brochure in electronic form?

MS. IRVINE:  I believe so.  We have just updated it so...

MR. FAYE:  How about this?  How about provide everything you have in electronic form and just a listing of the things that you don't have in electronic form?  Would that be okay?

MS. IRVINE:  I think we could do that.

MR. KEIZER:  Subject to check as to what is there and to the extent of it before we -- see what we can do, and then we will advise what we can do and I guess do that.

MR. FAYE:  That's fine.

MS. BINETTE:  We will give that undertaking JT1.17.
UNDERTAKING NO. JT1.17:  TO PROVIDE EVERYTHING THAT AVAILABLE IN ELECTRONIC FORM AND A LISTING OF THOSE THINGS NOT IN ELECTRONIC FORM.

MS. BINETTE:  And before we move on, the Chestnut Park Accord did not get an exhibit number.  It is KT1.9.
EXHIBIT NO. KT1.9:  CHESTNUT PARK ACCORD


MR. SHEPHERD:  Can I ask a follow-up question on the over-the-counter drugs?  Have you at some point done an estimate of the cost of that benefit?

MS. IRVINE:  We have information from our benefits administrator, Great West Life, about how much we spend on drug claims, but I don't believe they're broken down.  At least we don't have things that are broken down by drug type.

MR. SHEPHERD:  Presumably when you negotiate the collective agreements, that is an item, right, do you still get over-the-counter coverage, and you have to know how much it is going to cost you if you keep it?

MS. IRVINE:  Well, actually, usually what we cost are the changes as opposed to the base rate.

Over-the-counter drugs has been in the PWU and Society collective agreements for decades.

MR. SHEPHERD:  But it was dropped from the Society?

MS. IRVINE:  It was.

MR. SHEPHERD:  Do you know how much that saved you?  I am trying to get an idea of whether this is something that is enough dollars to worry about, or not.

MS. IRVINE:  I don't recall precisely the number.  I have a grasp of the magnitude, but I don't believe it is something that you should be unduly concerned about.  But who am I?

MR. SHEPHERD:  Okay.  I am going to ask you to undertake to use your best efforts to figure out what the number is, how much it costs you.  Give us whatever number you think you can live with.

MR. KEIZER:  I think that -- is that even available?  I am not sure whether it is available or possible.

MS. IRVINE:  Well, I think we have provided in the evidence the level of spend on various things in total.  I don't believe we have split it out like that.

I would have to go back to bargaining notes in 2006 and 2005 to find that information.  So provided they exist, I could provide it.

MR. SHEPHERD:  Thank you.

MS. BINETTE:  So there is an undertaking?  So that is JT1.18.
UNDERTAKING NO. JT1.18:  TO PROVIDE COST TO COMPANY OF OVER-THE-COUNTER DRUGS.

MR. SHEPHERD:  That's fine.  Thank you.

MR. KEIZER:  I think that that completes Mr. Shepherd's questions that was on his e-mail, and I think, then, the only two remaining issues is the one question from Board Staff that is in confidence and a question from Mr. Shepherd that is dealing with confidential material.

MS. HELT:  Okay.  So we will set up to go in camera, and I believe just the gentlemen in that row need to leave.  I believe all of the back row is OPG staff; is that correct?

MR. KEIZER:  Yes.

MS. BINETTE:  So we will set up.  Thank you.

--- Resuming in camera at 5:12 p.m.

MR. ANTONOPOULOS:  We are in camera.

MR. KEIZER:  We will deal with, I guess, the Board Staff question first, which was Question No. 31, and it relates to the various notices of assessment.

[Page 194, line 2 to page 195, line 14 have been  
redacted]


[Page 194, line 2 to page 195, line 14 have been  
redacted]


Part (d) relates to the 2008 notice of assessment and asks which government tax authority will process OPG's tax returns for 2009 and beyond, and whether we expect any changes in tax filing positions as a result.

The answer to that is that it is the Ontario Ministry of Revenue that will continue to process OPG's tax returns for 2009 and beyond.  Ontario will continue to administer the Electricity Act payments in lieu of federal and Ontario corporate taxes for OPG, 

Page 195, line 23 to page 197, line 24 have been 


redacted]


[Page 195, line 23 to page 197, line 24 have been 


redacted]


Page 195, line 23 to page 197, line 24 have been 


redacted]


MR. SHEPHERD:  Is that question and answer actually confidential?

MR. KEIZER:  Well, it was part of -- I think it was related to the return, so I think we would -- subject to, I guess, how much you had to rely on what was confidentially filed, I think the answer might be confidential.

MR. SHEPHERD:  Okay.  I am just expressing my preference that you file it non-confidential if you can.

MR. KEIZER:  Understood.

I think that completes that question from Board Staff.  So the only remaining question, then, is yours, Mr. Shepherd.

MR. SHEPHERD:  Okay.  So basically in SEC No. 3, of the confidential response, you include a table of Darlington refurbishment costs out to the last in-service date.  That includes a line -- I am not going to use the numbers so that you don't have to redact them -- that is called "Escalation and interest."

I'm trying to get a sense of whether the cumulative impact over time of including CWIP in rate base is roughly that number.  Or is it something completely different, or is that a good proxy, is my point.

MR. BARRETT:  We don't seem to have that response at hand.  So if we could get that.

MR. SHEPHERD:  That makes it harder to respond.

MR. BARRETT:  So simply looking at 2011 and 2012, I believe the numbers you are referring to, the escalation and interest amounts, [redacted]


[redacted]


And the CWIP number that is in evidence is approximately, I think, 38 million.

 So there is a difference just in those years.

MR. SHEPHERD:  Okay.  So do we have somewhere in the evidence the estimated impact of the CWIP in rate base decision until all of the units are in-service?  That is the overall total impact; do we have that somewhere?

MR. BARRETT:  I am not sure I understand what you mean by "overall total impact."  Is this the CWIP year-by-year?

MR. SHEPHERD:  Yes, yes.  Or could you do so from that chart that you have there?  Could you calculate it for me?  Because the Board is being asked to make a decision this year about 38 million, but if it is 2 billion in year 10, then they might have a different view of it.

MR. BARRETT:  Sitting here, I don't know whether or not that CWIP projection is in evidence.

MR. SHEPHERD:  I wonder if you can undertake to either point us to where we will see the overall impact of that decision, if it carries through to the end, or provide the calculation.

MR. BARRETT:  We can undertake to look to -- to review the evidence and see whether or not that information is in evidence, and then provide our views about whether or not it can be produced.

MR. SHEPHERD:  Okay.  I don't think that undertaking has to be confidential, because it is not, in the end, referring to this response.

MS. BINETTE:  I am giving the number for this particular section, although I think the response may not be filed in confidence.  So it is JTX1.3.
UNDERTAKING NO. JTX1.3:  To confirm calculation of estimated impact of CWIP in rate base decision until all units are in-service is in evidence, or advise whether the calculation can be produced.

 MR. SHEPHERD:  That's all I've got.

MR. KEIZER:  I think that does it.

MS. BINETTE:  Okay.  Well, then, that concludes the technical conference, unless there is anything else anyone wants to raise.

I don't see any show of hands.  So thank you very much for your attendance.
--- Whereupon the conference concluded at 5:24 p.m.
APPENDIX A:  

Board Staff Questions for Technical Conference

Ontario Power Generation Inc.

2011-2012 Payment Amounts

EB-2010-0008

Non-Confidential

The following questions relate to responses to Board Staff interrogatories, unless otherwise specified.

Issue 2.1

What is the appropriate amount for rate base?

1. Ref: ExhL/Tab1/Sch2

Please provide the specific calculations that OPG used to generate the revenue requirement impact amounts presented in each of the responses c) to f). 

2. Ref: ExhL/Tab1/Sch3

OPG states that due to the relative stability of its sustaining capital requirements and the fact that OPG is able to finance its sustaining capital expenditures from operating cash flow, OPG has not been required to reprioritize its planned projects at the corporate level in response to funding shortages in the time period identified.

a) Did OPG take into account its overall financial situation and requirements, and the impact on proposed Payment Amounts, when it was determining the number and level of capital projects that would be funded from operating cash flow in 2011 and 2012? 

b) Other than depreciation, please specify the primary source of operating cash flow. 

3. Ref: ExhL/Tab1/Sch5

The Post Implementation Review Report, re: Additional Feeder Cut and Weld Tooling, indicates (see p.2 Economic Value) “… since the approval of the BCS in 2007, OPG has significantly reduced the number of feeders to be replaced each year, thereby reducing the overall potential for revenue”. 

Please explain what prompted, the reduction in the number of feeders to be replaced.  Please provide the timing of those events.

Issue 2.2

Is OPG’s proposal to include CWIP in rate base for the Darlington Refurbishment Project appropriate?

4. Ref: ExhL/Tab1/Sch11

Does OPG view the Darlington Refurbishment project as an “electricity infrastructure” project? 

Issue 3.3

Should the same capital structure and cost of capital be used for both OPG’s regulated hydroelectric and nuclear businesses?  If not, what capital structure and/or cost of capital parameters are appropriate for each business?

5. Ref: ExhC1/Tab1/Sch1

Ref: ExhL/Tab10/Sch15

Exhibit C1/Tab1/Sch1/page 3/section 4.1 states that:

The Cost of Capital Report establishes a revised base ROE and a modified automatic ROE adjustment mechanism. Given that the revised base ROE and the refined automatic ROE adjustment mechanism represent the same concepts that were adopted for OPG’s prescribed assets in EB-2007-0905, both are applicable to OPG at the approved capital structure and appropriate to the business risks of the prescribed assets.

OPG has applied the adjusted ROE of 9.85 per cent as set by the OEB for use in 2010 cost of service applications in the OEB’s letter of February 24, 2010. When calculating the final payment amounts, OPG proposes that the ROE be updated using data for the month that is three months prior to the effective date of the new payment amounts as required by the Cost of Capital Report.

In its response to part a) of a Pollution Probe interrogatory at ExhL/Tab10/Sch15, OPG confirms that the ROE should be updated based on data three months prior to the effective date per the methodology in the Board’s Cost of Capital Report, but states that it is proposing different ROEs for 2011 and 2012.  The ROE for 2011 would be calculated per the methodology documented in the Board’s Cost of Capital Report, which is documented in Appendix B of that Report.  However, since the Consensus Forecasts forecast of the 10-year Government of Canada bond yield only goes out 12 months, OPG is proposing to use a 2-year forecast from Global Insights.


a) Please confirm whether the proposal documented in ExhL/Tab10/Sch15 is a change from OPG’s pre-filed evidence.  Otherwise, please identify where in the prefiled evidence OPG’s proposal is documented. 

b) OPG proposes to use the Global Insight forecast for estimating the 2012 ROE.  One of the features of the Consensus Economics Consensus Forecasts estimates is that they represent a consensus of estimates from 

various forecasting and financial agencies.  The resulting forecasts dampen the effect of optimistic or pessimistic forecasts of a specific firm or analyst.  The resulting estimate also, inherently, makes use of the expertise and information available to all of the forecasting agencies used.

i) Please provide OPG’s views on the moderating attributes of the Consensus Forecasts estimate, as stated above, in contrast with a forecast from a single economic forecasting agency like Global Insights.

ii) Please provide Global Insight’s 12-month and 24-month forecasts of the 10-year Government of Canada bond yield based on January 2010 data.

iii) If possible, please calculate the ROE for 2010 that would have resulted from using Global Insights data instead of Consensus Forecasts, based on January 2010 data.  In other words, instead of the 9.85% ROE documented in the Board’s letter of February 24, 2010, what ROE would have been calculated if Global Insight data was used instead? 

iv) Please provide the most current estimates of the Global Insight data for the 10-year Government of Canada bond yield.

v) What other forecasting agencies is OPG aware of that provide forecasts beyond 12 months outlook?

vi) Please provide 12-month and 24-month forecasts of the 10-year Government of Canada bond yield from economic forecasting agencies, other than Global Insight, that OPG is aware of.

vii) Does OPG concur that forecasting error increases the further out the projection, and thus that it would be preferable to use forecasts from several agencies, rather than relying on a single agency’s forecast, to develop the projected ROE?

c) In part b) of ExhL/Tab10/Sch15, OPG documents that the Board’s Cost of Capital Report established a 550 basis point equity risk premium “ERP”).  Please confirm OPG’s understanding of whether the 550 basis point ERP documented in the Board’s Cost of Capital Report pertains to the starting point ROE of 9.75%, and that the ERP for any ROE calculated based on the methodology documented in Appendix B will vary, depending on the data used in the calculations.  If OPG views the 550 basis point ERP as being constant, please explain.

6. Ref: ExhL/Tab10/Sch21

In the response to part c) of this interrogatory from Pollution Probe, Ms. McShane documents various factors or opportunities that a diversified firm could take advantage of and which investors would value as part of a firm’s diversification.

a) Does Ms. McShane view that all of these factors apply, or are available to OPG?



b) If not, please identify which factors documented would not pertain to OPG because of its line of business and structure and/or because of legislative or regulatory constraints or the structure and operation of the Ontario electricity market.

7. Ref: ExhL/Tab1/Sch14

In its response to this interrogatory from Board staff, OPG states that the Board’s Cost of Capital Report, which was issued on December 11, 2009, supercedes the precedents.of the Decisions cited, where the Board had stated that notional debt should attract the weighted average cost of long-term debt.  OPG goes on to state that its understanding of page 54 of the Board’s Cost of Capital Report is that: “if there is no actual debt underlying a component of the capital structure, then the deemed long-term debt rate should apply.”

a) Please confirm that OPG’s proposal presumes that its “Other Long-term Debt Provision” is a separate component of its deemed capital structure.  If not, please explain.

b) Please provide copies of Decisions supporting OPG’s proposal that notional debt, corresponding to OPG’s “Other Long-term Debt Provision”, would attract a deemed debt rate.

8. Ref: ExhL/Tab1/Sch16

Ref: ExhL/Tab10/Sch35

In the response to part b) iii) of ExhL/Tab1/Sch16, in support of the sharp increases in short-term rates based on Global Insights’ data, OPG states: 

Global Insight states in its forecast that 1 it expects a strong recovery in the Canadian economy in 2010 and expects the Bank of Canada to begin raising rates toward the end of 2010. Rate increases are expected to continue into future periods “since rates cannot stay at low levels as the economy heats up”.

In the response to a Pollution Probe interrogatory at ExhL/Tab10/Sch35, Ms. McShane states:

The capital markets have improved markedly since early 2009 and capital market indicators (e.g., the MVX) point to lower market volatility at the present time (mid-2010).  The TSX Composite has recovered from its financial crisis trough (having lost 50 per cent of its value between mid-June 2008 and early March 2009), but at the end of July 2010, it was still over 20 per cent below its 2008 peak. There are still significant risks of a significant market correction, given the persistence of global imbalances, the potential for a double-dip recession and the sovereign debt crisis in Europe.


It appears that Ms. McShane is expressing caution about the rate and level of recovery coming out of the 2008 economic downturn, while such caution is not apparent in the Global Insights’ forecasts from December 2009.

a) Please reconcile the economic outlooks expressed in these interrogatory responses.

b) If Ms. McShane’s perspectives are more realistic, please provide OPG’s views on whether the short-term rate forecasts based on the Global Insights December 2009 forecast remain current.

c) Please provide any update of the Global Insights’ Canadian Forecast Summary to the December 2009 copy provided as Attachment 1 to ExhL/Tab1/Sch16.


Issue 4.2

Are the capital budgets and/or financial commitments for 2011 and 2012 for the regulated hydroelectric business appropriate and supported by business cases?

9. Ref: ExhL/Tab1/Sch11

OPG indicates that capital costs for the visitor centre at the Saunder’s facility were not included in the capital expenditure evidence in the EB-2007-0905 proceeding.

Is the $12 million visitor centre at the Saunder’s hydroelectric facility a “value enhancing” or a “regulatory” or a “sustaining” capital project. 

10. Ref: ExhL/Tab1/Sch 20

In part c) of the IR response, OPG’s states that incremental benefits, and associated costs (from Niagara Plant Group projects approved since the start of the Niagara Tunnel Project), “have not been included in the Niagara Tunnel Project Net Present Value analysis since these decisions were taken after the approval of the tunnel project.  However, business cases and other analyses for projects undertaken subsequent to approval of the tunnel that use the increased water made available by the tunnel include these incremental benefits”.

a) Please provide an estimate of the net impact of the projects approved since the start of the Niagara Tunnel Project on the Niagara Tunnel Project Net Present Value Analysis.

b) Please clarify also what mechanisms or processes, if any, that have been adopted to ensure that the cost/benefits accruing from the increased diversion flows and related energy production that are forecast from the new tunnel are appropriately accounted for, i.e., not accounted for more than once.


11. Ref: ExhL/Tab1/Sch 21

Does OPG continue to be at risk in its design-build contract with Strabag for Niagara Tunnel Project cost over-runs?

Issue 4.5

Are the capital budgets and/or financial commitments for 2011 and 2012 for the nuclear business appropriate and supported by business cases?

12. Ref: ExhL/Tab1/Sch 31

This interrogatory and response relates to a Business Case Summary found at Ex. D2-T1-S2, Attachment 1, Tab 31.


a) Based on the selected alternative (Alternative 1 as outlined on page 6 of the Business Case Summary), please confirm the extent to which continued operation of the Pickering A units 1 and 4 is dependent on the continued operation of the Pickering B units. 

b) In particular please confirm whether Board staff’s understanding as follows is correct with respect to:


i) the assumption that the nominal service lives of the Pickering B units will be extended to the period 2018-2020 as a result of the Pickering B Continued Operations Project, and that

ii) the shutdown of any of the Pickering B units during this period (starting as early as 2018) will affect the viability of the power supplies to the Pickering A Inter Station Transfer Bus (ISTB) capacity and thus in turn affect the continued operability of the Pickering A units with respect to meeting ISTB regulatory and/or other requirements.  

13. Ref: ExhL/Tab1/Sch32

What impact does the 3 year deferral of stage II of the Weld Overlay project have on 2011 and 2012 rate base?

Issue 5.1

Is the proposed regulated hydroelectric production forecast appropriate?

Issue 5.2

Is the proposed nuclear production forecast appropriate?

14. Ref: Ex. E2-T1-S1, page 12, lines 23-24

In prefiled evidence and response in ExhL/Tab1/Sch038, OPG states that SBG conditions in 2008 and 2009 did not materially affect production at its nuclear facilities and does not expect that anticipated SBG conditions in 2011-2012 will affect nuclear production. However, SBG conditions do affect production at Bruce Nuclear facilities as indicated in OPG’s response to Board Staff IR #035 and Energy Probe IR#025.

a) What threshold level of SBG could be expected to have a material impact on OPG’s nuclear production?

b) Based on projected revenues and costs for regulated hydroelectric and nuclear production, what is the relative impact on OPG’s net revenues of 1 TWh reductions of production from both generation types as the result of SBG conditions?

c) In response to Energy Probe IR#025, OPG states that spilling water at Sir Adam Beck G.S. is the preferred response to SBG conditions for “safety reasons”. What are the specific safety reasons that govern this choice?

d) Given a choice between curtailing production at hydroelectric or nuclear generating stations in response to SBG conditions, what decision factors other than the cited “safety reasons” – both financial and technical – would be considered when making this choice?

Issue 6.3

Is the test period Operations, Maintenance and Administration budget for the nuclear facilities appropriate?

15. Ref: ExhF2/Tab1/Sch1/ Attachment 1

In response to Board Staff IR#46, OPG notes “The interrogatory incorrectly refers to “refurbishment costs on Units 4 and 1”. The Unit 1 and Unit 4 return to service project was not a refurbishment.”   

a) Please explain why the above distinction is material. 

b) If the distinction is material, please explain why OPG referred to it as a refurbishment in various documents.  For example: 
“OPG News Release, July 29, 2005 

….

Refurbished unit will deliver 515 MW of additional "clean air" electrical capacity 

[Toronto]: Ontario Power Generation (OPG) today announced ….  starting up the newly refurbished Pickering 'A' Unit 1 reactor…” 

OPG 2004 Annual Report (p.31)

“OPG’s top operational risks ….related to the refurbishment of the Pickering A nuclear facility.”

16. Ref: ExhF2/Tab1/Sch1/ Attachment 1

With respect to OPG’s response to part b) of Board Staff IR#46:


a) Does OPG have a reference document detailing the extent and risks to future station and/or unit operation at Pickering A, Pickering B and Darlington associated with steam generation tube corrosion, feeder pipe wall thinning and pressure tube-calandria tube contact?

b) If the response to a) is affirmative, please provide a copy of the document.

c) Of the identified issues (i.e., steam generation tube corrosion, feeder pipe wall thinning, and pressure tube-calandria tube contact), are any of these issues considered to be station and/or unit life-limiting relative to the average station service lives (Pickering A units 1 and 4 – 2021; Pickering B – 2014; Darlington – 2019) identified in the OPG 2008 Regulated Depreciation Review Report (provided as Attachment 1 to Board Staff IR#115)?

17. Ref: ExhF2/Tab3/Sch3

Board Staff IR#47 requested that OPG aggregate the contingency amounts (General and Specific) for all of the OM&A Business Case Summaries, for the 2008-2009 period, and identify how much of those contingency amounts were utilized by OPG.  Board staff does not understand OPG’s response in terms of how much of those contingency amounts were utilized. 


a) Of the $39.8M in contingency amounts aggregated by OPG, please clarify in dollar terms how much was utilized. 

b) Please also clarify if the $18.7M referred to as “Contingency Approved (AISC)” in the table is incremental to the $39.8M in the BCSs.

c) Please also clarify the distinction between a “General” and “Specific” contingency and why only certain projects have a “Specific” contingency.

Issue 6.5

Has OPG responded appropriately to the observations and recommendations in the benchmarking report? 


18. Ref: ExhF5/Tab1/Sch2/p.26

In response to Board Staff IR#58, OPG explained its response to ScottMadden’s piloted top-down staffing analysis using the OPGN Radiation Protection (RP) function.  

a) The response notes that 1 position was eliminated while ScottMadden recommended the elimination of 13 positions.  Please elaborate on why only 1 position was eliminated. 

b) As also requested in Board Staff IR#58, please explain how “OPG plans to build on this pilot in terms of other segments of the organization”. 

19. Ref: ExhF5/Tab1/Sch2/p.37

In response to Board Staff IR#62, OPG explained “Of the original 33 initiatives … three were either cancelled due to a low return on investment or in one case, directly incorporated into base work”.  

Please identify the two initiatives that were cancelled and the estimated return on investment for each that OPG refers to as “low”.


19 a. Ref: ExhF2/Tab3/Sch3/Attachment 1/Tab16

Ref: ExhF2/Tab1/Sch1/Attachment1/p.22

In regard to OPG's response to Board Staff IR#52, please clarify when an operating life of 187,000 EFPH (Effective Full Power Hours) for the Darlington units is projected.

Issue 6.6

Is the forecast of nuclear fuel costs appropriate?

20. Ref: ExhF2/Tab5/Sch1/p.7-8

In response to Board staff IR#65, OPG notes “OPG believes its purchasing strategy of procuring a portfolio of indexed and market priced contracts continues to be appropriate….OPG, which must regularly enter the uranium market for a portion of its supply needs, to mitigate the variations in extremes in market prices.”

a) OPG’s response appears to indicate that all purchases are made under long term (indexed and market priced) contracts. OPG’s previous application (F2-T5-S1, p.7) noted “OPG has recently implemented a revised spot market procurement process to facilitate potential future spot market purchasing.” 

i) Please explain if OPG has made any short-term purchases on the spot market since the last application and please provide a breakdown of short term spot market vs. long term contract purchases for the period of 2007 to 2010.  

ii) If OPG has not made any short-term purchases on the spot market since the last application, please explain why the revised spot market procurement process discussed in the previous application was not utilized.

b) In regard to regularly entering the uranium market for a portion of OPG’s supply needs, Chart 3 in the current application (F2-T5-S1, p.9) shows a summary of the 4 existing uranium concentrate supply contracts and indicates 3 of the 4 existing contracts were all entered into in the 1st half of 2006 and the 4th contract in the 2nd half of 2007.  Please elaborate on how this constitutes regularly entering the uranium market.

21. Ref: ExhL/Tab14/Sch20

In its response to the interrogatory from VECC, OPG states:

Contracts utilizing indexed pricing (base price escalation) will have a fixed price component which is subject to price escalation over the term of the contract based on changes in either (Consumer Price Index [“CPI”] for Canada – all items) or US Gross Domestic Product implicit price deflator for the base period specified in the contract.

a) Does the response to the interrogatory mean that contracts with Canadian suppliers in Canadian dollars use the Canadian CPI as the year-over-year price escalator, while contracts in U.S. dollars, and presumably with U.S. and maybe other international suppliers use the U.S. GDP-IPI (Gross Domestic Product – Implicit Price Index) as the price escalator?  Please explain.

b) If the answer to a) is in the affirmative, please provide OPG’s views on why the Canadian CPI is preferred instead of other measures or proxies for inflation, such as the Canadian GDP-IPI.  Please comment on the strengths and weaknesses of various indices for proxying inflation in input prices for businesses, particularly capital-intensive businesses like OPG.

Issue 6.7

Are the proposed expenditures related to continued operations at Pickering B appropriate?

22. Ref: ExhF2/Tab2/Sch3/Attachment 1, Attachment 2 

Board Staff IR#67 requested an explanation regarding the various cost estimates provided by OPG for the Pickering B Continued Operations project.  OPG’s response regarding $190.2M vs. $184M is clear.  However, the drivers underlying the difference of about $110M between the $190.2M and $300M cost estimates is not clear to Board staff.  

Please explain in detail the drivers underlying that difference of about $110M.  Please also explain if a contingency amount has been included in each of those estimates of $190.2M and $300M.

23. Ref: ExhF2/Tab2/Sch3/Attachment 1, Attachment 2 

Board Staff IR#69 requested that OPG identify and explain the assumptions underlying this benefit estimate of $1.1B.  

a) The response clarified that OPG did not use the current payment amounts of $53/MWh unchanged to make the business case for Pickering Continued Operations.   Board Staff IR#69 noted that if the current payment amounts had not been used “please identify the assumed payment amounts to make the Business Case and to estimate the benefits”.  OPG’s response was “(ii) Not applicable.”  Board staff is of the view that the assumed payment amounts are quite applicable to such an estimate of the benefits, particularly in relation to the estimated cost of replacement generation. Please add a Table 3 (similar to the Table 1 format) showing the assumed payment amount for each year. 

b) OPG’s response also noted replacement generation would be over 85% Ontario-based gas-fired, combined cycle generation and the remainder from a diverse set of fuel types, including other natural gas-fired and oil-fired generation.  Please clarify how much of that remainder is assumed to be produced by Lennox and to what extent, if any, production is assumed to come from renewable generation under the FIT program.
c) Given the assumption that virtually all of the replacement generation is gas-fired generation, the gas price forecast is relatively important.  That gas price forecast was prepared some time ago by OPG and seems relatively bullish in terms of gas prices given recent price trends.  For example, OPG has assumed 5.7 and 6.6 US$/mmBTU for 2010 and 2011, respectively, while the current Henry Hub spot price is only about 4.3 US$/mmBTU and the U.S. Energy Information Administration (EIA), in its Short-Term Energy Outlook —August 2010 (p.1), is projecting that the Henry Hub natural gas spot price will not exceed 5 US$/mmBTU through 2011 – average 4.69 US$/mmBTU for 2010 and 4.98 US$/mmBTU in 2011.  Does OPG believe its gas price forecast remains reasonable or would OPG lower the gas prices in its forecast if OPG was preparing that forecast today? 


24. Ref:  Exh.F2/Tab2/Sch3, pages 5-6

In response to Board staff IR#71: 

a) OPG notes that a detailed cost estimate was not prepared associated with the independent operation of Pickering A (i.e., Pickering B operations cannot be extended) in making the decision that OPG would not continue to operate Pickering A as well as reaching the conclusion that the cost would equal or exceed the system value to do so. 

i) Please confirm that OPG has made that decision without any cost estimate at all (i.e., not necessarily “detailed”) after spending billions of dollars on returning to the Pickering A units to service;

ii) Please also confirm that decision has been approved by both the OPG Board and OPG’s Shareholder without any cost estimate requested or provided;

iii) If there was a ballpark cost estimate, please provide it;

iv) If there was not even a ballpark cost estimate, please explain how OPG can conclude with confidence that the cost would equal or exceed the system value.  

b) Please elaborate on why the dependency of Pickering A on Pickering B is more complex and please also explain why it is not just a matter of maintaining and continuing to operate the shared and common services if Pickering A continued to operate. 

Issue 6.9

Are the “Centralized Support and Administrative Costs” (which include Corporate Support and Administrative Service Groups, Centrally Held Costs and Hydroelectric Common Services) and the allocation of the same to the regulated hydroelectric business and nuclear business appropriate?

25. Ref: ExhF4/Tab4/Sch1/p.4

Board staff IR#88 discusses the significant increase in IESO Non-Energy Charges, primarily due to the substantial increase in the Global Adjustment and requested a table summarizing IESO Non-Energy costs and kWh consumed for each OPG facility.  In the tables in OPG’s response, the IESO Non-Energy Charges for Pickering B are approximately equivalent to Darlington and Pickering A combined in each of the 3 years (2007-09) and Pickering B accounts for about half of the total nuclear station consumption.  Please explain why Pickering B‘s consumption is so high relative to OPG’s other nuclear stations. 


26. Ref: ExhF4/Tab4/Sch2/p.4

In response to Board Staff IR#89 which discussed Nuclear Insurance costs almost doubling in 2012 relative to 2009, OPG notes that the increase is due to the proposed new Bill C-15 and that bill has passed first reading to date.  If Bill C-15 does not ultimately receive Royal Assent, please clarify if there would be any change in nuclear insurance costs in the test years.

27. Ref: ExhF3/Tab1/Sch1

Ref: ExhL1/Tab1/Sch87

Ref: OPG Correspondence of July 23, 2010

In the correspondence, OPG states that it “has dedicated substantial resources to the development of a customized Sharepoint software system to assist in the interrogatory response process.”

What is the cost of the substantial resources?  Is this cost reflected in the Regulatory Affairs expenses?

28. Ref: ExhL/Tab1/Sch 103

The interrogatory requested OPG to complete a table which includes itemizing the Regulatory Affairs Budget. The table requested information for 2008 and 2009 Board-approved. 

OPG responded that it would not be able to provide Board-approved amounts because”….OPG did not present, and therefore the OEB could not have approved, forecasts for the individual components of Regulatory Affairs costs in 2008 and 2009.

Please edit the table as follows: Replace the column headings titled “2008 Board Approved” and “2009 Board Approved” with “2008 Regulatory Affairs Budget per EB-2007-0905 and “2009 Regulatory Affairs Budget per EB-2007-0905”. Please complete the table.

Issue 6.11

Are the amounts proposed to be included in the test period revenue requirement for other operating cost items, including depreciation expense, income and property taxes appropriate?


29. Ref: ExhL/Tab1/Sch112

To OPG’s knowledge, are there any major differences in the nuclear equipment life assumed by OPG and that assumed by the other CANDU owners worldwide?

30. Ref: ExhF4/Tab2/Sch1/Table8 
Ref: ExhG2/Tab2/Sch1/Table9

Ref: ExhL/Tab1/Sch120
Ratepayers have been responsible for the benefits and obligations of Bruce A and Bruce B since April 1, 2005.  Since benefits follow costs, the Bruce regulatory tax losses should be available to reduce Bruce income taxes for the lives of those losses.

Losses that arose in 2005 can be carried forward for 10 years.  Those incurred in 2006 and after can be carried forward 20 years.

In EB-2007-0905, OPG identified regulatory tax losses associated with Bruce operations.  OPG also stated that actual tax losses were fully utilized on a corporate basis in 2007 when it made the offer of $990 million of regulatory tax losses to shelter future regulatory taxable income.  In EB-2010-0008, ExhF4/Tab2/Sch1/Table8, OPG has deducted $390.0 million as the portion of the $990.2 million in tax losses attributable to Bruce. 

In ExhG2/Tab2/Sch1/Table9, Bruce tax losses were $169.5 million for the period April 1 to December 31, 2008 and $93.1 million for 2009.  OPG recognizes the stand-alone treatment in Note 1 at the bottom of this exhibit.

While the calculations may have to be checked, the total regulatory tax losses available would be $390.0 at December 31, 2007, some amount for the first quarter 2008, and $262.6 for the 21 month period 2008-2009, or more than $652.6 million.  These regulatory tax losses would shelter the Bruce regulatory taxable income for many years to come.

Reductions in tax losses result from taxable income, not from net income calculated on a GAAP basis.  The regulatory construct followed by OPG in the Bruce current income tax calculations in ExhG2/Tab2/Sch1/Table7 could be followed until the losses of over $600 million were utilized.

a) Does OPG agree with the method of calculating the Bruce regulatory tax losses available?
b) What tax loss was incurred for the first quarter 2008?
c) Does OPG agree with the carry forward periods identified above?
d) Since the regulatory tax losses are so large, OPG would not need to record regulatory CCA for several years in the future. What impact will this have on the future income tax calculations?
e) Should regulatory CCA be restated for 2005-2007, 2008-2009, 2010-2012 given the size of the tax loss carry-forwards? 
31. Ref: ExhL/Tab1/Sch122

This question relates to notices of assessment and has been filed in confidence.


32. Ref: ExhF4/Tab2/Sch1

Ref: ExhL/Tab1/Sch3

OPG states the impact of the harmonized sales tax has been incorporated in the calculation of working capital effective July 1, 2010.  OPG also states that it was exempt from PST on most machinery and equipment purchases and will be subject to the restriction on input tax credits for energy purchases for non-production purposes.  OPG forecasted that the net cost reductions related to HST are relatively small, at less than approximately $5M annually.  Have the actual net cost reductions to date been minor?

Issue 7.3

Are the test period costs related to the Bruce Nuclear Generating Station, and cost and revenues related to the Bruce lease appropriate?

33. Ref: ExhG2/Tab1/Sch1, page 5, lines 19-26

Board Staff IR#126 requested an estimate from OPG of the impacts on costs and revenues of Bruce Nuclear exercising its option to assume responsibility for low level radioactive waste. OPG’s response was that it was not applicable because Bruce Nuclear had not exercised this option. 

Assuming that Bruce Nuclear does exercise this option in 2011, what is the impact on OPG revenues and costs in 2011 and 2012?

34. Ref: ExhG2/Tab1/Sch1, page 4, lines 12-21

Ref: ExhL/Tab1/Sch127

OPG states that supplemental revenue from the Bruce Lease is subject to a market price limitation, i.e., if HOEP averages less than $30/MWh, then supplemental revenue is reduced.

a) Explain the details of this market price limitation in the lease agreement.

b) What is the probability that this market price limitation will take effect in 2011 or 2012 as it did in 2009?

c) OPG is forecasting surplus baseload conditions (SBG) in 2011 and 2012. SBG is usually associated with low, sometimes negative, market prices. In 2009, SBG conditions resulted in 0.6 TWh of total production losses for OPG with 0.19 TWh attributable to regulated hydroelectric facilities (Answer to AMPCO IR#019). OPG projects SBG impacts on regulated hydroelectric generation of 0.5 TWh in 2011 and 0.8 TWh in 2012. In 2009, supplemental rent was eliminated because of the market price limitation. Considering that the expected SBG levels in 2011 and 2012 exceed the 2009 levels, why does OPG expect no impact on supplemental rent revenues as a result of low market prices? 

d) Explain the entry in ExhG2/Tab2/Sch1-Table 3 for supplemental rent in 2009 of negative $11.3 M. Did this represent a payment from OPG to Bruce Nuclear, i.e., a refund of supplemental rent? If so, under what lease provisions was this calculated? Could this situation recur in future years?

e) What is the current average HOEP in 2010, year-to-date, measured as per the lease agreement?

f) OPG states that the potential reduction in supplemental rent from this market price limitation is accounted for as a derivative. Please explain the nature of this derivative, the terms and conditions of this derivative and the variables that would affect the value of this derivative?

Issue 8.1

Have any regulatory or other bodies issued position or policy papers, or made decisions, with respect to Asset Retirement Obligations that the Board should consider in determining whether to retain the existing methodology or adopt a new or modified methodology?

35. Ref: ExhL/Tab1/Sch129

OPG is continuing to investigate the impact of the Board approved revenue requirement treatment on its ability to fully recover its nuclear liabilities.  OPG states that it is in the preliminary stages of a complex analysis and that there are no results to review.  Does OPG have a terms of reference for this investigation?  If affirmative, can OPG provide the terms of reference?

Issue 8.2

Is the revenue requirement amount for nuclear liabilities related to nuclear waste management and decommissioning costs appropriately determined?

36. Ref: ExhL/Tab1/Sch132

This interrogatory relates to impact of the Darlington refurbishment project on ARO and ARC.


a) Please explain how OPG determined that a discount rate of 4.8 per cent was appropriate.  

b) Please provide a descriptive summary of how the Darlington refurbishment project creates reductions and/or increases in ARC among the other nuclear stations.

Issue 9.2

Is the hydroelectric incentive mechanism appropriate?

37. Ref: Ex. E1-T2-S1

The current design of the hydroelectric incentive mechanism is based on the value of energy as measured by HOEP. The current mechanism does not include payments from the Global Adjustment Mechanism (GAM) as part of the value of energy.

a) How would the inclusion of GAM payments as part of the value of generation and the cost of pumping affect operation of the PGS?

b) What would be the impact of including GAM payments on the forecasted price spreads between off-peak and on-peak prices in 2011 and 2012?

c) In response to Board Staff IR#136, OPG states that one of the reasons that market price spreads are expected to decline from 2009 levels in 2011 and 2012 is the addition of more baseload generation from the re-commissioning of Bruce Power units and the addition of wind generation. 

d) Adding more baseload generation is likely to depress off-peak prices, particularly if SBG is expected to increase in 2011 and 2012 compared to 2009 (as per the response to AMPCO IR#019 and pre-filed evidence, Ex. E1-T1-S2-Table1). Would addition of more baseload generation not have the opposite effect and increase the market price spreads in 2011 and 2012, not reduce them compared to 2009 spreads?

Issue 10.3

Is the disposition methodology appropriate?


38. Ref: ExhL/Tab1/Sch147

In response to this IR relating to approval of forecast balances in deferral and variance accounts, OPG stated that Purchase Gas Variance Accounts used by the regulated gas utilities was a precedent.  Please explain the applicability in this case, as the Purchase Gas Variance Accounts are reviewed on a quarterly basis and represent just one of many accounts held by the gas utilities.

Issue 11.1

What reporting and record keeping requirements should be established for OPG?


39. Ref: ExhL/Tab1/Sch149

The Board requires audited financial statements for regulated businesses to be filed annually.  

a) Why does OPG believe it should be exempt from this requirement? 
b) Would OPG be able to file segment disclosure in its corporate audited financial statements?  Possible segments are: regulated prescribed business, Bruce, and non-regulated business activities.
Issue 12.2

What processes should be adopted to establish the framework for incentive regulation, or other form of alternative rate regulation, that would be applied in a future test period?

40. Ref: ExhL/Tab1/Sch150

In the response to part d) of this interrogatory, OPG proposes that, following completion of this current proceeding, in 2011, it would file an application with its proposal for an incentive plan.  Following its application, “[i]ntervenors, and potentially Board staff, would be provided an opportunity to file evidence seeking changes to OPG’s proposed methodology or proposing their own methodologies.”

a) OPG has not proposed any form of stakeholdering prior to filing its incentive regulation proposal.  Please explain why OPG is not proposing to invite discussion with stakeholders prior to filing its application?

b) Does OPG’s proposal not to stakeholder, and the timelines indicated in the response to d) of ExhL/Tab1/Sch150 (i.e. a Decision by the end of 2011 probably means that OPG would be filing its application in 2011 Q2) mean that OPG has already determined the form (or range of forms) of incentive regulation that its considers suitable for rate regulation of the prescribed assets?  Please explain your response.

Question # 1


Ref:
Exhibit L/Tab 2/Schedule 8b
Exhibit L/Tab 2/Schedule 8b asks for an explanation as to the schedule slippage for Beck 1 upgrades to G7, G9 and G10.  The reply refers to lessons from the G7 upgrade, realigning the upgrade schedule to match the revised tunnel schedule and that the original schedule “was not preferable from a cost or resourcing perspective”. 

a) Please clarify with supporting documentation whether or not the G7 schedule slippage resulted from a planned or forced slowdown of the project. 


b) Please identify the cost and resource savings that resulted from the schedule changes.


Question # 2

Ref:
Exhibit L/Tab 2/Schedule 10

Exhibit L/Tab 2/Schedule 10 asks for the Post Implementation Review (PIR) for the SAB 1 G7 project, completed in June 2009. 


Please indicate the process OPG used to determine that rather than complete the PIR in 6   months to one year as per normal practice, a year and a half would be allowed in this case. 

Question # 3


Ref:
Exhibit L/Tab 2/Schedule 13
Ref:
Exhibit L/Tab 2/Schedule 12/Table 2a

Exhibit L/Tab 2/Schedule 13 seeks details on a conventional commercial renovation related to a cafeteria recently completed within Pickering.  Exhibit L/Tab 2/Schedule 12 Table 2a shows that the project was completed in twice the originally scheduled time and the cost overrun was 46% above the original estimate.  OPG’s explanation refers to the difficulty of working in a nuclear environment and that “the schedule of the project was driven by the location”.  

Please provide the original business case, the document upon which the budget overrun was approved, and any follow-up analysis performed related to lessons learned.

Question # 4


Ref:
Exhibit L/Tab 2/Schedule 6 Part F

The above interrogatory response indicates that OPG’s Construction Work In Progress (CWIP) expert, Mr. Luciani, has not performed a quantitative analysis for Ontario supporting his opinion that CWIP in rate base is “beneficial to Ontario ratepayers”.  The response indicates that his conclusion is based on the regulatory activity in the United States as discussed in the Charles River Associates paper in which CWIP in rate base has been deemed beneficial to customers in supporting the construction of significant capital investments. 


Please provide any quantitative analysis Mr. Luciani relies upon in supporting his opinion of benefits to ratepayers.

Question # 5


Ref:
Exhibit L/Tab 2/Schedule 26 Attachment #1 (non-confidential version) Part C 

The above interrogatory response refers to the review and approval of the Pickering B Integrate Safety Report by the end of Q2/’10. 

Please provide an update on the status of that approval. 

Question # 6

Ref:    Exhibit L/Tab 2/Schedule 9 Part E


The above noted question seeks to understand the distinction of the cost of power for the tunnel project calculated by way of LUEC vs. PPA. 

Please provide the capital costs, discount rates, and tax rates that are used in the LUEC and PPA  calculations.

Ontario Power Generation (OPG) Inc.
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Prescribed Generating Facilities
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AMPCO Technical Conference Questions – Part 2
Question # 7 


Issue 4.5:
Are the capital budgets and/or financial commitments for 2011 and 2012 for the nuclear business appropriate and supported by business cases? 

Ref: Exhibit L/Tab 2/Schedule 17 

In part C of the above noted response, OPG indicates that the schedule for ordering long lead time items is now being developed in concert with the development of OPG’s contracting strategies.  

Please list the major categories of items that OPG expects will require long lead times and the range of order times that OPG is currently anticipating. 

Question # 8 

Issue 6.3:
Is the test period Operations, Maintenance and Administration budget for the nuclear facilities appropriate? 

 

Ref: Exhibit L/Tab 2/Schedule 22 

In part C of the above noted response, OPG indicates that is does not accept that the Bruce definition of "All In" costs is comparable to the Production Unit Energy Cost (PUEC) definition used by OPG.  

Please indicate OPG's view as to the differences between the definitions and whether the Bruce 

definition results in a finding higher or lower than OPG's finding.  

Question # 9 

Issue 6.4: 
Is the benchmarking methodology reasonable? Are the benchmarking results and 

targets flowing from those results for OPG’s nuclear facilities reasonable? 

Ref:  Exhibit L/Tab 2/Schedule 23 

 

OPG's reply to part A provides OPG's WANO NPI ranking as compared to other Candus and 15 US PWR stations for the period 2006-2008.  

Please provide the numerical results underpinning the rankings and the NPI numerical results achieved by OPG in 2009. 
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Dear Ms Walli,

	Ontario Power Generation Inc. (“OPG”)

2011-2012 Payment Amounts Application

	Board File No.:
	EB-2010-0008

	Our File No.:
	339583-000064


Pursuant to paragraph 1 of Procedural Order No. 4, we are writing on behalf of our client, Canadian Manufacturers & Exporters ("CME"), to identify OPG’s Interrogatory Responses to Board Staff and to CME upon which we intend to seek clarification at the Technical Conference scheduled for August 26, 2010.  These are set out below.  The issues to which the clarifications we will seeking relate are identified in each of the interrogatories to which OPG has responded.

Clarifications re: OPG’s Responses to Board Staff

	Issue 1.3
	Board Staff #1
	Are the Letters of Comment on the record?  If not, then please produce them.

	Issue 2.2
	Board Staff #11
	Is CWIP recovery allowed in other jurisdictions as an item of short term debt interest expense?  If so, then provide examples of other jurisdictions that follow this approach.

	Issue 3.2
	Board Staff #16, Attachment 1
	How frequently are these forecasts published by Global Insight?  Please produce the most recent forecast.

	Issue 4.2
	Board Staff #18
	Please provide the revenue requirement reduction that results from excluding all capital and operating costs associated with the visitor centre.

	Issue 5.1
	Board Staff #35
	We will be seeking clarification of the elements of and the manner in which OPG derives its forecast for baseload energy production, including the following:

· The extent to which wind, solar and/or gas fired generation are included in the baseload forecast,

· The threshold of SBG beyond which OPG assumes that market participants will take actions to manage the potential oversupply situation and how that threshold has been determined,

· The actions market participants can or will take to manage the potential oversupply situation,

· The assumptions OPG makes regarding the energy curtailment available from wind generators, export quantities and Bruce Power facilities and the facts from which these assumptions have been derived,
· Details of the assumptions that have been made pertaining to the re-commissioning schedules for Bruce Power’s Unit 1 and Unit 2; 
· Details of the assumptions that have been made about the impact of new wind power additions.

	Corporate Issue 5.2
	Board Staff #40
	Provide clarification of how “unforeseen events” can be forecast, and the extent to which the revenue requirement reduces if the adjustment made for “unforeseen events” is disallowed.

	Issue 6.5
	Board Staff #55
	Please clarify the extent to which the revenue requirement changes if the capitalization threshold is reduced to from $200,000 to $100,000.

	Issue 6.5
	Board Staff #55 to 64, and #105 to 107
	Please clarify whether the person responsible for preparing the ScottMadden report will be presented by OPG as a witness at the hearing.

	Issue 6.8
	Board Staff #76
	Please clarify the total human resource related cost averages for wages, salaries, benefits, incentive payments, FTEs and pension costs.

	Issue 6.8
	Board Staff #81
	Please clarify whether an “estimate” as opposed to a “calculation” can be provided.

	Issue 6.9
	Board Staff #97 to 99
	Please clarify whether OPG will be presenting a witness from Black & Veatch at the hearing.

	Issue 6.10
	Board Staff #108
	Please clarify whether OPG will be presenting a witness from the Hackett Group at the hearing.

	Issue 6.11
	Board Staff #117
	Please provide clarification of “mitigation” in EB-2007-0905, including the distinction, if any, that OPG makes between the phrase “income tax PILs” used in the Board Staff interrogatory and the phrase “regulatory income tax” used by OPG in the response.

	Issue 10.2
	Board Staff #144 and 145
	Please clarify the amounts recorded in the Tax Loss Variance Account for each of the years 2008, 2009 and 2010 separated between “taxes”, “gross up” and other elements, if any.


Clarifications re: OPG’s Responses to CME

	Issue 1.3
	CME #2
	Please clarify whether OPG is aware of any multi-year forward looking total bill analysis having been done by the OEB.

	Issue 1.3
	CME #3, 5, 7 and 8
	Please clarify OPG’s position on the relevance of overall bill impacts on consumers in determining the reasonableness of payment amounts.

	Issue 1.3
	CME #4
	Please clarify whether or not OPG does prepare, for its internal use, five year forecasts of regulated hydroelectric and nuclear generation payment amounts.

	Issue 1.3
	CME #9
	Please clarify the period for which OPG actually forecasts global adjustment changes.

	Issue 1.3
	CME #10
Ex.L-4-001 referenced therein
	We will be seeking clarification of the following items:

· “the building of public concern over electricity prices” referenced in Attachment 2 to Non-Confidential Ex.L-4-001.

· Each of the “alternatives” OPG considered that would further reduce the impact on customers referenced in Attachment 2 to Non-Confidential Ex.L-4-001.

· OPG’s refusal to produce in confidence the materials requested in CME #10 (a).
· The assertion in Non-Confidential Ex.L-4-001 that “the application has been prepared on a cost of service basis and must be considered by the OEB as such.”
· Whether the implementation date of March 1, 2011, was a part of OPG’s initial plan presented to Stakeholders in late March and early April of 2010.

· Statements reported in the Toronto Star on May 26, 2010, to have been made by Mr. Gruetzner pertaining to taxes.
· “matters that relate to the determination of just and reasonable payment amounts” referenced in OPG’s response to CME #10 (d).

	Issue 1.3
	CME #11 and 29
	· The estimate we are requesting OPG to provide in CME #11 (b) is a presentation of the revenue requirement for 2011 and 2012 in the format of the document attached to OPG’s response to CME #29, but with return on equity at 5% rather than 10%.  We are requesting that OPG provide such a presentation so that it can be compared to the revenue requirement amounts for 2011 and 2012 that OPG asks the Board to approve.

· Please clarify the “Government’s announcement” referenced in OPG’s response to CME #11 (a) and produce a copy thereof.

· Please clarify each of the factors considered by OPG in taking the “decision to reduce the consumer impact of the application” referenced in its response to CME #11 (c).

	Issue 1.3
	CME #13
	We will be seeking clarification of the following:

· The steps one takes to derive the “return on equity” from the audited statements and an explanation of how the “comparison of revenue requirements” effectively results in some double counting.

· The “different information” and the “different basis” referenced in OPG’s response to CME #13 (c) that make it impossible to perform the requested reconciliation. 

	Issues 4.2, 4.5
	CME #15
	Please clarify OPG’s response to include projects that begin or are on-going in 2011 or 2012 that end after 2012 so that the table will show all multi-year projects on-going during the test year and the costs related to those projects for the years beyond December 31, 2012.

	Issues 4.2, 4.5
	CME #16
	Please clarify to assure that all of the multi-year projects underway in 2011 and 2012 but not expected to be completed by December 31, 2012, are included therein.

	Issue 3.1
	CME #20
	Please clarify whether a corporate return on equity is to be derived in the manner that OPG describes and will clarify in response to CME #13.

	Issue 6.11
	CME #23
	Please clarify whether the information requested pertaining to the corporation for 2010 is available.

	Issue 5.1
	CME #24
	Please clarify the following:

· The reason why natural gas generation during off-peak periods exceeded forecast levels; and

· The times at which wind generation exceeded forecast and how those excesses, at that time, operate to produce increased SBG.

	Issue 6.11
	CME #32
	Please clarify how the principles applied in the calculation of regulatory income and capital taxes differ from the principles that apply in determining the amounts of income and capital taxes OPG actually pays.

	Issue 10.2
	CME #37
	Please clarify whether the difference between tax amounts paid by OPG and amounts recovered for taxes from ratepayers affects the net income of OPG, the corporation.

	Issues 10.1, 16.2 & 10.3
	CME #38
	Please clarify whether OPG provided a response to CME #38 and, if so, where we can find that response.


Yours very truly,

Peter C.P. Thompson, Q.C.

PCT\slc

c.
Barbara Reuber (OPG)

Carlton Mathias (OPG)
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ENERGY PROBE RESEARCH FOUNDATION

TECHNICAL CONFERENCE QUESTIONS

Issue Number: 1.2  

Are OPG’s economic and business planning assumptions for 2011-2012 an appropriate
basis on which to set payment amounts?

Energy Probe TC # 1

Ref: 
Energy Probe Interrogatory # 2 (Exhibit L, Tab 6, Schedule 002)


The data provided in this response indicates that OPG uses a 25% tax rate in determining its WACC for project evaluation.

Why does OPG not use the tax rate shown in Exhibit F4, Tab 1, Schedule 1?

Energy Probe TC # 2

Ref: 
Energy Probe Interrogatory # 3 (Exhibit L, Tab 6, Schedule 003)

a) Energy Probe remains unclear about the way in which OPG also takes its long-term view of the financial markets into account when setting the discount rate. Please advise.

b) OPG has not provided the requested document that Energy Probe would like to review, assuming it is not confidential.  Among other concerns, Energy Probe expects that it would discuss the reasons why OPG applies the same discount rate to investment projects in nuclear and regulated hydro. Please advise.

c) In the example, OPG used a 27% tax rate for 2011 and 2012.  Energy Probe would like to know whether this tax rate was used in estimating the 7% WACC?  If so, why does OPG use a 25% tax rate to calculate the WACC?

Issue Number: 2.1

What is the appropriate amount for rate base?


Energy Probe TC # 3


Ref: 
Energy Probe Interrogatory # 5 (Exhibit L, Tab 6, Schedule 005)

OPG has not indicated its expectation for growth rate of the rate base beyond the test period.

What is the Applicant’s best estimate of the growth in the rate base beyond the test period?

Issue Number: 3.3

Should the same capital structure and cost of capital be used for both OPG’s regulated hydroelectric and nuclear businesses? If not, what capital structure and/or cost of capital parameters are appropriate for each business?
Energy Probe TC # 4

Ref: 
Energy Probe Interrogatory # 6 (Exhibit L, Tab 6, Schedule 006)

a) Energy Probe is interested in OPG’s view of the risks of regulated hydro and nuclear that might justify different capital structures. OPG’s response does not indicate these risks or why such risks justify different capital structures. Please expand your response. 

b) Energy Probe’s question arises from a financial perspective.  Why does OPG believe that risks, which can be diversified away, should nonetheless be taken into consideration in capital structure?

c) Energy Probe finds OPG’s answer unresponsive and would like clarification whether weather and regulatory risk are properly regarded as business-specific risks of regulated hydro and nuclear respectively for the purpose of estimating costs of equity.

d) Energy Probe requests OPG to clarify the significance of the proposed relationship in light of Ms. McShane’s statistical analysis that finds no relationship between beta and “average market value”.  

3

Energy Probe TC # 5


Ref: 
Energy Probe Interrogatory # 7 (Exhibit L, Tab 6, Schedule 007)

c) 
Energy Probe questions whether OPG’s answer properly distinguishes between diversifiable and non-diversifiable risks and the implications for cost of equity and capital structure. Please advise.

Energy Probe TC # 6

Ref: 
Energy Probe Interrogatory # 26 (Exhibit L, Tab 6, Schedule 026)


a) Energy Probe would like to pursue OPG’s response that the beta for nuclear should be higher than the beta for regulated hydro.  This conclusion is at variance with the OPG response to the previous interrogatory at L-6-025 (Energy Probe Interrogatory #025) above where OPG agreed that regulated hydro is more sensitive to market risk than nuclear, in which case the beta for nuclear would be lower than the beta for hydro. Please reconcile these responses.

b) Energy Probe would like to pursue the implications of different betas for the costs of regulated hydro and nuclear. Please clarify.

Issue Number: 4.2  

Are the capital budgets and/or financial commitments for 2011 and 2012 for the regulated hydroelectric business appropriate and supported by business cases?

Energy Probe TC # 7

Ref: 
Energy Probe Interrogatory # 12 (Exhibit L, Tab 6, Schedule 012)

This IR deals with the Gross Revenue charge that appears to cover water rentals and property taxes.  

Energy Probe would like to better understand the GRC holiday currently in place and its impact on local municipalities that might receive payments in lieu of property taxes through the GRC. Please clarify.

4

Energy Probe TC # 8


Ref: 
Energy Probe Interrogatories # 20, # 21, # 22, #23 and # 24 


(Exhibit L, Tab 6, Schedules 020, 021, 022, 023 and 024)

These IRs concern the inclusion in rate base of the capital costs associated with a new visitor information centre in Cornwall and the uses to be made of the centre.  

Energy Probe would like to better understand how the centre initiative originated, why ratepayers should bear the costs of this centre and how the centre will be used. Please clarify.

EB-2010-0008

Pollution Probe Questions for Technical Conference
August 19, 2010

Issue 2.2

1. Reference: Pollution Probe Interrogatory Nos. 1, 2, 4, and 6 (Ex. L, Tab 10, Sch. 1, 2, 4, and 6)

It is Pollution Probe’s understanding that OPG’s estimate of the capital cost of $6 billion other words, it does not include capitalized interest during construction.

Please provide OPG’s low and high estimate of the TOTAL capital cost of the Darlington refurbishment, including capitalized interest during construction.  Pollution Probe notes that in response to Pollution Probe’s interrogatories, OPG states that its LUEC estimates for Darlington are based on the total capital costs of Darlington, including capitalized interest during construction.

Issue 3.3

2. Reference: Pollution Probe Interrogatory No. 16 (Ex. L, Tab 10, Sch. 16)

Pollution Probe seeks clarification and further information in light of OPG’s response to Pollution Probe Interrogatory No. 16.   In that response, OPG states that:

OPG uses the same discount rate in its financial analysis for all investments with Corporate 

This is consistent with the approach described to the OEB in EB-2007-0905. [emphasis added]

Please describe in detail, and with illustrative examples, how the differences in risk for two projects with different risks would be taken into account in the cash flows. For this purpose, please assume that the capital project with higher risk is for nuclear operations and the capital project with lower risk is for hydroelectric operations.

EB-2010-0008 
IN THE MATTER OF the Ontario Energy Board Act, 1998, S. O. 1998, c. 15, Schedule B; 

AND IN THE MATTER OF an application by Ontario Power Generation Inc. pursuant to section 78.1 of the Ontario Energy Board Act, 1998 for an order or orders determining payment amounts for the output of certain of its generating facilities.

POWER WORKERS’ UNION TECHNICAL CONFERENCE QUESTIONS

PWU Question 1

Issue 2.2:
Is OPG’s proposal to include CWIP in rate base for the Darlington Refurbishment Project appropriate?

Ref (a): Exhibit L, Tab 7, Schedule 2, Page 1:

Interrogatory

Page 8 quotes the Louisiana PSC to the effect that “the recovery of a current cash return on CWIP may be needed… to maintain an acceptable credit rating….”


a) Does Mr. Luciani believe that this consideration applies to OPG? If so, please provide any evidence that a cash return on CWIP is required in that OPG or the Province would not “maintain an acceptable credit rating” in the absence of CWIP in rate base.

Response

a) Yes, OPG understands that Mr. Luciani believes this consideration applies to OPG. A credit rating agency takes into account a number of items in determining utility credit ratings and a current cash return on CWIP is one of those items. Credit rating agencies, as part of their review, will look at a publicly-supported commercial entity such as OPG on a stand-alone basis in evaluating credit risk. As such, a cash return on CWIP will be helpful to OPG, on an incremental basis, in such a review and maintaining an acceptable credit rating.

Ref (b): Dominion Bond Rating Service Report Dated: August 12, 2009. Exhibit A2, Tab 3, Schedule 1, Attachment 1, Page 1:

DBRS has confirmed the Unsecured Debt and Commercial Paper ratings of Ontario Power Generation Inc. (OPG or the Company) at A (low) and R-1 (low), respectively, with Stable trends.

Ref (c): Standard & Poor’s, Summary Report Dated: April 30, 2010. Exhibit A2, Tab 3, Schedule 1, Attachment 2, Page 2:

We base the 'A-' rating on OPG's stand-alone credit profile (SACP) on our opinion that there is "high" likelihood that the province would provide timely and sufficient extraordinary support in the event of financial distress. We assess the company's stand-alone credit profile at 'BBB'.

(i) Is there a risk that OPG’s current debt rating may be downgraded as a result of the higher financial risk that may be underpinned by future increasing needs of funding to finance large nuclear projects (e.g. Darlington Refurbishment Project and New Darlington)? 

(ii) If the response to (i) is “yes”, please provide OPG’s assessment as to how many basis points would be added to OPG’s current debt cost? 

(iii) Could OPG’s revenue requirement be materially impacted by the higher debt cost?

(iv) If the response to (i) is “yes”, please indicate whether or not OPG’s CWIP proposal would mitigate potential financial risk associated future increasing needs of funding to finance large nuclear projects? 

PWU Question 2


Issue 4.5:
Are the capital budgets and/or financial commitments for 2011 and 2012 for the nuclear business appropriate and supported by business cases?

Ref (a): Exhibit L, Tab 11, Schedule 7, Page 1, Lines 32-38:

The Project Execution Plan (Ex. D2-T2-S1, Attachment 2) provides additional details of the project objectives, work scope and schedule, performance measurement and evaluation, and risk management and contingency plan. The Project Execution Plan provides a list of deliverables required in each phase. This project management approach reduces project risk by mandating a gated process of ‘check points’ at each major project phase in order to ensure the project is on track in its development regarding scope, cost, quality and schedule.

Ref (b): Darlington Nuclear Refurbishment Project, Exhibit D2, Tab 2, Schedule 1, Attachment 2

Ref (c): Exhibit L, Tab 7, Schedule 35, Page 1, Lines 39-43 and Page 2, Lines 1-3

OPG anticipates entering into some limited number of contracts during the Preliminary Planning phase to meet the deliverables for that phase, i.e., contracts to design and construct the Training and Mock-up Building. OPG may also enter into contracts with key vendors for major component work programs such as Retube and Feeder Replacement, Fuel Handling, Turbines and Generators.

It is anticipated that during the Engineering and Detailed Planning phase, certain contracts will be partially or fully released in recognition of the long lead time required for certain aspects of the work.

(i) Please describe how OPG’s project management approach will be applied in entering into some limited number of contracts during the Preliminary planning phase.

PWU Question 3

Issue 5.1:
Is the proposed regulated hydroelectric production forecast appropriate?


Ref (a): Exhibit L, Tab 1, Schedule 36, Page 1, Lines 28-32:

Response

a) In 2009, the median hourly output of the Niagara Plant Group (Sir Adam Beck and DeCew Falls Generating Station) was approximately 1,500 MW. The approximate equivalent number of hours of the Niagara Plant Group operation, based on 2009 median hourly output and the Surplus Baseload Generation (“SBG”) estimates, are 130 hours in 2010, 330 hours in 2011 and 525 hours in 2012.

(i) Please describe inputs and the methodology underpinning SBG estimate of 130 hours in 2010, 330 hours in 2011 and 525 hours in 2012.

(ii) Please indicate on what basis the median hourly output of 1,500 MW for the Niagara Group has been calculated. Is the calculated median hourly output related to the total annual hours (i.e. 8,760) or to annual off peak hours?

PWU Question 4

Issue 6.3:
Is the test period Operations, Maintenance and Administration budget for the nuclear facilities appropriate?


Ref (a): Exhibit L, Tab 11, Schedule 15, Page 2, Lines 27-29: 

c) No, ‘cost-focused reductions’ does not imply that those cost reductions were made in isolation of their impact on net value. As outlined in Ex. D2-T1-S1, Section 3.1, it is the role of the Asset Investment Screening Committee (“AISC”) to prioritize project work to provide highest value. This is done on the basis of the project Part A screening forms (characterizing the issue, operational and financial impact, and relative ranking of potential impact) supplemented by the broad senior management experience of the AISC members. Lower priority work is deferred until it can be accommodated within planned portfolio funding. The work that will potentially be deferred beyond the test period due to project portfolio funding levels is the “Listed Work to be Released” (Ex. D2-T1-S2 Table 5a, 5b and Ex. F2-T3-S3 Table 4a and 4b). As indicated above, any such judgments will be made on the basis of AISC assessment of project value. Critical work will not be deferred.


(i) Please describe what OPG considers as “critical work”?

(ii) Does OPG agree that project funding reductions that result in deferral of work will lead to a lower net value, taking into account the achievement of targeted performance metrics, over the station life cycle?

(iii) How does OPG measure value?

(iv) How does OPG incorporate non-monetary performance metrics in its determination of value?

(v) How will OPG maintain backlogs created by deferrals at acceptable levels (e.g. levels that provide for sustainable levels of performance) in an environment of ongoing cost cutbacks?

PWU Question 5

Issue 6.9:
Are the “Centralized Support and Administrative Costs” (which include Corporate Support and Administrative Service Groups, Centrally Held Costs and Hydroelectric Common Services) and the allocation of the same to the regulated hydroelectric business and nuclear business appropriate?

Ref (a):  Exhibit F4, Tab 4, Schedule 1, Page 3, Lines 15-18 and Page 4, Lines 18-22: 

IESO non-energy costs are charges that are applied to withdrawals of energy from the IESO controlled grid. The charges include transmission charges, the debt retirement charge, the rural or remote electricity rate protection charge, charges associated with IESO administration fees, OPA fees, uplift charges and the Global Adjustment. These charges are not discretionary and apply to all withdrawals from the IESO-controlled grid. These charges are directly assigned to the specific regulated facilities.

The various constituents that make up the IESO non-energy charge can be difficult to accurately forecast. As a result, the aggregate total of these charges is extremely difficult to accurately forecast. Accordingly, OPG is seeking approval of a new variance account to protect both itself and ratepayers from over or under collection of IESO non-energy charges. See Ex. H1-T3-S1, section 4.1 for additional details.

Ref (b): Ontario Energy Board, EB-2010-0191. Decision with Reasons, July 22, 2010:

Ontario Regulation 330/09 requires that the Ontario Energy Board (the “Board”) determine the Renewable Generation Connection Rate Protection (“RGCRP”) compensation amount for 2010 and subsequent years in accordance with the Green Energy and Economy Act, 2008…

For 2010, pursuant to the Board’s Decision with Reasons in the Hydro One Distribution Rates case EB-2009-0096, issued on April 9, 2010, the Board has calculated the amount of RGCRP compensation eligible consumers will receive in 2010: $3,666,667…

The Board has determined that effective May 1, 2010, the RGCRP charge to be collected by the IESO from all electricity market participants shall be $458,333 per month. Regulation 330/09 sets out that collection of these amounts by the IESO will be in the form of a monthly amount charged to all Market Participants, based on their actual kWh consumption withdrawn from the IESO controlled grid each month. As a result, the monthly charge for each market participant will vary with the actual consumption in that month…

In determining this charge, the Board acknowledges that distributors will be passing on this charge to their electricity distribution customers through the Wholesale Market Service Charge (“WMSC”) currently approved by the Board at $0.0052 per kWh. It is the Board’s view that at its current level, the RGCRP will have a minimal impact on balances in the WMSC variance account (Account 1580) and will not adjust the WMSC at this time. Therefore the WMSC shall remain at its current level of $0.0052 per kWh. 

(i) Please confirm that IESO non-energy costs paid by OPG include Wholesale Market Service Charge.

(ii) Is OPG aware that the OEB may approve increasing costs to be incurred by electricity LDCs related to investments enabling to connect renewable generation? 

(iii) If the response to (i) is yes, please indicate whether or not OPG’s IESO non-energy Charges forecast for the test period incorporates an estimate of RGCRP and WMSC charges? Does OPG have an estimate of RGCRP and WMSC charges?
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Technical Conference Questions from the Vulnerable Energy Consumers’ Coalition (“VECC”)

VECC TC #1

Reference:
Interrogatories L-14-003 and L-1-002

Issue Number 2.1

Issue:
What is the appropriate amount for rate base?

Please confirm that the “Board Approved” figures filed in response to L-1-002 are in fact identical to OPG’s forecasted amounts for each year.  If unable to so confirm, please clarify.

VECC TC #2

Reference:
Interrogatories L-14-004, including Attachment 1, and L-07-002

Issue Number 2.2

Issue:
Is OPG’s proposal to include CWIP in rate base for the Darlington Refurbishment Project appropriate?

a) Is it OPG’s opinion that if the OPG rejects the CWIP proposal and OPG undertakes this project, then OPG’s credit rating will be or is expected to be adversely affected?  Please explain.

b) Given that the response to L-14-004 c) indicates a lower PV recovered from ratepayers under the current regulatory treatment in both scenarios, why is the CWIP proposal better for ratepayers than the current regulatory treatment?

c) Re the response to L-14-004 d), please explain how CWIP amounts put into rate base over a number of years could be wholly or partially disallowed after the fact – without raising questions of retroactivity and inter-generational equity – in the event that the OEB did not find the expenses or project management to have been prudent?

d) Re the response to L-14-004 d) and assuming that there had been some level of imprudence on OPG’s part in managing the project, please explain how intervenors will be able to demonstrate imprudence on OPG’s part after the fact given that they will have to rely on OPG for any project-specific information? 

VECC TC #3

Reference:
Interrogatory L-14-011

Issue Number 6.2

Issue:
Is the benchmarking methodology reasonable?  Are the benchmarking results and targets flowing from those results for OPG’s hydroelectric facilities reasonable?

a) Please provide the historical annual calculations and targets for the EPI?

b) For categories which include a weighting of “Meet,” what happens to the EPI if the target is not met?

VECC TC #4

Reference:
Interrogatory L-14-020 (Non-Confidential Version)

Issue Number 6.6

Issue:
Is the forecast of nuclear fuel costs appropriate?

a) Regarding the response to L-14-020 a), please explain what each of the two long-term price indicators are intended to represent and provide the most recent copy available (for the same month) of each of “The Ux Weekly” and the “Nuclear Market Review.”

b) Regarding the response to L-14-020 c), please indicate generally under what circumstances the Canadian CPI would be used for indexing and under what circumstances the US GDP IPD would be used for indexing.  Also, please indicate under what circumstances an exchange rate calculation would be required.

c)  Regarding the response to L-14-020 d), please indicate the conditions under which OPG would expect to be at risk of a Board finding of imprudency with respect to costs arising from OPG’s nuclear fuel costs hedging strategy.  

d) Regarding the response to L-14-020 d), please elaborate with respect to OPG’s hedging philosophy indicating the relative weights it attaches to (i) hedging price risk, (ii) reduction in cost volatility, and (iii) supply security. 

VECC TC #5

Reference:
Interrogatory L-14-021

Issue Number 6.8

Issue:
Are the 2011 and 2012 human resource related costs (wages, salaries, benefits, incentives, FTEs, and pension costs) appropriate?

Please confirm that in OPG’s response for the years 2010, 2011, and 2012, there is an assumption of 4% increases in each year for each compensation component (base salary, overtime, incentives, and other) for the PWU, an assumption of 4% increases in each year for each compensation component for the Society, and an assumption of 3% increases in each year for each compensation component for management.  If unable to so confirm, please explain.

VECC TC #6

Reference:
Interrogatory L-14-022 d)

Issue Number 6.8

Issue:
Are the 2011 and 2012 human resource related costs (wages, salaries, benefits, incentives, FTEs, and pension costs) appropriate?

Given that OPG indicated that Chart 4 only reflects actual base pay, how is OPG certain that its total compensation package is in line with or below its comparators?

VECC TC #7

Reference:
Interrogatory L-14-023 a)

Issue Number 6.8

Issue:
Are the 2011 and 2012 human resource related costs (wages, salaries, benefits, incentives, FTEs, and pension costs) appropriate?

a) Please identify the occupations and the number of management positions that OPG had difficulty in (i) attracting and (ii) retaining as a result of the base pay program not having been adjusted since 2002.




b) Please confirm that other factors such as level of base pay, benefits packages, incentive programs, job security, and work environment are significant factors in attracting and retaining employees.

c) Please indicate the extent to which non-base pay benefits were adjusted during the period 2002-2007.

VECC TC #8

Reference:
Interrogatory L-14-024, Attachment 1

Issue Number 6.8

Issue:
Are the 2011 and 2012 human resource related costs (wages, salaries, benefits, incentives, FTEs, and pension costs) appropriate

Given the results provided for OPG’s position to market in respect of “Total Remuneration Position to Market” for 2008 and 2009 (i.e., below for all except for Band H and Band L in 2009), how has OPG managed to retain or attract any mobile, management group employees?

VECC TC #9

Reference:
Interrogatory L-14-037

Issue Number 6.8

Issue:
Is the hydroelectric incentive mechanism appropriate?

a) Please provide monthly historical information, similar to that which was provided in the table in response to part a), for December 1, 2006 through November 30, 2008. 

b) Please provide monthly historical information, similar to that which was provided in the table in response to part a), for the period January 1, 2010 to the most recently available monthly information available.

c) Please indicate when the rider shown in the response to a) became effective.

d) Per pages 4 and 5 of the “Design of Payment Amounts: Hydroelectric” presentation at the March 29, 2010 Stakeholder Meeting, please confirm that the total payments received under the HIM are given by the formula 

Total Payment = MWavg x Regulated Rate + (MWh – MWavg) x MCP



where 
MWavg = Average monthly net energy production,

MCP = Market Clearing Price



MWh = Hourly net energy production, and

e) Regarding the response to b), please confirm that OPG believes that, in principle, the regulated rate may be expected to be (i) above, (ii) below, or (iii) equal to the HOEP for extended periods of time now and going forward.

f) Please confirm that the total payments received under the HIM are also given by the formula 

Total Payment = MWavg x (Regulated Rate – MCP) + (MWh x MCP) 

g) Regarding the response to d), please explain why pump generation stations exists if not to pump water during the off-peak period in order to utilize the energy stored in a subsequent peak period.

h) Regarding the response to d), please confirm that OPG’s response indicates that absent an incentive mechanism – designed to incent operation of the pump generation station in the manner for which it was designed and installed – OPG might choose to not pump water during the off-peak period even though it would be in the public interest.

i) Please provide OPG’s views as to the extent to which the response to part d) of this interrogatory is consistent with the response received to a similar question at the Stakeholder Meeting on March 29, 2010.
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