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Tuesday, October 5, 2010


--- On commencing at 9:30 a.m.


MS. CHAPLIN:  Please be seated.  Good morning, everyone.  I believe Mr. Stephenson is next up in the order of cross-examination for the hydroelectric panel.  Are there any preliminary matters?

Preliminary Matters:


MR. SMITH:  Just one, Members of the Panel.  We -- OPG has provided an answer to Undertaking J1.10, which had sought -- or which had requested that OPG go back and look at records to determine onsite usage of electricity for plant auxiliaries at the regulated hydroelectric facilities during the time it was metered.  And they were able to go back to 2000/2001 and obtain some information.  And that's been provided in response to the interrogatory.  It's been distributed and will be filed electronically at some point today.


And just by way of update, our present intention is to file -- or to file a number of the answers to other undertakings on Thursday.


MS. CHAPLIN:  Thank you, Mr. Smith.


MR. SMITH:  And we'll do that electronically.


MS. CHAPLIN:  Thank you.


Mr. Stephenson?  Go ahead, please.

ONTARIO POWER GENERATION - PANEL 1, RESUMED


Mark Shea; Previously Sworn.


Mario Mazza; Previously Sworn.


Joan Frain; Previously Sworn.


David Peterson; Previously Sworn.

Cross-Examination by Mr. Stephenson:


MR. STEPHENSON:  Good morning, Panel, and good morning, OPG panel.  My name is Richard Stephenson.  I'm counsel for the Power Workers' Union.  The focus of my questions for you this morning are on the issue of sustaining OM&A and capital as they pertain to the regulated hydraulic assets.  And I just want to start by asking a few questions first about the nature of these assets.


Am I right that by their nature the regulated hydraulic assets are very long-lived assets?  Is that a fair characterization?


MR. MAZZA:  Yes, you can make that assumption that they are generally long-lived.


MR. STEPHENSON:  And it's hard to imagine the foreseeable future of Ontario without the Niagara Falls generating plants or without the Saunders generating plants.  I mean, for the foreseeable future there are going to be hydraulic generation plants, either these ones or their successors, for as long as we can imagine; isn't that fair?


MR. MAZZA:  Yeah, I think it's a fair statement.  There are still -- there are long-lived assets, but there are also end-of-life considerations to the assets.  In general terms, like you say, they are long-lived assets, but you've got to recognize that some of the assets are 100 years old, and so the general statement, yeah, hydroelectric, when you compare it to other forms of generation, are longer-lived.


MR. STEPHENSON:  Right.  But -- and we aren't there yet, but I'm assuming that somewhere in the bowels of OPG there is some long-term plan to replace these assets.  There is no scenario where these assets are not either going to be run or replaced, fair?


MR. MAZZA:  Not at the moment.  We haven't looked at any of those scenarios.


MR. STEPHENSON:  Okay.  And as long-lived assets, I take it that the sustainment of these assets is a core priority for the hydraulic group, fair?


MR. MAZZA:  Yeah, that's a fair statement.


MR. STEPHENSON:  And when we talk about sustainment, we're talking about work being done today that has the effect of prolonging the economic life of the assets.  Is that a fair characterization?


MR. MAZZA:  Yeah.  The work -- work being done in general prolongs the economic and other aspects of the assets.  It's the safety and technical integrity of the assets as well.


MR. STEPHENSON:  Right.  And to the extent that you've included in your revenue requirement amounts in relation to sustaining OM&A and sustaining capital, the effect of that is, you're asking for today's ratepayers to pay some share of the cost of maintaining and sustaining the ongoing economic life of these assets, correct?


MR. MAZZA:  Correct.


MR. STEPHENSON:  And that benefit is not a benefit which inures to these customers today, it's a benefit that inures to them and other customers next year and in future years, fair?


MR. MAZZA:  I guess that's a fair statement, sure.


MR. STEPHENSON:  And for the Board, in terms of assessing whether -- obviously your revenue requirement becomes part of the payment amounts, right?  Correct?


MR. MAZZA:  Correct.


MR. STEPHENSON:  And the issue for the Board, in terms of determining whether the revenue requirement and therefore the payment amounts that you are seeking are just and reasonable with respect to the sustaining amount, is whether or not today's customers are paying their fair share of this future benefit, correct?  That's what the Board has to decide.


MR. SMITH:  I'm not sure that -- if that's the legal proposition being put to the witness, that that's an appropriate proposition.


MR. STEPHENSON:  Well, I suggest to you that the reason why you say -- why you're saying to the Board that these sustaining amounts, capital and OM&A, are the appropriate amounts is because they are in fact the fair share that today's customers are paying for this future benefit.  Isn't that right?  That's what you're saying.


MR. MAZZA:  What I -- I mean, the way we've -- if you look in the evidence, what we're saying is that we need to make investments in the assets on an ongoing basis to sustain them.  And there are -- there are metrics, if you will, to keep them sustained.  And if you look in our business-plan presentation, if I could refer you to that, maybe you might see the rationale for sustaining the assets without commenting on your other.


But if you go to page, I guess, 3 of our business plan --


MR. STEPHENSON:  Yeah, got it.


MR. MAZZA:  -- which is Exhibit F1.1.


MR. STEPHENSON:  Yes.


MR. MAZZA:  Okay?  So here you see the rationale, I guess, on this one page, as far as for the investments we make.  You can look at the life cycles of each component in the station, and then we make a determination in on what portions of the station need to be sustained.


So we base it more on a condition-based approach and what's reasonable to spend on the assets to keep them, as you say, long-lived, and continuing -- in continuous operation.


MR. STEPHENSON:  But the effect of that analysis -- and you're starting, I guess, from the component level up, so to speak; is that fair?


MR. MAZZA:  That's fair to say, yeah.


MR. STEPHENSON:  Okay.  Regardless of where you start, you're satisfied that the result is that today's customers are paying their fair share.  You're not coming here and saying, 'We recognize that today's customers are wildly overpaying for sustainment, but we're doing it anyway, because we think that the components need it.'  That's not what you're saying, is it?


MR. MAZZA:  Well, we're saying it because we've been given a mandate to sustain these assets.  And it's the right thing to do.  And that's the -- as far as my direction that I have, is that that's the main focus, is to ensure that the assets remain in place and we use economic and other drivers to ensure that they will continue to operate.


MR. STEPHENSON:  Okay.  So you don't have any view at all about the fairness of these payments vis-à-vis today's customers and the benefits that they're going to inure in the future.


MR. MAZZA:  Well, I can't comment on that personally.


MR. STEPHENSON:  Okay.  Let me ask you about this very page.  You've got a series of sort of arrows or bullet points at the bottom of the page.  You see that?  There's six of them?  Average age of stations is 60 years -- 70 years is the first one?


MR. MAZZA:  Yeah.  And by the way, this refers to the entire hydro fleet, not necessarily the regulated assets.


MR. STEPHENSON:  I accept that.  That's what I -- I was going to ask you that question.  That's what I assumed.  And I'm going to, in fact, ask you whether or not the statements are, generally speaking, true if we focus only on the regulated assets.  Are the six bullet points, generally speaking, accurate from the perspective of the regulated assets?


MR. MAZZA:  Yeah, in general they're true.  There's some -- for example, as far as capacity being built, I mean, this refers to most of the hydroelectric fleet, and some of the regulated assets, of course, were built pre the 1950s.


MR. STEPHENSON:  Right.


MR. MAZZA:  Beck 1, DeCew 1, and so on.  So Saunders and Sir Adam Beck 2 were built in the 1950s.  So excluding that statement, I think, all the other statements are true.


MR. STEPHENSON:  Okay.  And one of the bases upon which you are supporting the reasonableness of your revenue requirement in this area is the fact that your assets are aging, correct?


MR. MAZZA:  True.


MR. STEPHENSON:  At the right-hand side of the page there is a list of components and overhaul replacement frequency.  Do you see that?


And what I don't see, and I confess it may be somewhere else in the evidence, so if it is, please assist me, is a demographic profile of your portfolio of these kinds of components for the regulated assets.  Do we have that in the evidence?


MR. MAZZA:  No, we don't have that anywhere in the evidence.  That's a level of detail that wouldn't be presented in a -- presented in this type of presentation.


MR. STEPHENSON:  Right.  And --


MR. MAZZA:  And I would say that it would be difficult right now to come up with, you know -- by these components, what the various ages are for each component.  We got -- we have quite a few plants in the system, and units, so it would be a major undertaking to do.


MR. STEPHENSON:  And again, of course, I'm only interested in the regulated assets.


MR. MAZZA:  Yeah.


MR. STEPHENSON:  Let me ask you this question.  You've got a work plan in place, correct, that deals with replacement and overhaul of assets; is that fair?


MR. MAZZA:  We do.


MR. STEPHENSON:  Okay.  And is that a five-year plan or what's the planning cycle?


MR. MAZZA:  The planning cycle, with respect to business plans, is five years but for each individual station we look at a 30-year time horizon through our plant condition assessment and life cycle planning process.  So we look at a 30-year cycle.


MR. STEPHENSON:  I appreciate that, but don't you have -- from a funding perspective, you're looking -- you've got a certain period of time, a certain envelope, and a certain bundle of work that you're expected to do within a period of time; is that a five-year time period?


MR. MAZZA:  That's the business planning time period that we focus on.


MR. STEPHENSON:  Here's the question I have for you.  If we looked at it from your perspective of your portfolio of these components, and I'm talking now only about the prescribed assets.


MR. MAZZA:  Mm-hm.


MR. STEPHENSON:  And assuming that you did all the work that you were proposing to do within the five-year business plan, at the end of the five years, would the portfolio of these components be older on any metric, whether it's median or mean or whatever, would they be newer, or would they be about the same age?


MR. MAZZA:  I don't have the answer to that question.  It's really a complex question that I'd have to look back and see what's been replaced, what we're going to be doing in the plan.  But, overall, we have a -- we have a prudent plan to continue to replace, enhance, and maintain the components in a station.  And the critical components, which we focus on.


MR. STEPHENSON:  But you're telling the Board that one of the justifications for the work program that you're seeking to fund is your aging assets; correct?


MR. MAZZA:  Yeah, it is.  It is one of the elements.


MR. STEPHENSON:  Okay.


MR. MAZZA:  The other element is reliability.  There are -- there are various elements to doing the work.


MR. STEPHENSON:  But the reason why you rely on the fact that they're aging is because aging is a proxy for reliability and need for investment; correct?  It's not a perfect proxy but it's a proxy; right?


MR. MAZZA:  It's really hard to make that general, general statement.  If you're maintaining your assets, sometimes aging doesn't necessarily affect reliability on its own.


MR. STEPHENSON:  Well, you're the one that put aging down here as a justification, sir.  I want to know, is it a justification or isn't it?


MR. MAZZA:  Yeah, it is, it is one -- it is one of the main justifications but there are others.


MR. STEPHENSON:  Okay.


MR. MAZZA:  Yeah.


MR. STEPHENSON:  So here's my question, then.  Wouldn't it be important for the Board to know whether or not your plan of work that you're seeking to fund actually improves the age portfolio of your assets or at least maintains them at a status quo as opposed to them getting worse over time?  Isn't that something that is important for the Board to know?


MR. MAZZA:  Yes, it is.  And like I stated, we have, we have a program in place to ensure that we could continue to maintain and enhance and make the assets -- continue, keep the assets reliable.  And we have, we have done work in the past and continue to be do work to keep that, the fleet, long-lived, if you will.


MR. STEPHENSON:  Sir, but you just told me that you cannot tell us whether, at the end of five years, if you actually do the work you're proposing to do, whether your fleet is getting older or newer, and I'm just -- and you just -- also just told me, that's important information for the Board.  So where is it?


MR. MAZZA:  The fleet is getting older but there are specific components that have been replaced in the past.  Like, we have over 38 units, I believe, in the regulated fleet and we've got a program that was actually started in the 1990s, where we replaced and did overhauls and -- mostly to our big plants, Beck 1 -- sorry, Beck 2 and Sir Adam and R.H. Saunders.  So those plants have been rehabilitated and we have a good handle on their condition.  Eventually they're going to require rehabilitation or more work in the future.  They're not necessarily in that five-year plan now because it takes anywhere from 10 to 15 years to complete that type of program.


So overall, I'm pretty confident that we've got -- aging is an issue.  It's one of the key issues, as stated here, but there are other issues and I think we're addressing them properly to keep the fleet alive and well.


MR. STEPHENSON:  Is it possible for you, by way of undertaking, to do the task that I just suggested, which is to tell the Board whether, at the end of the five-year plan, your station components as they pertain to the regulated assets are going to be newer, older, or about the same?  Is the possible for you do that analysis and let the Board know?


[Witness panel confers]


MR. MAZZA:  As I mentioned, we're into overhaul periods.  It is difficult to do a specific analysis.  We might be able to do a general analysis, but it will be very difficult to do something detailed like you're saying.


Whether you can make the statement that after five years, the fleet is newer, it is very difficult to make that statement.


Aging is just a general -- general, I guess, terminology that we use in hydro to explain why we have to replace components.  Some of them are -- last a hundred years, some of them last 30 years.  And we address -- we address each one of those components based on operating criteria, based on aging, based on reliability, all those factors.


But aging was specified here as being one of the key ones.  Especially with life-limiting components like penstocks and, if you will, some of the other components that are shown there.


MR. STEPHENSON:  I appreciate there's a limit on what you think you can do.


MR. MAZZA:  Yeah.


MR. STEPHENSON:  To the extent -- but I also appreciate it sounded like you thought you could do something for us.  And to the extent that you can, I'd like to get that undertaking.


MR. MAZZA:  We might be able to focus on some components, if that -- if that would suit your requirements?


MR. STEPHENSON:  I'm prepared to take whatever you can give me in your best efforts.


MR. SMITH:  Why don't we take it away, and we'll -- whatever we can do in a reasonable period of time, even if it's a limited number of components, we'll try and make that available.


MR. STEPHENSON:  I appreciate that.  Thank you.


MS. CHAPLIN:  Okay.


MR. MILLAR:  It's Undertaking J2.1.


UNDERTAKING NO. J2.1:  to ADVISE WHETHER, AT THE END OF THE FIVE-YEAR PLAN, STATION COMPONENTS AS THEY PERTAIN TO THE REGULATED ASSETS ARE GOING TO BE NEWER, OLDER, OR ABOUT THE SAME


MR. STEPHENSON:  Sir, can I ask you now to look at, it's the second-last bullet point on this page, where it says "reinvestment levels."  Do you see that?


MR. MAZZA:  Right.


MR. STEPHENSON:  Let me just stop you the right there.  When you talk about reinvestment here, are you talking about capital or OM&A or both?


MR. MAZZA:  I'm talking both, because, you know, capital and OM&A are accounting designations.  The structures don't see that.  Or the components don't.


MR. STEPHENSON:  Okay.  The first sentence you have here is that:

"Reinvestment levels of about 1-3 percent per year of 'replacement cost' are considered reasonable by industry experts."


And then you go on to say:

"Hydro has invested approximately .5 percent to 1.5 percent per year of 'replacement costs' in the last ten years (excludes new facilities)."


The question I have for you is, have you analyzed why you are so low?  I mean, you're about half, right, of

the -- what the industry experts consider reasonable?


MR. MAZZA:  Well, we're not half.  The .5 to 1.5 percent considers a long time frame.  So as I'd stated, it depends where you are in the life cycle of each individual component, each individual station, each individual unit.


And I think if you -- if I could refer you, there is a graph in the evidence here that shows our investment levels.  And they are cyclical to some extent.  I can refer you to the graph on page 26 on the same presentation, which, again, it's not related to the regulated assets, but you can see there is -- you can see there are two major components there to the regulated assets of investment cycles on Saunders and Beck 1 and Beck 2.  Those are actually identified.


So you can see that we do -- we go on a cyclical approach.  And there might be years that we may have exceeded the 3 percent.


MR. STEPHENSON:  Right.  I appreciate it's a lumpy.  But there must have been a reason you put these two sentences in your report to the board of directors.  As I read it, in plain language, to me it's saying, 'We have invested -- reinvested -- less than is considered reasonable by industry experts.'  Isn't that what those two sentences are telling us?


MR. MAZZA:  No, that -- what we're just saying is, this is what the typical norm could be or what's expected by industry experts and this is what we've invested in the last ten years.  This graph goes back to 1993, which shows we've done a lot of investments that we wouldn't have to make now, or even in the last ten years, so --


MR. STEPHENSON:  Sorry, I'm not at this moment in time asking you whether or not the lower levels of reinvestment are justified or not.


MR. MAZZA:  Yeah.


MR. STEPHENSON:  At the moment, my question for you -- I didn't think there was a debate about this.  You -- these two sentences say you have reinvested about at half the level of what industry experts say is reasonable.  There's no other way of reading those two sentences.


MR. MAZZA:  One percent -- some companies invest less than 1 percent, some companies invest 1 percent, some companies invest 3 percent, depending on where they are in their life cycle of their assets and individual components.


So it's a general statement, just to give the Board a flavour of what the ranges are with respect to investments.  It wasn't designed for any other purpose.


MR. STEPHENSON:  If you wanted to say that, why wouldn't you say, 'We've invested about the same as what industry experts say is reasonable'?  I mean, you didn't say that.  You said exactly the opposite.


MR. MAZZA:  I don't think that's what that is saying.  I think you're reading something into it.


MR. STEPHENSON:  All right.  Let me then just go on to the next sentence:

"Determination of appropriate investment levels should consider station/fleet age and condition, type of equipment, station role (peaking versus base), past investment strategy (e.g. harvesting), reliability targets, et cetera."


I'm interested in the second-last -- the penultimate item, "past investment strategy (e.g. harvesting)".


MR. MAZZA:  Yeah.  And again, that applies to the entire hydro fleet.


MR. STEPHENSON:  Right.


MR. MAZZA:  If you look at our portfolio of assets, we have assets that add value to the business, very high value.  And we have a portfolio classification system to direct us on how to invest in the assets.


There are some assets that are reaching end-of-life, some of our small assets that we do -- we may harvest, and then with the view that we will replace them.


MR. STEPHENSON:  Right.


MR. MAZZA:  So that is what that statement is trying to suggest, is that there are assets that we have maybe not made past investments in the last ten years, but that's keeping in mind we will replace them.


MR. STEPHENSON:  So there's been, your evidence, no harvesting vis-à-vis the regulated assets.


MR. MAZZA:  As far as I'm concerned, no.


MR. STEPHENSON:  Okay.  One other item, and that is, it's -- there's a table at -- where's this table?  No, it's not here.  I apologize for this.  I've got the table.  I've forgotten where it's at.  But you'll know it.  Hydroelectric rate base for the regulated assets.  You've got a table where it shows, over time, from 2007 out to 2012.  You know that document?


MR. MAZZA:  Yeah, I think it's in --


MR. STEPHENSON:  I'm not going to ask you about any numbers, other than one, and it is this:  Your hydroelectric rate base is declining for the regulated assets.  You can confirm that, correct?


MR. MAZZA:  Over the rate period there is a small decline in the rate base.


MR. STEPHENSON:  Well, and from previously.  Right from 2007, which was the first number you'd given us, there is a decline over the period, correct?


MR. MAZZA:  Subject to check.  I haven't got the information in front of me.


MR. STEPHENSON:  Yeah, fair enough.  I'll take that subject to check.


My question is this:  In --


MR. SMITH:  If I can, I'll just provide it.  It's Exhibit B1, tab 1, schedule 1, table 1.


MR. STEPHENSON:  Thank you.  Thank you, Mr. Smith.


MR. SMITH:  B1, tab 1, schedule 1, table 1.


[Witness panel confers.]


MR. MAZZA:  Okay.  I have that table in front of me.  Sure.


MR. STEPHENSON:  You see what I'm talking about?  The rate base declines from 2007 to 2012, correct?


MR. MAZZA:  Actually, there is -- yeah, there's a small decline.  Yeah.


MR. STEPHENSON:  Okay.  Here's the question I have for you.  Given that these are very long-lived assets, why -- and these assets, it's the same bundle of assets from the beginning of the period to the end of the period, correct?


MR. MAZZA:  That's correct.


MR. STEPHENSON:  Okay.  So there's no new plants,

no -- there's -- and there's no plants that have gone away.  It's the same number of plants, correct?


MR. MAZZA:  True.


MR. STEPHENSON:  Okay.  Why isn't the rate base a good proxy for the Board to assess whether you're doing an adequate level of reinvestment?


MR. MAZZA:  I can give you my personal opinion on it, because rate base -- rate base doesn't consider, first of all, as I said, some of the investments that we do make on the other side, the OM&A investments, which we're investing quite a significant amount in the assets.  So it doesn't reflect that.  Like I say, it's more of an accounting designation of projects.  So that's one factor that I could say that rate base doesn't reflect.


The other factor is, there might be a decline that you see now, but that will eventually trend back upwards, especially when the tunnel comes in.  You'll see a big increase in rate base going up, and as we continue to refurbish our units at the Beck 1.  So you'll see an increase in rate base.


MR. STEPHENSON:  With all due respect, that's a cheat.  That's a new asset.


MR. MAZZA:  Yeah.


MR. STEPHENSON:  Okay?  That's -- you know, I'm talking about a static group of assets.


MR. MAZZA:  Yeah.


MR. STEPHENSON:  But I mean, isn't this telling us that these assets are depreciating faster than there are capital additions?  That's all -- that's exactly what this shows us, correct?


MR. MAZZA:  I just can't agree with your assumption that, just because the rate base is declining, that our investment levels are inappropriate.  That's not something I would be able to agree to, because if you look, maybe, in past years you'll see that the rate base went up when we invested heavily in those assets.  When we were doing the refurbishments, we were investing $200 million of capital, for example, on the Beck 2 plant.


So if you go back in time, you'll see the investment levels were high and the rate base was going up.  So it's really, you're taking, like, a three-year period in time, which you can't make that judgment.


MR. SMITH:  I just -- I hesitate to interrupt my friend, but there will be a finance panel that will deal specifically with how rate base is determined.  So if there is a line of questions about the specific component of rate base and how it's developed with depreciation and what --the various components, he will have the opportunity to ask that question.


MR. STEPHENSON:  I'm happy to do that, but let me ask two simple questions.  I know I'm not going to get you to agree with my general proposition but I think I can get you to agree with these next two propositions.  Number one, it's not a three-year snapshot, it's a five-year snapshot; correct?


MR. MAZZA:  It's a five-year snapshot, you're right.


MR. STEPHENSON:  Okay.  That's number 1.  Number 2, very simply, sir, this is telling us that over this five- year period of time your depreciation is faster than your capital additions; correct?


MR. MAZZA:  In general terms, that's correct, based on the calculations that are done by our rate base people.


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


MS. CHAPLIN:  Thank you, Mr. Stephenson.  Mr. Warren, I have you next.


MR. WARREN:  I believe Mr. DeRose is next.


MS. CHAPLIN:  Okay.  Mr. DeRose.

Cross-Examination by Mr. DeRose:


MR. DeROSE:  I'm happy to go ahead.  Good morning, panel.  My name is Vince DeRose.  I'm here on behalf of the Canadian Manufacturers & Exporters --


MS. CHAPLIN:  Sorry, just before you get into full flight, Mr. DeRose.  I'm just caution that the witnesses are going to be quite tempted to look at you, which is quite appropriate, but that will make it very hard for us to hear them and for the court reporter to see them.


MR. DeROSE:  I'm more than happy to move.


MS. CHAPLIN:  If you could move, if that's not too difficult, I think that would be helpful.


MR. DeROSE:  Is that better?


MS. CHAPLIN:  I think it will be.


MR. DeROSE:  Perfect.  Good morning, panel.  Panel, I  will be asking questions on two general topics this morning.  I have a couple of quick snappers at the end just to close off some other points, but they don't really count as general categories of cross-examination.


And the two areas are this.  First of all, your planning process.  And this is a topic that, really, I don't think it has been explored yet by the previous questioners.  And then the second is SBG, which has been canvassed quite extensively.  I have a few very specific issues with SBG, and I think that will be quicker than the planning process.


In terms of the planning process, I asked your counsel to ensure that you would have -- there was a motion record filed last week that has a number of the planning documents in it.  If you can -- thank you very much.


And I believe, Panel, that you've also been given a copy of that?


MS. CHAPLIN:  Yes, we have that.


MR. DeROSE:  Thank you.  And I won't be referring to all the documents, but it -- because they're already bound and tabbed and the majority of the documents I'll refer to are in there.  We thought it was a good aid to the examination.


Now, in terms of the planning process, first of all, just for the Board's benefit, I recognize that there is overlap with panel 9 on this issue.  Panel 9 is going to be the finance group which, as I understand it, actually drafted the planning instructions.  So my questions will be focussed on:  What were you doing when you received the planning instructions, and what's the process that you follow doing the planning at your level?


And the CME's focus in this line of questioning is really just to test the adequacy of OPG's response to the impacts facing electricity customers.  And so, put another way, what was the information that you considered in your planning process with respect to customer impacts?


So let me start by turning, if you turn to tab 3 of the document.  And at the back of tab 3, there is a copy of the 2010-2014 business planning instructions.


MR. SMITH:  Just to advise the panel and Mr. DeRose, we provided to the panel the electronic copy.  So it's not my motion record which I had separately tabbed, because it of course has my handwriting in it, so the witnesses might need a few minutes just to find tab 3.


MR. DeROSE:  Oh.  Okay.  I'm sorry.  If it's easier, I can also give the exhibit numbers.  Whatever the preference is of the panel.  The Exhibit is A2-2-1, attachment 1.  And the first page reads, "2010-2014 Business Planning Instructions."


MR. SHEA:  Okay.  We have those in front of us.


MR. DeROSE:  Okay, do we have that?


MR. MAZZA:  Yes, we do.


MR. DeROSE:  And first of all, this is issued by the corporate business and investment planning corporate finance group, you'll see, June 3rd, 2009.  I take it that you would have received this -- this document would have been received by your group?


MR. MAZZA:  Yes.  This document is received by our group.


MR. DeROSE:  And was it at any time updated?


MR. MAZZA:  I can't recall but this was the final document.


MR. DeROSE:  Okay.  And I take it that when you receive a document like this, you would review it and that your planning process would be governed by what is set out in that document?  Is that fair?


MR. MAZZA:  Yes, that is correct.


MR. DeROSE:  And just in terms of your relationship with the corporate business and investment planning corporate finance group, or I'll just refer to them as the finance group, is there a single point of contact in the finance group that is identified as the hydroelectric finance person that you would have your main contact with?


MR. MAZZA:  You're talking about in the corporate planning group?


MR. DeROSE:  Yes.


MR. MAZZA:  Yeah, in the corporate planning group there is -- there is one individual that runs the business planning process.  He does have people that work for him that might focus on the hydro file, or a series of people.


MR. DeROSE:  Okay, and who is that?


MR. MAZZA:  Who is heading the -- Dave Halpern.


MR. DeROSE:  Okay.  And when you say "corporate planning," that is the same as what is set out in this document, corporate business and investment planning, corporate finance?  That's the same group?


MR. MAZZA:  Yes, that is the same group.


MR. DeROSE:  Okay.  Now, can I take you to page 3 of that document.  And at the top it will have “1.0, Introduction."


MR. MAZZA:  Yes, I have that in front of me.


MR. DeROSE:  And the first sentence:

"This year's business planning process is occurring against a backdrop of unique financial circumstances."


What was your understanding when you read this of what the unique financial circumstances were?


MR. MAZZA:  Well, the way I interpret that is, there are some circumstances in the global economy and the Ontario economy and the Canadian economy where I guess, you know, different companies are reacting to as far as, you know, how they plan, possibly, or could react to that.


MR. DeROSE:  Okay.  So is it fair to say that you would have interpreted that as recognizing that we were in an economic recession?


MR. MAZZA:  Well, from -- I didn't really need this to tell me that.  I knew ... I knew already after the market meltdown of 2008, specifically in September, that there was an issue what the global economy.  So we were aware of that way before these business planning instructions were sent out.


MR. DeROSE:  Now, but the fact that that's recognized right in the first line of the business plan, did you interpret that to mean that you should take that into consideration in your business planning?


MR. MAZZA:  Yeah.  That -- we obviously will take that, would take that into consideration.


MR. DeROSE:  Okay.  And then, if any I can take you down, the second full paragraph, it's the paragraph right after the bullets that start "The challenges associated with planning."  And it's the last sentence that I'd like to ask you about.  It reads as follows:

"The fact that many Ontario businesses are fighting for survival and ratepayers are facing economic hardship means that we can expect unprecedented pressure to aggressively manage our costs while maintaining safe and prudent operations."


Now, when you read that, where did you expect the unprecedented pressure to come from?


MR. MAZZA:  Well, like, in reading this, I didn't only -- as the head of business planning for hydro, I didn't only read these documents.  We were in communication also with Dave Halpern, head of the instructions.  And really, I mean, overall, there were pressures -- there are pressures to manage our costs, but manage them prudently.  I mean, we always take financial pressures into account, even if there isn't a global economic recession.  We always look at prudently managing our costs, and where possible we do so.


MR. DeROSE:  Now, did you, either talking to Mr. Halpern or reading this paragraph, did you interpret it that because Ontario businesses were fighting for survival and ratepayers were facing economic hardship that you should aggressively manage your costs, more than normal?


MR. MAZZA:  I have to -- I consider that in our business planning process.  But I also have to consider the condition of the assets in our mandate.  So I reflect on both.


MR. DeROSE:  Okay.  But it's fair to say that it

was -- the focus on customers, you were being given instructions you should really focus on it this year because of the economic conditions, more than normal?


MR. MAZZA:  Focus, focus more than normal.  I agree with that.


MR. DeROSE:  Thank you very much.


Now, if I can take you to page 9 of that document.  And this is under Section 3.1, "information submissions".  If you see at the middle of the page, the sentence that starts:

"Similar to previous years, the business plan presentations should identify objectives, performance targets, resources, key initiatives, and risks and mitigation strategies."


Now, the term "mitigation strategies" in that context, what did you interpret "mitigation strategies" to mean?


MR. MAZZA:  Well, that refers to the risks that we identify as part of our business planning process and other processes that we have in the company.  We have a menu of risks for the business, and we manage -- we manage those through either mitigation strategies or enhancing the assets or whatever's required to do so.


MR. DeROSE:  So you did not interpret that to mean mitigation the way that that term has been used before this Board, in terms of mitigation measures that can be implemented to mitigate impact of electricity rate increases on customers?


MR. MAZZA:  I didn't -- I didn't interpret it as such, no.


MR. DeROSE:  Okay.  And were you ever asked to consider either the appropriateness of that type of mitigation strategy in the context of your business planning?


MR. MAZZA:  Well, we were -- we had meetings.  I mean, aside from these business-plan instructions, there are meetings that are held to discuss the whole business planning process each year and the issues facing the company.


MR. DeROSE:  And did you discuss whether measures should be implemented to mitigate the impact of the rate increases on electricity customers?


MR. MAZZA:  The discussions to try and reduce costs or reduce, especially discretionary expenditures, were ongoing before the process.  And we did reflect it in our plan.


MR. DeROSE:  And just so that we're on the same page, I am not talking about reductions in costs.


MR. MAZZA:  Yeah.


MR. DeROSE:  As -- are you aware that, for instance, in OPG's last case, that there was actually specific measures proposed to the Board that were referred to as "mitigation measures"?  So the sole purpose to try and deal with possible rate shock.


MR. MAZZA:  Mm-hm.


MR. DeROSE:  Were you ever asked to consider those type of measures?  So not specific reductions, but measures that you can take to try and avoid rate shock because of the increases?


MR. MAZZA:  I don't think I was specifically asked that, as I recall.


MR. DeROSE:  Okay.  Thank you.  So, now, if we move from June 3, 2009, when you get the planning instructions, you then prepared your business plan, which I understand was presented to the board of directors on November the 19th, 2009; is that correct?


MR. MAZZA:  Yes, it was.


MR. DeROSE:  Okay.  And that business plan that was presented is at Exhibit F1.  Now, this is not in my package, because it's a confidential document.  And so I'm going to refer to the document.  I don't believe we need to go in camera.  I'm not going to refer to any of the confidential information, just simply the existence of the document.  And I may ask you some generic questions about it, so you may want to turn it up.  It's Exhibit F1.1, attachment 1, but it would be in your confidential section.


MR. MAZZA:  Okay.  I have the document.


MR. SMITH:  There is a redacted version, so if my friend is not proposing to refer to materials that are unredacted, I don't see a problem in going to it.


MR. DeROSE:  I'm happy to go to the redacted version, unless the panel members answering the questions need to go to the confidential documents.  I'm just going to ask some generic questions about it.


MS. CHAPLIN:  So this is the hydro generation business plan?


MR. DeROSE:  Correct.


MS. CHAPLIN:  2010-2014?


MR. DeROSE:  Yes.  Presentation to OPG board of directors, November the 19th, 2009.


MS. CHAPLIN:  Thank you.


MR. DeROSE:  Now, first of all, panel, I take it that this business plan was approved; is that correct?


MR. MAZZA:  Yes, it was.


MR. DeROSE:  And can you tell us when it was approved?


MR. MAZZA:  Well, typically the business plans are approved by the board at the board meeting.


MR. DeROSE:  Okay.  And when we're talking about the board of directors, OPG is a wholly-owned government -- it's wholly owned by the government of Ontario, correct?


MR. MAZZA:  Yes, it is.


MR. DeROSE:  And so when you talk about the board of directors, you're meeting with representatives of the government of Ontario.


MR. MAZZA:  No, we're talking about the OPG board of directors.


MR. DeROSE:  Okay.  Are representatives from the government of Ontario on that board of directors?


MR. MAZZA:  To my knowledge, no.  None of them are.


MR. DeROSE:  Okay.  I'll deal with that with the finance panel.


Now, sir, do members of your group -- I take it you meet with Mr. Halpern and discuss your business planning with Mr. Halpern?  I think you've already said that.


MR. MAZZA:  Yes.


MR. DeROSE:  Would you have any meetings directly with the government of Ontario, with the ministry, on your business planning?  Your group directly?


MR. MAZZA:  No, my group does not have meetings on business planning with the government.


MR. DeROSE:  Okay.  What about other companies that are -- well, I was going to say affiliated, are also owned by the government of Ontario, so, for instance, the OPA, the IESO, Hydro One, do you have meetings with any of those companies to discuss your business planning?  Your group specifically meeting -- have meetings?


MR. MAZZA:  No, my group does not.


MR. DeROSE:  Okay.  Now, in terms of the business plan that was presented to the board of directors, does the business plan discuss customer impacts?


MR. MAZZA:  No, our business plan does not.


MR. DeROSE:  Okay.  And why not?


MR. MAZZA:  Basically, we feed into the corporate business planning process, and those types of issues are dealt at the corporate business planning level and that presentation that they do.


MR. DeROSE:  Okay.  Now, your business plan, when you got the business planning instructions -- we went through it at the beginning -- that you felt that you were being instructed, you needed to aggressively manage your costs because of challenges that customers are facing.  Did you not take from those instructions that your business plan somewhere should address impacts on customers?


MR. MAZZA:  Well, indirectly it could.  But directly, I mean, as I said, my mandate is to ensure that the assets that we have are maintained properly, and we make prudent investments and maintain them properly as well.  So that's my main mandate, as far as business planning.


MR. DeROSE:  Okay.  So your mandate's that, and your mandate does not include considering the impacts on customers that comes as a result of that main mandate.


MR. MAZZA:  I would say "no".


MR. DeROSE:  Okay.  Thank you.


Now, prior to the November 19th, 2009 meeting, where your business plan is presented to the board of directors, did you receive any questions from Mr. Halpern or anyone in his group on customer impacts of your proposed business plan?  So even if it wasn't included, did you get a phone call asking about it?


MR. MAZZA:  I can't recall phone calls.  I mean, we do discuss, you know, cost -- our costs in general, but I can't recall whether we had discussions on -- directly on customer impact.


MR. DeROSE:  Okay.  Now, outside of your business planning -- of your business plan itself, were you ever asked to conduct any type of customer impact analysis?


MR. MAZZA:  No, I wasn't.


MR. DeROSE:  Okay.  Now, I've asked you if you've met with government officials.  Do you meet with Board Staff during -- and discuss your business planning at all?


MR. MAZZA:  I don't specifically meet with Board Staff, the OPG Board Staff.


MR. DeROSE:  I'm sorry, when I say "Board Staff," I'm actually thinking Ontario Energy Board Board Staff.  Does anyone from your group have meetings with them?


MR. MAZZA:  No.  Not from my group.


MR. DeROSE:  Okay.  So now if I can -- you can put away the presentation to the OPG board of directors.  If I can just take you back to the record that your counsel provided you.


At tab 6, there is an OPG press release dated March 29, 2010.  Do you have that, panel?


MR. MAZZA:  Yes.  Yes, I do.


MR. DeROSE:  Now, first of all, just as a matter of practice, when OPG issues press releases, are those made available to you and your group?


MR. MAZZA:  It depends on the press release.


MR. DeROSE:  Okay.  Would a press release of this nature that talks about a rate application that you were part of, you would have been copied on this press release, would you not?


MR. MAZZA:  I don't recall whether I had -- I was -- I had a chance to look at this press release.  I'd have to look back.  But, as I say, there are the quarterly press releases on financial results that I am aware of.


MR. DeROSE:  Okay.  And in the third paragraph there's a quote from Mr. Tom Mitchell, and it says:

"We continued to look for internal savings on top of the 85 million we've saved to date."


First of all, the $85 million in savings, are you able to identify what portion of the $85 million is attributable to the hydroelectric regulated business?


MR. MAZZA:  Yes.  That was in our business plan document.  We were -- we did have a component of the 85.


MR. DeROSE:  And is that a confidential number?


MR. MAZZA:  I think -- it's actually -- I'm not sure if it's redacted in the business plan document but I'd have to look.


MR. DeROSE:  Perhaps, just to avoid having to go in camera and that we get off record, is that something that you could perhaps just provide an undertaking identifying what portion of the 85 million was attributable to the hydroelectric side.  If it's confidential, file it confidentially, if it's not confidential, file it publicly?


MR. SMITH:  That's fine, but if Mr. Mazza can find it in a minute or...


MR. DeROSE:  I'm happy to -- I'm in your hands.


MR. MAZZA:  Yes, I did find it.  It was one of the items presented to the Board called the corporate reduction challenge, and we had a $5 million corporate reduction challenge of the 85.


MR. DeROSE:  Okay.  So, of the 85, five is attributable to hydroelectric?


MR. MAZZA:  Correct.


MR. DeROSE:  And were you able to identify further internal savings in addition to that $5 million?


MR. MAZZA:  Well, we did a thorough review as part of our business planning process.  Wherever we could, we did try and identify savings.  But I mean, there were -- most of the low-hanging fruit was already identified.  So all we did was re-look at our plans and see if there were any savings there.


But there was nothing above and beyond that that was identified.


MR. DeROSE:  Okay.  Thank you.  Now I'm going to take you back to tab 2, so it's right near the beginning of the documents.  And this is -- I'm taking you to a letter dated May 5th.  It's attached to CCC interrogatory 1, which is Exhibit L, tab 4, schedule 1, and it's attachment 1.  It's a letter dated May 5th, 2010.  It's to Mr. Mitchell, your president and CEO, and it's from the Minister of Energy and Infrastructure.


MR. MAZZA:  Yes, we have that in front of us.


MR. DeROSE:  Okay.  First of all, were you given a copy of this letter at that time?


MR. MAZZA:  No, I don't recall receiving this letter.


MR. DeROSE:  Okay.  Were you told about the letter?


MR. MAZZA:  I don't recall being told about this specific letter.


MR. DeROSE:  Okay.  Now, the Minister in the third paragraph writes as follows:

"Bearing that in mind, I would request OPG carefully reassess the contents of its rate application prior to filing with the Ontario Energy Board."


Were you told to carefully reassess the contents of your business plan some time after May 5th?


MR. MAZZA:  Yeah, it's a May 5th letter.  We did not change our business plan.  It's the same business plan that you see cast so that --


MR. DeROSE:  I realize you didn't change it.  What I'm asking is, were you told to, quote, carefully reassess the contents of your business plan?


MR. MAZZA:  Well, we were, we were starting our next business planning cycle so we weren't specifically told to reassess it.


MR. DeROSE:  Okay.  Thank you.  And then, if you turn the page, you'll see that there is a letter -- this is now attachment 2 -- it's a letter dated June 24, 2010.  Do you have that?


MR. MAZZA:  Yes, I do.


MR. DeROSE:  And can I take it that if you didn't receive a copy of the May 5th letter from the Minister, did you receive a copy of this letter?


MR. MAZZA:  I don't recall this letter at all.


MR. DeROSE:  Okay.  And can I just take you to page 2.  Right at the bottom you'll see:

"As you may know, at its meeting of May 20, 2010, OPG's board of directors approved OPG's revised rate application, and on May 26, 2010, the application was filed with the OEB."


So stopping there, first of all, were you aware, during that time period, that there was a revised application that was going before the board of directors?


MR. MAZZA:  Well, I was aware that there was a revised application.


MR. DeROSE:  Okay.  And between May 5th and May 20th, though, I take it, your group didn't revise any elements of its business plan; is that right?


MR. MAZZA:  No, we did not.


MR. DeROSE:  Okay.  Now if I can take you to tab 7.  And this is an article dated May 6th, 2010, referring to Ontario utilities told not to bother with request for rate increases.


MR. MAZZA:  Okay.  We have that in front of us.


MR. DeROSE:  Okay.  And I just want to bring to your attention, if you turn to the second page, fourth-last sentence.  And it says:

"Second, OPG planned to file its application on April 15th, but that same day, Andrew Barrett, OPG's vice-president of regulatory affairs, sent an e-mail to large customers saying the date had been pushed back to late May."


And then there's a quote:

"During this time, OPG will review our application to identify ways to further lessen the impacts of our request on ratepayers."


I take it that your group was not specifically asked to identify ways to further lessen the impact of your hydroelectric business plan's costs on ratepayers; is that fair?


MR. MAZZA:  I think that's fair.


MR. DeROSE:  Okay.  Thank you.


Now, I'm going to turn to SBG.  Madam Chair, just, I guess just a point of procedure.  I am not sure whether this motion record was actually -- was it given an exhibit number last Thursday?


MS. CHAPLIN:  Mr. Millar?


MR. MILLAR:  It was.


MR. DeROSE:  Okay.  I'm told it was.  As long as it has an exhibit number, then I can refer to it.


MS. CHAPLIN:  Maybe we will just get it so we can have it on the transcript now.


MR. SMITH:  I think JM1.1.


MS. CHAPLIN:  Sorry, Mr. Smith, JM1.1?


MR. SMITH:  Sorry, KM1.1, I believe.


MS. CHAPLIN:  KM1.1.


MR. MILLAR:  That's right.


MR. DeROSE:  Thank you very much, Mr. Smith.


Now, turning to SBG --


MR. MILLAR:  I'm sorry to interrupt, Mr. DeRose.  I actually have KM1.1 as CCC's book of authorities.  And Ms. Binette and I are looking through the list of exhibits.  I don't actually see it marked.  So out of an abundance of caution, we may wish to --


MR. SMITH:  It would be appropriate to mark it as an exhibit, unless there's any objections.


MR. MILLAR:  So we'll mark that in this -- for today, K2.1.  And Mr. DeRose, this is the CME book of exhibits or materials?


MR. DeROSE:  Well, it's actually identified as the motion record of the Canadian Manufacturers & Exporters.  So since that's on the front page, we should --


MR. MILLAR:  Yes, I think the reason it wasn't marked is because it had been pre-filed in that sense, but there's no problem with marking it now.  So it will be K2.1.

EXHIBIT NO. K2.1:  MOTION RECORD OF THE CANADIAN MANUFACTURERS & EXPORTERS.


MR. DeROSE:  Thank you.


Now, turning to SBG, first of all, just to get a few figures on the record, first of all, SBG in 2008, I think it has been described previously as negligible.  Is that fair?


MR. PETERSON:  That's fair.


MR. DeROSE:  And then in 2009 it went up to .19 terawatts?


MR. PETERSON:  Correct.  At the regulated facilities.


MR. DeROSE:  Yes, I'm sorry, I'm only talking about the regulated facilities, so if I use figures that aren't just for the regulated, please correct me, but it's .19 just for the regulated facilities.


And as I understand your evidence, there's a few drivers that you've identified for that going up, one being the economic recession; is that right?  Economic conditions?


MR. PETERSON:  That's correct.


MR. DeROSE:  So that led to less demand from customers, correct?


MR. PETERSON:  Correct.


MR. DeROSE:  And you also had -- the hydrostatic conditions that year were -- there were moderate temperatures with high water levels, correct?


MR. PETERSON:  Yes, that's correct, with high in-flows.


MR. DeROSE:  And so would it be fair to describe it that the combination of an economic recession that led to lower demand from customers with the moderate temperatures and high water levels was sort of the equivalent of a perfect storm when it came to SBG in any given year?


MR. PETERSON:  I don't know that I'd call it a perfect storm.  It certainly was -- they were contributing factors to having SBG in that year.


MR. DeROSE:  Okay.  And prior to 2009, in your memory, are there any years as bad as 2009 when it comes to SBG in recent memory?


MR. PETERSON:  My memory goes back a long way, but I couldn't give you specific dates.  I know there were periods in history in the time that I've worked for Ontario Hydro and OPG where we've had significant SBG.


MR. DeROSE:  Okay.


MR. PETERSON:  The dates, I couldn't give you dates so far back.


MR. DeROSE:  How long have you -- how long have you worked for Hydro One or --


MR. PETERSON:  Since 1986.


MR. DeROSE:  Okay.  Now, in 2010 -- yesterday you gave a figure of 20.4 gigawatts year-to-date.  For those of us that have trouble translating gigawatts into terawatts, would you consider 20.4 gigawatts negligible?


MR. PETERSON:  I don't think I'd call it quite negligible, in terms of -- as we use that term in relation to 2008.


MR. DeROSE:  Okay.


MR. PETERSON:  It's fairly small.


MR. DeROSE:  Okay.


MR. PETERSON:  Keeping in mind that it is to date.


MR. DeROSE:  Okay.  And now what you're forecasting, as I understand it, is .2 terawatts in 2010, .5 terawatts in 2011, and .8 in 2012.  So by the time that we get to 2012, your 2009 .19 -- we'll round it up to .2 -- is about four times greater in your forecast for 2012.


What are the drivers for that?  Is it your forecast of economic conditions and environment, or are there new elements that you are including in there to drive that up?


MR. PETERSON:  There certainly are new elements.  If you just give me a moment, I think there are references to that in the interrogatories.  If you would just give me a moment to call them up.


MR. DeROSE:  Okay.


--- Pause in proceedings.


MR. DeROSE:  My friend Mr. Warren has just pointed out to me that it may be in CME Interrogatory No. 24.


MR. PETERSON:  Some of the elements are in CME 24.  I think there was some additional information provided during the technical conference.


MR. DeROSE:  Okay.  Well, perhaps we can -- can we perhaps just turn to CME Interrogatory No. 24 and we can move from there.  If you feel that you need to find additional evidence, we can do that afterwards?


MR. PETERSON:  That's under issue 5.1, Mr. DeRose?


MR. DeROSE:  Yes, it is, I'm sorry.


MR. MAZZA:  I have it here in front of me.


MR. DeROSE:  Okay.  And if you go to page 2 of 3.  And this is identifying SBG in 2009.  We've already talked about low demand because of the recession.  That's bullet number 1.  We've talked about hydroelectric generation.  That's bullet number 2.  Number 3:

"High combined cycle gas turbine generation running during off-peak periods exceeding forecast levels."


Can you explain why natural-gas generation would not be curtailed in situations like that, why it would be running in off-peak periods?


MR. PETERSON:  It depends on the -- normally, in our forecast, I should say that going forward we do not include a component of gas, combined cycle generation, in the forecast because, generally speaking, it wouldn't be economic for them to run during off-peak periods.


I think what we are reflecting here is that we did see during 2009 generation during the off-peak period from this type of generation, but it's not anticipated going forward, and our forecasts don't include any component of CCG operation.


MR. DeROSE:  Okay.  So the running of natural-gas generation during off-peak periods is not a driver to your increased forecast of SBG going forward into 2011 and 2012?


MR. PETERSON:  It is not.


MR. DeROSE:  Okay.  Well, then the fourth bullet, "high wind generation", first of all, is my understanding right that wind generation, there is no contractual right to curtail it?  Do you know if that's right or wrong?


MR. PETERSON:  On an economic basis; that's correct.


MR. DeROSE:  Sorry, what do you mean by "on an economic basis"?


MR. PETERSON:  There are contracts, the current -- there are two wind generations.  The current wind generation is generally under the RESOP program.  There is no obligation on their part to curtail their generation based on any economic driving factors.


MR. DeROSE:  Well, wouldn't it be a contractual right to curtail not an economic?


MR. PETERSON:  There is no contractual right, that I'm aware of, in publicly available documents.


MR. DeROSE:  Okay.  Because if we were dealing only with economic -- well, if we were dealing with the economic side, wouldn't you pick whichever form of electricity is cheaper and curtail the more intention expensive one.


MR. PETERSON:  In the case of wind generation, it's generally considered that they have no incremental running costs so their running costs or their incremental running costs are basically zero or less.  In terms of -- I want to draw a description why I call it economic curtailment is -- I want to draw a distinction between the fact that the IESO always reserves the right to curtail any generation for reliability impacts.  They do not, however, curtail generation.  It's based on an economic merit order of how generation is offered into the market.


MR. DeROSE:  Okay.  Now, wind generation, is that the driver that has led you to forecast SBG going from 0.19 in 2009 to 0.8 in 2012?  It's not just wind, is it?


MR. PETERSON:  No, it's not.  That's one of the contributing factors.  There's going to be an increased penetration of wind generation and other renewables.


MR. DeROSE:  Okay.  So is the increase, the quadrupling of your forecast SBG from actuals 2009 to 0.8 in 2012, is that primarily being driven because of your looking out and seeing the green initiatives, that feed-in tariff.


MR. PETERSON:  It's one of the contributing factors.


MR. DeROSE:  Okay.  What else would be the contributing factor?


MR. PETERSON:  Continued low demand.  We had unprecedented drops in demand based on the recession, and that demand has not returned.


MR. DeROSE:  Haven't you seen it come up in 2010?


MR. PETERSON:  Only very marginally.


MR. DeROSE:  Okay.  And so in your forecast, you're assuming that the recession will continue as it was in 2009, right through to 2012?


MR. PETERSON:  I don't think it's a case of the recession.  I think it's more a case of the demands will remain at low levels.


MR. DeROSE:  Okay.  And so that would explain a forecast of going up to about 0.2, which is 2009.  I guess what I'm struggling with is if nothing -- if the economy is not going to get worse than it was in 2009, which, let's just assume for the moment that we've hit rock bottom, we might not be getting better -- or I'll ask it.  Does your forecast assume that the recession is going to get worse over the next four years?


MR. PETERSON:  No, I don’t believe so.


MR. DeROSE:  Okay.


MR. PETERSON:  There are other contributing factors that I'd like to point out.


MR. DeROSE:  Sure.  And what I'm particularly interested in is factors that did not exist in 2009, which would explain why we're seeing the SBG increase.  Because to me, weather and the recession existed in 2009, and that gets us to the 0.2.  What I'm struggling with is the additional 0.6, something must be new in your forecast.


MR. PETERSON:  Certainly one of them, one of a very large difference between 2009 and a period of time going forward is that during 2009 we had a vacuum building outage which lessened the impact of SBG during 2009.


MR. DeROSE:  I'm sorry, you had a what?


MR. PETERSON:  Vacuum building outage at our nuclear station.


MR. DeROSE:  Okay.


MR. PETERSON:  For a period of month during a typically SBG season, as I would characterize it.  So there was a significant amount of base load generation not in service during what would normally be an SBG need 2009.  It was a significant contributing factor in mitigating SBG during 2009.


MR. DeROSE:  Okay.  And was that still out in 2010 when we were substantially down?


MR. PETERSON:  No, it was for a one-month period during 2009.  Approximately one month.


MR. DeROSE:  Okay.  Anything else?


MR. PETERSON:  There are other sources of base load generation that are coming to the market.


MR. DeROSE:  Such as?


MR. PETERSON:  Bruce Power refurb.


MR. DeROSE:  Okay.  Anything else?


MR. PETERSON:  I can't think of anything at the moment.


MR. DeROSE:  Okay.  Thank you.


Now, you've indicated, and I don't think you have to turn this up, but you've indicated previously in Board Staff IR No. 36 that the accountability for mitigating SBG rests with the IESO.  And you've also identified the fact than the IESO conducts its own SBG forecast.  Correct?


MR. PETERSON:  That’s correct.


MR. DeROSE:  Now, have you discussed your forecast that you filed in this case with the IESO?


MR. PETERSON:  I believe that we do discuss our SBG forecasts with the IESO.


MR. DeROSE:  Okay.  And did you get any type of analysis from them, whether they -- is it consistent with their forecasts?  Do they think you're high or low?  Did you get any feedback?


MR. PETERSON:  I'm not sure I could answer that question.


MR. DeROSE:  And do you say you can't answer it because you don't know whether you got feedback or...


MR. PETERSON:  I don't know.


MR. DeROSE:  Okay.  And if someone from your group got feedback, I take it you would know about it or not necessarily?


MR. PETERSON:  My group -- my group that I personally manage, is not involved in preparing an SBG forecast, so I wouldn't receive feedback.


MR. DeROSE:  Okay.


MR. PETERSON:  It's another group that's involved in that.


MR. DeROSE:  Okay.  And is the group that forecasts, I guess this is for Mr. Smith, is the group that prepares the SBG forecast, are there any -- they aren't included in any panels, are they?


MR. SMITH:  No, they're not.


MR. DeROSE:  Perhaps, I would just ask for an undertaking to describe whether there have been any communications between OPG and IESO on the OPG SBG forecast, and if so, to provide those written communications.


MR. SMITH:  That's fine.  We'll do that.


MR. MILLAR:  J2.2.

UNDERTAKING NO. J2.2:  to DESCRIBE WHETHER THERE HAVE BEEN ANY COMMUNICATIONS BETWEEN OPG AND IESO ON THE OPG SBG FORECAST, AND IF SO, TO PROVIDE THOSE WRITTEN COMMUNICATIONS


MR. DeROSE:  Madam Chair, I'm almost there.  If we can hold out until 11:00, I can then finish my cross.


MS. CHAPLIN:  That's fine, Mr. DeRose.


MR. DeROSE:  Can I take you, panel, to Exhibit E1, tab 1, schedule 2, table 1.  E1, tab 1, schedule 2, table 1.


This is the comparison of production forecasts for regulated hydroelectric.


This is the table that shows the forecast SBG adjustment.


MR. PETERSON:  Yes, I have it here.


MR. DeROSE:  I'm just going to wait for everybody.


MR. MILLAR:  I believe that document is also in the Staff booklet if anyone happens to still have it.


MR. DeROSE:  Now, just looking at this table, Mr. Millar has already taken you through that on line 21, right at the bottom, you identify your forecast SBG adjustment for 2010, 2011, 2012.  I have some questions about previous years.


First of all, did you include forecast SBG adjustments in the budgets for previous years?


MS. FRAIN:  No, we have not.


MR. DeROSE:  Okay.  Why not?


MS. FRAIN:  SBG had not been an issue through that period, and we were not forecasting it at that time.


MR. DeROSE:  Okay.  And during, I guess -- and during -- prior to 2008, were you tracking SBG on an annual basis so would you know what your actual SBG was?


MR. PETERSON:  I would say no.


MR. DeROSE:  Okay.  So is this something new since 2009?  Is 2009 the year that you thought you should include it in the forecast?


MS. FRAIN:  Yes.


MR. DeROSE:  Okay.  And in previous years, where it was not forecast into your forecast production, did you just internally manage it?  I mean, I guess what would you -- how would you manage your forecast if it wasn't included in it before?


MR. PETERSON:  I think it's fair to say there wasn't any SBG, or virtually nil.  So you couldn't include something that didn't exist.


MR. DeROSE:  Well, earlier when I asked if there was any time that you could remember that it was significant before 2009, your comment was you've been there since '86 and you can remember some pretty bad years.


MR. PETERSON:  That would be going back to the early '90s.


MR. DeROSE:  Okay.  So I'll lead with my chin on this one.  This appears to be a phenomena (sic) that was experienced in 2009 which is not being experienced in 2010 to a degree that it was in 2009, and you're proposing forecasting it to 2012 quadrupling.  I guess, can you provide an explanation to me why this is suddenly emerging as such a significant issue?


MR. PETERSON:  Well, we did forecast SBG for this period and for 2010.  We believe that our forecast is correct, that the increased penetration of base load generation in the Ontario market, combined with reduced demands in the Ontario market, are leading towards a situation where SBG will increase as the years go forward.


MR. DeROSE:  So do I take it that you still think you're going to hit .2 terawatts in 2010, given where you are as of today?  We're getting pretty close to the end of the year, and...


MR. PETERSON:  It will be more than -- I would fully expect that it will be more than the 20 gigawatts that has occurred to date.  Whether it will hit the .2 terawatts, perhaps not.  I would add that this year has had an unprecedented low hydroelectric flows, as compared to 2009, where it was at an unprecedented high.


MR. DeROSE:  Right.  And hydroelectric flows are difficult to predict; is that fair?


MR. PETERSON:  They can be.


MR. DeROSE:  Okay.  Final point on this issue is this.  You've identified that if you did not include any SBG this would reduce your revenue deficiency by 32.5 million.  Can you confirm that?  I can give you the IR number.  It's CME 24(c).


MR. PETERSON:  Yes, that's correct.


MR. DeROSE:  Okay.  So first of all, if I understand it right, up until this case, you've never included SBG forecast, correct?


MS. FRAIN:  That is correct.


MR. DeROSE:  And so if you had maintained your previous approach to SBG, then you would actually be showing a revenue sufficiency and not a revenue deficiency, correct?  A revenue sufficiency of 4.8 million.


MR. PETERSON:  Just to be sure that I understand, are you saying if we did not include SBG in our forecasts that would be the case?


MR. DeROSE:  Correct.


MR. PETERSON:  That's correct.


MR. DeROSE:  Okay.  And you did not include SBG forecasts in previous budgets or cases?


MR. PETERSON:  We did not include forecasts, because there was nothing to forecast.


MR. DeROSE:  Okay.  And if -- I just want to make sure I understand the 32.5 million.  That 32.5 million is associated with the forecast SBG for all the years.  So if I add up the .2 for 2010, the .5 for 2011, the .8 for 2012, it comes to 1.5 terawatts.  That 32.5 million, am I wrong on that?


MR. PETERSON:  No, I believe it's for the test period.  So it's for 2011 and 2012.  It does not include 2010.


MR. DeROSE:  Okay.  And so -- so that represents the 1.3 terawatts?


MR. PETERSON:  Correct.


MR. DeROSE:  And I asked that because -- well, let me ask it this way.  If the Board were to decide that you should have, let's say, for instance, .2 terawatts for each year instead of .5 and .8, we could just do the math, because we take the 1.3 terawatts, divide 32.5 of it.  That would give us -- and we could just do the math that way.  Is it an equal calculation?


MR. SMITH:  I'm just going to suggest that that question, because of the GRC impacts, which are somewhat complicated, be pushed off to the finance panel, and Mr. DeRose can ask that question if he wants the math for argument later.


MR. DeROSE:  I'm fine with that.  Really, what I'm concerned more is, is it just straight line, and if there's a reduction in the terawatts, how does the reduction happen?  I'm happy to ask that to, is that panel 9, or is that panel 10, Mr. Smith?


MR. SMITH:  9, I believe.


MR. DeROSE:  Okay.  Thank you.


And then this is my final quick snapper, and it's just following up on Mr. Millar, and then looks like I'm pretty close to eleven o'clock on the dot.


Mr. Millar asked you about a variance account with SBG, and the Panel Chair also asked you some questions about that.


Just to follow up on that, operationally, I take it, you can track SBG?


MR. PETERSON:  We currently have a method to estimate the amount of SBG.  There is no SBG meter per se.


MR. DeROSE:  Okay.  And in your tracking estimate, are you able to identify the causes?  So for instance, can you identify whether it's because of low demand or hydrostatic conditions?  And if it's because of low demand or higher production, are you able to track the different causes?


MR. PETERSON:  Just to be clear on a couple of points, I just want to make sure that we're talking about SBG spill, as opposed to other types of spill.


MR. DeROSE:  SBG spill only.


MR. PETERSON:  Okay.  SBG, by virtue of its definition, is excess-based generation.  So it's generation that is in excess of the current base load demand.  Are we able to track it exactly?  I would say "no".


MR. DeROSE:  So if you can't track it exactly -- no, that's fine.  I'll leave it there.


MR. PETERSON:  Let me -- I'm reflecting on that.  Sorry.  I think based on -- if you could look -- backcast and look at the available capacity in the market of base load type generation and the actual demand that occurred, you could infer that there was a quantity or portion that is SBG-related.  It is surplus-based generation.  You could do that from a -- from an after-the-fact point of view.


MR. DeROSE:  Is that -- I was going to let you off.  So have you used that, what you're now calling a backcast estimate, to come up with the .19 for 2009?  Does that mean you might not have actually had .19 of SBG in 2009, that you're just sort of --


MR. PETERSON:  When I talk about backcasting I'm talking about at a global level, the system as a whole and the quantities, you might infer how much SBG was in the system as a whole.


Trying to -- trying to estimate the actual SBG that occurs at the regulated facilities is a very difficult process.


MR. DeROSE:  And so that's the .19 in 2009?


MR. PETERSON:  That's .19.


MR. DeROSE:  Okay.  Thank you very much.  Those are all my questions.


MS. CHAPLIN:  Thank you, Mr. DeRose.


We'll take our morning break now and return in 20 minutes.


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


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


MS. CHAPLIN:  Please be seated.  Mr. Warren, are you next in order?


MR. WARREN:  My mic is not functioning.  Someone seems to have turned it off.  Ah.

Cross-Examination by Mr. Warren:


MR. WARREN:  Members of the Panel, my name is Robert Warren.  I'm counsel to the Consumers' Council of Canada.  You will be pleased to know that those who have preceded me drained whatever modest life there was out of my cross-examination, and I have only one small area to cover.  And it is just a follow-up to some questions that my friend Mr. DeRose put to you on the SBG issue.  And it would help in this context if you would turn up CME Interrogatory No. 24.


 For the record, it's Exhibit L, tab 5, schedule 24.  And for convenience purposes it was included in my friend Mr. Millar's package of materials that he distributed yesterday at pages 27 and 28.  That's Issue 5.1.


Panel, I want to start with this.  Am I right, at least at an intuitive level, that the least expensive form of generation, or least expensive form of electricity, is that generated by base load hydroelectric; is that fair?


As a general proposition, is that accurate?


MR. PETERSON:  You're talking about an all-in cost?


MR. WARREN:  Right.


MR. PETERSON:  I would say that's generally true.


MR. WARREN:  And can we agree again at a general level that wind generation, indeed any of the forms of renewable generation, particularly those subject to RESOP or FIT contracts, are more expensive than hydroelectric generation?  As a general proposition; is that correct?


MR. PETERSON:  Yes, I would agree with that.


MR. WARREN:  Now, as I read Exhibit L, tab 5, schedule 24 is that for some portion of the past, you had to curtail generation because of high wind generation, fair?  That's what it says in Exhibit L, tab 5, schedule 24, page 2, fourth bullet item.


MR. PETERSON:  High wind generation would have been a contributing factor in SBG.


MR. WARREN:  And I do I understand it correctly that, going forward in the forecast period, that renewables, including wind generation, are a factor which has led you to forecast the levels of SBG; is that correct?


MR. PETERSON:  That is correct.


MR. WARREN:  Okay.  At a – again, at a crude intuitive level, am I correct in concluding that the result of that is that consumers will be paying more for the wind generation than they would have been paying had they had access to that foregone SBG from hydroelectric; is that fair?


MR. PETERSON:  It depends on the view.  If --


MR. WARREN:  I'm only looking at it at the sequence of questions and answers that you gave.


One's cheaper than the other.  The more expensive one is going to displace the cheaper one.  Does it not follow that from a purely economic point of view, that we're going to be paying more for some of the electricity than we would have had to pay had we just had that hydroelectric generation; is that not fair?


MR. PETERSON:  Generally speaking, it's my understanding, however, under the terms of the FIT contract for wind generation, that they get paid whether they generate or not.


MR. WARREN:  So I take it you agree with me, again, at a high level of generality.


MR. PETERSON:  Generally.


MR. WARREN:  Okay.  Does it not follow, then, that somebody, and in this case your shareholder, has made the choice to prefer more expensive generation than less expensive generation in this narrow context of SBG, does that not it will follow?


MR. PETERSON: I don't think that I could comment on what the shareholder may or may not have done.


MR. WARREN:  My final question, sir, is of the component of the forecast SBG, can you provide any estimate -- I don't know that this question has been asked, and I apologize if it has -- what component of your forecast is attributable to the impact of renewables?


MR. PETERSON:  I don't believe we've broken that out in the evidence.


MR. WARREN:  Can it be broken out, sir?


MR. PETERSON:  I'm not sure.


MR. WARREN:  Can I get an undertaking to use best efforts to see if you can do it and to provide me with an answer?


MR. SMITH:  Yes, we'll do that.


MR. MILLAR:  J2.3.


MR. WARREN:  Those are my questions.  Thank you very much, panel.

UNDERTAKING NO. J2.3: to ADVISE WHAT COMPONENT OF OPG’S FORECAST IS ATTRIBUTABLE TO THE IMPACT OF RENEWABLES


MS. CHAPLIN:  Thank you, Mr. Warren.  Mr. Shepherd.


MR. SHEPHERD:  Thank you, Madam Chair.


MR. WARREN:  Might I be excused?  I have no questions for panel 2, and I'm just wasting oxygen otherwise, wasting your oxygen.


MS. CHAPLIN:  Certainly.  Thank you.


MR. WARREN:  Thank you.


MR. SHEPHERD:  Thank you, Madam Chair.  Sorry?  It's on, I think.  Hello?


MS. CHAPLIN:  It's on.

Cross-Examination by Mr. Shepherd:


MR. SHEPHERD:  Witnesses, my name is Jay Shepherd.  I'm counsel for the School Energy Coalition.  I want to ask you questions mainly about two areas:  Niagara tunnel project, and your other revenues, but I want to deal with a couple of preliminary areas first.


I have provided you with a book of materials entitled "School Energy Coalition cross-examination materials, panel 1."  And I wonder if we could give that an exhibit number, Madam Chair.


MR. MILLAR:  K2.2.

EXHIBIT NO. K2.2: SCHOOL ENERGY COALITION CROSS-EXAMINATION MATERIALS, PANEL 1


MR. SHEPHERD:  And these were provided to you yesterday, I believe, by e-mail.  And I want to start with – actually, I want to start with something that was not in this book because we just added it a few minutes ago, and that is SEC Interrogatory No. 5.  Can you pull that up?  This is under Exhibit -- sorry, Issue 4.2.


MS. SPOEL:  Could you repeat that, please.


MR. SHEPHERD:  Under Issue 4.2, you have SEC interrogatory 45, L12-45.


MR. MAZZA:  That's not in the booklet.


MR. SHEPHERD:  It is not, no, sorry.  We just added that at the last minute.  To my surprise as everybody else's.  Do you have at that?


MR. MAZZA:  Okay.  I have the interrogatory in front of me.


MR. SHEPHERD:  Thank you.  This discusses the DeCew -- it's pronounced DeCew; right?


MR. MAZZA:  Yes, it is.


MR. SHEPHERD:  The DeCew station.  And one of the things you do when you have an old asset -- this is an old asset, right, and it needs a lot of work?


MR. MAZZA:  Yes, it's our oldest asset in the fleet.


MR. SHEPHERD:  And it needs a lot of work.


MR. MAZZA:  Some components do need work, yes.


MR. SHEPHERD:  Okay.  And so normally when you have an old asset - correct me if I am wrong - you consider a number of options; you consider shutdown, you consider refurbishment, rebuilding on the same side or even just selling it outright.  Isn't that normally what you would do if you have an asset that is old and needs a lot of work?


MR. MAZZA:  Yes, that's stated in the business case for the project.  If you want to flip to that, that's what we, in fact, did.


MR. SHEPHERD:  Well, okay, so what we asked in the interrogatory is you didn't consider sale as one of the options; right?


MR. MAZZA:  No, we did not.


MR. SHEPHERD:  And you've explained that, as I understand what you're saying, you're not allowed to, you're not allowed to sell your assets, your generating assets; is that right?


MR. MAZZA:  Well, the shareholder mandate doesn't specify us to sell assets; that's correct.


MR. SHEPHERD:  Okay.  Would that be an option that you would normally want to consider if you weren't prohibited from doing so?


MR. MAZZA:  I wouldn't be able to speak to that.  It's not my decision on the sale of assets.


MR. SHEPHERD:  Okay.  Well, let me put it to you a different way.  When you have an old asset that needs a lot of work, is one of the options that it's normally good business practice to consider selling the asset to somebody else?


MR. MAZZA:  Not -- not in the present mandate that I have.


MR. SHEPHERD:  Okay.  All right.  So now I am turning to the materials that I provided you.  And I wonder if you could turn to SEC No. 46, which you'll find at tab 2 of our materials.  And do you have that?


MR. SHEA:  Yes, we do.


MR. SHEPHERD:  You're doing a protection and controls project at Saunders, and you're -- to meet reliability standards and to improve security?


MR. SHEA:  Yes, we are.


MR. SHEPHERD:  And it's about $21 million or something like that.  I don't remember the number, but...


MR. SHEA:  Yes, subject to check, but, yes, that's correct.


MR. SHEPHERD:  And we asked you whether the -- you're -- on the other side of the river, the other station is doing a similar project.  And you indicated that you didn't know.  I was a little surprised.  Normally, generating companies that are using the same watershed are talking all the time, right?


MR. SHEA:  We're not privy to their exact capital program and their exact investment plan.


MR. SHEPHERD:  No, but isn't this sort of reliability and security thing one of the things that you would talk about, normally?


MR. SHEA:  Not necessarily, not in that context, no.


MR. SHEPHERD:  Why not?


MR. SHEA:  Well, the condition of their specific equipment and their plant, it doesn't really impact on the shared facilities that we share as part of that facility.


MR. SHEPHERD:  All right.  Then I want to turn to the Niagara tunnel project.  And maybe you could first start by turning up SEC IR number 44, which is at tab 1 of our materials.  This is Exhibit L, tab 12, schedule 44.  Do you have that?


MR. MAZZA:  Yes, I do.


MR. SHEPHERD:  And that -- now, you discussed that project with others yesterday, so I'm not going to go over the same ground.  But it's true that you had a dispute with your main contractor because there were problems with the projects, right?  Or with the project?


MR. MAZZA:  There were problems with the -- yeah, there was actually a dispute that the contractor initiated through our Dispute Review Board.


MR. SHEPHERD:  Okay.  And you had built into the project plan this Dispute Review Board so that if you did come into a problem like this, rather than having to sue each other, you would have a system for dealing with it, right?


MR. MAZZA:  That was the system that was deemed to be appropriate at the time.


MR. SHEPHERD:  And the dispute Review Board, in their decision, in the recommendations, determined that both the contractor and OPG had to share the blame for the problems that had arisen; is that fair?


MR. MAZZA:  I'm not privy to the exact -- exact review board detailed recommendations, so I can't really say that there's a sharing of blame.  There are elements of sharing in the -- in the Dispute Review Board ruling.


MR. SHEPHERD:  Okay.


MR. MAZZA:  But when it comes to, I think, the bedrock conditions, that might have been -- compared to the baseline condition.  The Dispute Review Board made some specifics around that issue.


MR. SHEPHERD:  Okay.  And did the Dispute Review Board comment on whether you -- whether you, OPG, acted prudently in handling the front end of the contract?  I'm not asking what their opinion was.  I'm just asking whether they expressed --


MR. MAZZA:  I don't know that.


MR. SHEPHERD:  Okay.  Now, we asked you to provide a copy of the recommendations, and you refused, right?


MR. MAZZA:  Yes, we did.


MR. SHEPHERD:  Okay.  And then, if you look at number (d), in 2008 you signed principles of agreement with Strabag, the contractor?


MR. MAZZA:  Correct.


MR. SHEPHERD:  And in 2009 a non-binding term sheet with them; is that right?


MR. MAZZA:  I have to verify when the non-binding term sheet was cast.  I don't have that in front of me, but I will --


MR. SHEPHERD:  Now, you've refused to provide those two documents as well.  Can you just describe briefly what's in those documents?


MR. SMITH:  I'm fine with it at a high level of generality, Mr. Shepherd, if that's satisfactory.


MR. MAZZA:  Well, at a general level I can't describe what's in those two documents, because I'm not privy to the information at that level.  And my position, I don't see the -- I didn't see the three documents.  They are confidential documents.


MR. SHEPHERD:  So nobody on this panel has seen those documents?


MR. MAZZA:  No.


MR. SHEPHERD:  Okay.  I wonder if we could go to number (f).  You -- correct me if I am wrong.  There is a formal agreement with Strabag; that is, an amending agreement to your contracting agreement.  Right?


MR. MAZZA:  Yes, there is.


MR. SHEPHERD:  And there's also a project execution plan, which basically sets out what you're going to do going forward, right?


MR. MAZZA:  Correct.


MR. SHEPHERD:  And you talked about that a little bit yesterday.


Now, you've described that in your business case, right, the project execution plan?


MR. MAZZA:  Basically, the elements of the go-forward plan for the tunnel are described in the business case.


MR. SHEPHERD:  Okay.  And so can you tell us, is it fair to say that all of the material components of the project execution plan are described in that evidence already?


MR. MAZZA:  I would say at a very high level they are.  That project execution plan has significant detail in it.  There are details on individual work-scope items that may not be specifically covered in the business case, the business case of the higher-level document.


MR. SHEPHERD:  What I'm driving at here is, I want to make sure that we won't find in the next -- in the next payment proceeding, presumably you'll be asking for approvals for this, right?  That's 2014 in-service.


MR. MAZZA:  In the next rate period, if the tunnel comes into service by the end of 2013 as planned.


MR. SHEPHERD:  Okay.  And so what I'm trying to avoid is that we -- when we finally see the documents when you ask for approval, that there aren't any material things in it that we say, 'Whoops, that's a surprise.  Why didn't we know that earlier?'  Is there are anything like that in the project execution plan that a normal person would react that way?


MR. MAZZA:  I can't comment on the details of the project execution plan.  Based on my knowledge of the project, I don't see any surprises.  The only element which there is some risk element is always the geotechnical conditions that we encounter.  That is the main risk element.  There shouldn't be any other surprises as far as work scope.  Those are well-delineated, as far as the go-forward plan, based on what we know, what we knew at the time and what we know now.


MR. SHEPHERD:  You have seen the project execution plan, right?


MR. MAZZA:  No, I have not.


MR. SHEPHERD:  Ah.  Okay.  So I'm going to ask that you provide that, that you undertake to file that document.


MR. SMITH:  Well, I must say I'm, even with Mr. Shepherd's explanation, at a loss as to understand how this is necessary to provide a status update of the status of the tunnel project now.  It seems to me that this information is not being sought for that purpose, but for the very reasons that were articulated by my friend at the time he sought a prudence review as part of the issues for this proceeding, and which the Board determined it would not include as part of the Issues List.


So certainly OPG's position not to produce the document was based upon the Board's decision that what we would be interested in this proceeding is a status update.  We're certainly prepared to provide a status update on the tunnel and how the project is progressing.  And I don't see that the document is necessary for that purpose.


MR. SHEPHERD:  Madam Chair, I would have thought that the plan for what they're going to do going forward is the very best contemporary document to explain to the Board what the current status of the project is.  It will have to, because of the nature of the beast, it will have to identify what problems they've run into and how they're going to fix them.  And I don't know how you could describe status update more clearly than that.  That's exactly what we're looking for.


This is why I haven't pursued the agreements and all those other things that were refused.  But that one document is clearly -- what it is is a status update.  So I think it is exactly what you need.


MS. CHAPLIN:  Is it -- but as I understand the evidence, the material is contained in the business case?  At least a summary of it?  So you're looking for the detail.


MR. SHEPHERD:  That's right.  The normal practice of the Board, of course, is that -- is that the applicant will describe what they think the facts are, and then we can ask for the contemporaneous documents that underlie those descriptions to see whether that's accurate.


MS. CHAPLIN:  No, I'm just trying to understand, as the panel will have to make a decision, obviously.


MR. SHEPHERD:  Yes.


MS. CHAPLIN:  So I'm trying to understand the nature of this document as it compares to the documents that are already on the record.


MR. SHEPHERD:  I think it's more detail, and it's independent evidence rather than evidence prepared for a rate case.


MR. SMITH:  No, no.  The business case -- perhaps there's a misunderstanding; but the business case summary is not -- it's a business case summary specific to the Niagara tunnel, it's not a business case summary specific to the rate case.


So, Mr. Shepherd, it would be my submission that the relevant situation is set out in the business case summary.  It is not an example, in my submission, of a line item or a line in prefiled evidence which has no documentary support.  There is documentary support in the form of the business case summary.


MR. SHEPHERD:  The business case is an internal document, true, prepared knowing that it would be filed in this rate case.  The project execution plan is a negotiated document between the company and the contractor, in which they, regardless of what -- of whether this Board sees it or not, have to determine what the best way is to resolve the problems.  It's much better evidence.


MR. CHAPLIN:  Can you help me, Mr. Shepherd, explain how we would use that in our decision-making since we will not be making any findings regarding this project?


MR. SHEPHERD:  Well, I mean, I --


MS. CHAPLIN:  I guess what I'm asking, let's say in a hypothetical that there were some aspects of the project execution plan which, in your view, or in others' view, was not completely reflected in the business case summary.


What would you have us do with that?


MR. SHEPHERD:  Well, I -- I guess, if the Board had set in the issues list decision, we're not going to talk about this at all, then I would understand and I would agree with you that this sort of evidence is not relevant.


But once the Board said that it wanted a status update, it should get the best status update that it can.  And the best status update is this document.


MS. CHAPLIN:  Do you have any final submissions?


MR. SMITH:  Only that I believe your question reflects the very reason why I don't think the document is necessary, because it can only be used for a collateral purpose.


MS. CHAPLIN:  One moment, please.


[Board Panel confer]


MS. CHAPLIN:  All right.  We will take ten minutes and we'll be back.


--- Recess taken at 11:47 a.m.


--- On resuming at 11:51 a.m.


MS. CHAPLIN:  Please be seated.


Thank you.  The Board has considered the request by Schools Energy Coalition for the production of the project execution plan, and the Board has determined that it will require the production of that business execution plan.  It's our conclusion that that will provide a thorough status update and will be suitable for those purposes.


Mr. Smith, perhaps I'm anticipating, but would you be seeking to file that in confidence?


MR. SMITH:  That would be easier than going to the trouble of trying to redact it on a selective basis, which might take a bit of time.  It would be easier to file it in its entirety in confidence.  We could do it much quicker, that's for sure.


MS. CHAPLIN:  All right.  So we'll proceed on that basis.  It will be filed in its entirety on a confidential basis.  We still will expect OPG to prepare a redacted version for the public record.


So we'll give that an Undertaking number?


MR. MILLAR:  Yes, Madam Chair.  I propose to mark that as JX, for confidential, 2.4.


MS. CHAPLIN:  Thank you.

UNDERTAKING NO. JX2.4:  TO PRODUCE THE BUSINESS EXECUTION PLAN.


MS. CHAPLIN:  Mr. Shepherd?


MR. SHEPHERD:  Thank you, Madam Chair.


Now, I wonder, there's one other thing that you did in this calculation, in this plan for the Niagara tunnel, and that is that you did a calculation of a contingency, a time contingency, right?


MR. MAZZA:  What document are you referring to?


MR. SHEPHERD:  Well, you'll see it's referred to in number (i) in the interrogatory that we were looking at.  But it actually comes from page 12 of your business case.  So if you want to look at that, feel free, but...


MR. MAZZA:  Well, if you could refer to the specific area of the business case that you're referring to.


MR. SHEPHERD:  Page 12.


MR. MAZZA:  Page 12?


MR. SHEPHERD:  I didn't think you needed to turn it up, but...


MR. MAZZA:  Okay.


MR. SHEPHERD:  You calculated a contingency, right?


MR. MAZZA:  Yes, there was a contingency calculated.


MR. SHEPHERD:  And that isn't just a number pulled out of the air.  That's an actual calculation in which you worked through what the reasonable contingency was for a project of this size and complexity?


MR. MAZZA:  Yes.  There was a calculation done, based on the various parts of the project and the different levels of risk with each -- with each component of the project.


MR. SHEPHERD:  Exactly.  And there's a range of -- a certainty band, if you like, for that contingency?  Or is there just a number?


MR. MAZZA:  There is a certainty band, and we've indicated there the -- that, you know, we've assumed the 90 percent confidence level.


MR. SHEPHERD:  Okay.


MR. MAZZA:  As stated in the bullet, third bullet from the bottom of the business case.


MR. SHEPHERD:  Now I'd like you to turn to -- and you haven't described how you got to that calculation except just this -- you looked at the individual components.  You haven't described them anywhere in the evidence, have you?  You just describe the result in the certainty band.


MR. MAZZA:  We have supplied through, I believe, the technical conference, a graph.


MR. SHEPHERD:  Ah.  I missed it.


MR. MAZZA:  A graph of that.


MR. SHEPHERD:  Okay.  That's all right.  I'll find it.  I missed it.


MR. MAZZA:  Yeah, there is a graph which shows -- shows the contingency.


MR. SHEPHERD:  Wonderful.  Thank you.


Now, I want to -- just one last thing on this, and that is this present value calculation.  You see the attachment 2 to this interrogatory response is a spreadsheet?


MR. MAZZA:  Yes.


MR. SHEPHERD:  You see that?  And this calculates the present value, the LUAC and the PPA, for this project, right?


MR. MAZZA:  It calculates the LUAC and the PPA amount, yes.


MR. SHEPHERD:  Okay.  So the LUAC you've estimated -- LUAC is the -- is basically the total of all of the -- the price that, if you escalate it by inflation, will cover all of the project's costs, capital, operating, return, taxes, everything over the project's life, right?


MR. MAZZA:  Yes.


MR. SHEPHERD:  Okay.  I thought you would say that, and I -- so I had a little question about that, because you said in your answer to the interrogatory response, in number (j), you said:

"If you increase your return on equity, you don't change your LUAC."


So if your costs change, why doesn't your LUAC change?


MR. MAZZA:  The costs -- the costs in the model that are captured here are capital, operating, GRC cost and the like.  The discount rate is where your ROE is reflected in, and --


MR. SHEPHERD:  So -- so when we asked you to re-run the model based on a return of equity of 9.85 percent, you made no changes to the model, right?


MR. MAZZA:  There was -- no, there were changes to the model.  The discount rate that was used in the initial calculations is 7 percent, based on a certain set of assumptions on -- that we've supplied through the technical conference.  The set of assumptions was a capital cost of $1.6 billion, a tax rate of 27 percent, and we had a debt rate of, I believe, 6 percent.


When you run those numbers, you'll -- there is a number that's generated for the discount rate, which is in the order of about 6.5 percent, and that is rounded up to 7 when we're doing discount -- discount rate calculations, because it is more conservative.


So when we change the ROE to 9.85, when you do the calculation, it comes out very -- much closer to 7 percent.  So there was no need to change the LUAC or the PPA price.  That's what we're saying in that bullet.


MR. SHEPHERD:  So my point is, you reached the same result, even though your return on equity changed?


MR. MAZZA:  In this particular case, because of the rounding of the discount rate, that was assumed in the initial calculations.


MR. SHEPHERD:  So is it fair to conclude that -- the way you do LUAC anyway -- that it doesn't actually reflect the costs that the ratepayers are expected to pay for this project over time?


MR. MAZZA:  No, it does reflect the costs.


MR. SHEPHERD:  But you just said if you changed the ROE it doesn't change the number.  How could that be?  It's because of rounding, right?


MR. MAZZA:  Well, in this case it was a rounding of the discount rate, and it is the discount rate we use for our regulated assets to do financial evaluations.


MR. SHEPHERD:  Okay.  Now, the LUAC in this -- I'm looking at page 1 of the spreadsheet.  And you see the LUAC is 6.8 cents?  See that?


MR. MAZZA:  Correct.


MR. SHEPHERD:  But that's actually 2009, right?  LUAC?


MR. MAZZA:  That is the LUAC as of 2009, when the business case was cast.


MR. SHEPHERD:  Sure, but the actual in-service rate that you're anticipating in this calculation is actually 7.5 cents, right?


MR. MAZZA:  That's what it shows in the table, correct.


MR. SHEPHERD:  Okay.  And that figure then escalates every year with inflation for 90 years, right?


MR. MAZZA:  It would -- as you see presented in the spreadsheet, that's -- that's the -- how it escalates.


MR. SHEPHERD:  And it goes 90 years, right?


MR. MAZZA:  Yes.


MR. SHEPHERD:  From in-service date it goes 90 years; is that correct?


MR. MAZZA:  Yeah.


MR. SHEPHERD:  Okay.  And so, for example, at the end of those 90 years you're actually expecting that you're going to be paid 43.8 cents per kilowatt-hour, right?


MR. MAZZA:  Yes, but LUAC is really a measure that's used by the OPA ourselves to determine and compare various projects at a specific time.  So you would only compare the 2009 figure.  All the projects would experience the same escalation over time.


So it's really more of a comparison technique which gives you what the cost is in levellized terms as of that time.  So it's basically a levellized unit energy cost of your costs divided by the energy, so...


MR. SHEPHERD:  I understand.  Okay.


Now, the other measure you've got here is the PPA.  That's the power purchase agreement number?


MR. MAZZA:  Correct.


MR. SHEPHERD:  And correct me if I am wrong.  This basically is the equivalent power purchase rate that you would have to be paid by the OPA, for example, if you had a long-term contract for this power, right?


MR. MAZZA:  Correct.


MR. SHEPHERD:  Okay.  And so, like the other OPA contracts, it's fixed, it has a fixed component, and it has a variable component.  The fixed component is 80 percent?


MR. MAZZA:  The difference -- are you asking what the difference is between the LUAC and the PPA?


MR. SHEPHERD:  No, I'm asking what -- I'm asking you to confirm what the PPA is.  So the PPA has a fixed component of 80 percent, right?


MR. MAZZA:  Well, this is with regard to the revenue rate.  There's an assumption that the revenue rate under the PPA clause escalates at 20 percent, instead of the total CPI.  Is that -- that's the assumption that's different than the LUAC, where the LUAC escalates at the CPI index.


MR. SHEPHERD:  And the PPA, only 20 percent of it escalates at CPI.


MR. MAZZA:  Yes.


MR. SHEPHERD:  Okay.  And so in fact, on the in-service date, you're saying that the equivalent value, the equivalent price, to a power purchase contract is 9.6 cents a kilowatt-hour, right, for the Niagara tunnel?


MR. MAZZA:  Yes.


MR. SHEPHERD:  But on the other hand it doesn't go up as much, and 90 years later it's still only 18 point something; right?


MR. MAZZA:  Yeah, as calculated, that's the information that's presented.


MR. SHEPHERD:  Okay.  I just heard you say to Mr. Warren a little while ago that -- I don't know, somebody said -- that wind is so much more expensive than hydroelectric, but actually, at 9.6 cents, there's not that much difference, is there?


MR. MAZZA:  I think you have to run the calculations for wind on the same basis, and you can make a definitive comparison.


MR. SHEPHERD:  Okay.  But this is, in fact the incremental costs; right?


MR. MAZZA:  The PPAs would be compared on the same relative basis on the year -- on the year in question that they go into service.


MR. SHEPHERD:  Okay.


MR. MAZZA:  So when you compare it on that common basis, wind is more expensive.


MR. SHEPHERD:  Well, of course, this is a project that only adds to existing generation; right?  You already have a lot of the infrastructure already there; right?


MR. MAZZA:  The generating infrastructure's there.


MR. SHEPHERD:  So, it's actually not the full cost of the project, is it?  It's the incremental cost of adding generation to an existing project?


MR. MAZZA:  It's the incremental cost of adding a fuel line, basically.


MR. SHEPHERD:  Let me just ask you one more question about this -- no, two more questions about this.


I'm just trying to understand whether this, whether -- I'm just trying to understand.


You have in 2017 -- do you see 2017 there, the column?


MR. MAZZA:  Yes.


MR. SHEPHERD:  So for every other year your assumption of energy production is 1.6 terawatt-hours, and then in 2017 it's 2.7 terawatt-hours.  Can you help me understand that?  I looked around for an explanation and I couldn't find it.


MR. MAZZA:  That is an assumption on when the canal, we have a conveyance canal that's at the Beck complex that we are expecting to rehabilitate.  We will have to take that canal out.  When that canal comes out, there will be an additional component that the tunnel will be able to convey to the complex that would otherwise not have been conveyed.


So there was an addition done for that particular project.


MR. SHEPHERD:  Just for one year.


MR. MAZZA:  Just for the one year.  It's a one-year -- it actually planned at the moment to occur over an eight-month period from the present plan.


MR. SHEPHERD:  So you'll have additional generation for just that one year and then it will go away?


MR. MAZZA:  No, you won't have additional generation.  The tunnel will pick up some of the generation that is lost by the canal.  That's the way it works.


MR. SHEPHERD:  Ah.  Ah.  So this is like --


MR. MAZZA:  Generation attributed to the canal.


MR. SHEPHERD:  So it's generation that would normally go through the canal.  And -- but because you're going to take the canal out of service, you're going to be able to use the tunnel to capture that generation.


MR. MAZZA:  Well, if the tunnel wasn't there, you wouldn't have been able to capture that, so it is a proper assessment.


MR. SHEPHERD:  All right.  I understand.  And then my last question about this is that you have -- oh, by the way, you didn't build into this the tax shelter effect of the CCA?  That's not part of these calculations?


MR. MAZZA:  I can't speak to the detail, as it's not my model, but I believe we did, but I can't really, I guess, definitively say what's been built in, as far as tax shelters.


MR. SHEPHERD:  Okay.


MR. MAZZA:  Our assumptions, by the way, are all listed there on what's been built in.


MR. SHEPHERD:  I see.  That's why I asked the question, I didn't see that.


But the last question I have about that is, you have an NPV for each of these models.  And it's just over a billion dollars.  You see that?


MR. MAZZA:  That's the NPV of costs.  Is that what you're --


MR. SHEPHERD:  I understand.  And so, basically, if I understand how this works, the LUAC is the result, the NPV is your starting point, that is, to get that NPV, what LUAC do you need; right?  That's how it's --


MR. MAZZA:  It's the present value of the costs.  That's your starting point.  Your present value, all the costs that the tunnel will incur over the 90-year life.


MR. SHEPHERD:  Well, actually in this model is the present value of the LUAC, isn't it?


MR. MAZZA:  It depends how you calculate it.  There's different models.  In this case, it is a present value of LUAC, but it is a present value of costs.  These are -- these numbers that you see at the top of the spreadsheet are basically all the costs associated with the tunnel, present-valued.


MR. SHEPHERD:  So you take that present value and you say, to tell me if I'm right, that you want to end up with that particular number, right, in both of these calculations?  Because that's what you think it's going to cost?


MR. MAZZA:  It's got -- yeah.  The present value of the cost doesn't change, whether it's a PPA structure or a LUAC structure.


MR. SHEPHERD:  And so what I'm saying is that the PPA or the LUAC comes out of that present value assumption; right?  If that present value assumption changes then you have to have a different LUAC or a different PPA as the case may be; right?


MR. MAZZA:  If the costs change and any of the contributing factors that you see there change, the present value will change.  All the different factors that affect the calculation are all stated there.


MR. SHEPHERD:  And your present value is a 2005 present value?  Help me understand that.  In-service is 2014; right?


MR. MAZZA:  Yes.  Yes.


MR. SHEPHERD:  Why are you using 2005 as the present value?


MR. MAZZA:  The reason for using 2005 is so that it can be compared on a common basis with the original business case.  The original business case was based on a 2005 starting point, so all the numbers were present-valued to then, to that point.


MR. SHEPHERD:  Okay.  So let me turn, then, to the other main area of my cross-examination, and that is your other revenues.


And let's start with tab 4 of our materials, if you don't mind.  Do you have that?


MR. PETERSON:  I do.


MR. SHEPHERD:  Ah.  Your turn.  And so your other revenues are ancillary service, segregated mode of operations, and water transactions, right?


MR. PETERSON:  Yes.


MR. SHEPHERD:  And it used to include congestion management settlement credits, but in the last payments decision, the Board determined that those credits are not incremental revenue to the utility so you've excluded them; right?


MR. PETERSON:  That's correct.


MR. SHEPHERD:  Okay.  So the ancillary services that you provide, you have three of them that are under contract to IESO; correct?


MR. PETERSON:  That is correct.


MR. SHEPHERD:  And so you have black start capability, that's the ability to produce power without an external power source, which hydroelectric can do and other technologies sometimes cannot?


MR. PETERSON:  It's not exclusive to hydroelectric.


MR. SHEPHERD:  I mean, it happens that in Ontario that's the easiest way to do it, right?


MR. PETERSON:  That's where it is in Ontario.


MR. SHEPHERD:  Yeah.  And then reactive support and voltage control, where you maintain voltage levels in the grid, yet you help to maintain those voltage levels through how you produce your power; right?  What you feed in?


MR. PETERSON:  That's correct.


MR. SHEPHERD:  Okay.  And then AGC, I just don't understand at all.  Maybe you could give me the one-sentence description, because I have no idea what -- I read it but I have no idea what it says.


MR. PETERSON:  It's used to balance the deviations between demand and generation.


MR. SHEPHERD:  And then --


MR. PETERSON:  On a very closed-in basis.


MR. SHEPHERD:  Well, I thought that's what operating reserve did.


MR. PETERSON:  No.


MR. SHEPHERD:  Oh, okay.  Operating reserve essentially is your ability at a moment's notice to replace other generation, for example, if it's out because of a forced outage.


MR. PETERSON:  That's correct.


MR. SHEPHERD:  And is it true that as more at-will generation comes on system, that is, generation that can't be dispatched, this operating reserve becomes more important?


MR. PETERSON:  I'm not sure I would say that.


MR. SHEPHERD:  Well, isn't that one of the things you do, is balance out those -- isn't that one of the things that operating reserve does, is it balances out that variable dispatch?  Unpredictable dispatch?


MR. PETERSON:  No, I'd actually say that's what HEC does.


MR. SHEPHERD:  Ah.  Okay.  See, now, I should have understood it yesterday.


Now, you received in 2009 you received $42.5 million for these our ancillary services??  I found that in the very helpful chart in G1, tab 1, schedule 1, table 1.  I thought they'd these numbers would be right at the top of your head.


MR. PETERSON:  I always like to verify.  Sorry, what was the number?


MR. SHEPHERD:  42.5 million for ancillary services.


MR. PETERSON:  In 2009, at the hydroelectric facilities.


MR. SHEPHERD:  That's right.


MR. PETERSON:  That's correct.


MR. SHEPHERD:  And you're forecasting a drop in that in 2011 and 12, right, so you're going to go down to 38.3 million and 39.5 million in those years; right?


MR. PETERSON:  That is our forecast, yes.


MR. SHEPHERD:  And the primary reason for that is because you're predicting that your operating reserve will be much lower, 25 percent lower, in 2011?


MR. PETERSON:  That is part of the reason, yes.


MR. SHEPHERD:  And so I didn't understand that -- your explanation in the material doesn't explain why it's going to drop.  And perhaps you could help us understand that.


MR. PETERSON:  We're forecasting the value of that operating reserve, since it's procured through a market-based procurement in the IESO.  The clearing price for that product is predicted or forecast to be lower than it was in previous years.


MR. SHEPHERD:  Because the hourly Ontario energy price is going to be lower?


MR. PETERSON:  The dispatch scheduling optimizer that the IESO uses to dispatch both electricity and operating reserve is a -- what they call a jointly optimized model.  So there is some effect or impact from the HOEP.  They are actually four separate clearing markets, but there is a joint optimization process that goes between the four markets.


MR. SHEPHERD:  And so the forecast that you have of ancillary services revenue, is that something that you got from IESO or that you produced yourself?


MR. PETERSON:  We forecast that ourselves.


MR. SHEPHERD:  And we don't have the details of that forecast anywhere, do we?  I mean, we have some explanations of differences, but they only break it down.  They don't actually tell us the reasons for things, do they?


MR. PETERSON:  I don't think the specifics of that forecast are presented in the evidence.


MR. SHEPHERD:  All right.  And you just said AGC is what is used to balance out things -- non-dispatchable generation, unpredictable generation; is that right?


MR. PETERSON:  Partly.  It's to balance the imbalances between the load and the generation of the system at a two-second resolution.


MR. SHEPHERD:  Are you forecasting an increase in AGC in the test period?


MR. PETERSON:  In the quantities of AGC?


MR. SHEPHERD:  In the quantities and the price.


MR. PETERSON:  No.


MR. SHEPHERD:  No?  So -- but you are expecting that there's going to be more at-will generation, non-dispatchable generation, on the system in 2011 and 2012, aren't you?


MR. PETERSON:  We are.


MR. SHEPHERD:  So then why haven't you forecast an increase in AGC volumes?


MR. PETERSON:  The IESO has not indicated any requirement to increase the quantities of AGC as a result of the changes in the system.


MR. SHEPHERD:  Can you tell us what the forecast is for AGC for each of 2011 and 2012 and the actuals for the last two years?


MR. PETERSON:  The quantities?


MR. SHEPHERD:  Quantities and dollars.


MR. PETERSON:  I can give you the quantities off the top of my head.  The IESO normally, under normal circumstances, procures 100 megawatts, plus or minus, of AGC.  That has been the case in history and both going forward.  And that's a total system requirement, I would add.


MR. SHEPHERD:  And you're not expecting that to change?


MR. PETERSON:  No.  We won't necessarily provide all of that 100 megawatts.  There are other providers.


MR. SHEPHERD:  Okay.  Well, I'm looking for the numbers that you're forecasting, how many megawatts and how many dollars.  You can undertake to provide this.  This is fine.


MR. PETERSON:  Just trying to remind myself whether it's been presented previously.


MR. SHEPHERD:  I looked, and I didn't find it, but then I looked for the other thing and didn't find it either, so I could be batting 0 for 2.


MR. PETERSON:  I don't believe we've presented it previously.


MR. SHEPHERD:  So I wonder if you could just give us the -- you see this chart in G1, tab 1, schedule 1, table 1, right, which goes from 2007 to 2012?  Can you give us the AGC for each of those years, same basis?  So actual for 2007, 08, and 09, budget for 2010, planned for 11 and 12, the same as --


MR. PETERSON:  It's -- it's -- recognizing that it's an hourly product?  Do you want it broken down by hour?


MR. SHEPHERD:  No, no, no, no, no.  You have a number for ancillary services.  I just want to know what --


MR. PETERSON:  Are you asking for the quantity?


MR. SHEPHERD:  Well, no, I'm asking for the dollar figure of AGC that's included in those ancillary services.  And if you could provide -- if there's some way you can provide the quantity, that's great too, but I assume from what you're saying you're not assuming any changes in quantity, right?


[Witness panel confers]


MR. PETERSON:  The amounts from the contract may be confidential.


MS. CHAPLIN:  But you can give us the dollar value, right?


MR. PETERSON:  Yes.


MS. CHAPLIN:  Okay.  Is that sufficient?


MR. SHEPHERD:  Yes, Madam Chair.  If there's some major change in the quantities, I'd certainly like to know that.  But -- because that's the essence of what I'm asking about.  But let's get the dollars first and see whether there's a problem.


MR. SMITH:  That's fine.


MR. MILLAR:  J2.5.

UNDERTAKING NO. J2.5:  TO PROVIDE THE DOLLAR FIGURE OF AGC INCLUDED IN ANCILLARY SERVICES.


MR. SHEPHERD:  Then the second area of these other revenues is segregated mode of operations.  And if I understand this correctly, what it is is that in certain circumstances some of the Saunders units are effectively disconnected from the Ontario grid, and instead they supply the Quebec grid.  Is that a fair description?


MR. PETERSON:  They are connected to the Hydro-Québec grid, correct.  Yeah.


MR. SHEPHERD:  So they're not supplying us, they're supplying them in that circumstance.


MR. PETERSON:  They are potentially supplying other markets beyond Hydro-Québec.


MR. SHEPHERD:  Okay.  And so you have dropped that figure from the 6.6 million you're expecting in 2010 to 1.5 million in 2011.  As I understand it, it's because you're bringing into service something called a new DC intertie, which, I'm telling you right now, I don't know what that is.  So can you help me understand what this reduction is?


MR. PETERSON:  Certainly.  Just to be clear, it's not us that's bringing in the HVDC tie into service.  It's part of the grid, more of a Hydro One.


MR. SHEPHERD:  Yes.


MR. PETERSON:  It is a high-voltage, direct current transmission line that connects Hydro-Québec to Ontario.  It allows for the transfer of up to 1,250 megawatts in either direction.


MR. SHEPHERD:  And so, because you added that, the need to supply through Saunders, supply Quebec or anywhere else through Saunders, is expected to be reduced.


MR. PETERSON:  That's correct.  It is a game-changer, as I would term it.


MR. SHEPHERD:  Okay.  And that's a permanent reduction in your SMO revenues.  They're not going to go back up to six anytime soon.


MR. PETERSON:  I wouldn't expect so, no.


MR. SHEPHERD:  All right.  The third category of other revenues is water transactions.  And if I understand this correctly, you've got the New York Power Authority on one side and the OPG on the other side, both having rights to water use from the Niagara and the St. Lawrence River, right?


MR. PETERSON:  That's correct.


MR. SHEPHERD:  And so sometimes you trade those water rights back and forth to -- if I understand this correctly -- so that you can optimize the use of your relative stations; is that fair?


MS. FRAIN:  I wouldn't call it a trading of rights.  It's utilizing spare capacity that may be available at one side or the other.


MR. SHEPHERD:  Okay.  So whoever needs the water more, you sort of work it out who -- how to optimize it; is that right?


MS. FRAIN:  Not really.  We use the water that is our share first, where there are opportunities to either improve the economy or where there's water that we're unable to use, and if the New York Power Authority has the capacity, we would enter into a transaction for that water.


MR. SHEPHERD:  You're forecasting a reduction in this from 6.9 million to 5.1 million.  What's the reason for that forecast?


MR. PETERSON:  If you just give me a moment, I'll call up a reference in our evidence.


MR. SHEPHERD:  Your explanation in the evidence was something about using an actual rather than a forecast number for 2009, but I didn't -- I couldn't track it through and get the same number you got.


MR. PETERSON:  If you would turn to Exhibit G1, tab 1, schedule 1, page 7 of 8.


MR. SHEPHERD:  It's in our materials, I think, at tab 4.  Yes?


MR. PETERSON:  Looking at the paragraph that starts on line 23.


MR. SHEPHERD:  Yeah.


MR. PETERSON:  I think what we're forecasting here is that the revenues were down in 2009 due to low market prices.  And we're forecasting that those low market prices will continue throughout the test period, and therefore the revenues will be reduced from water transactions.


MR. SHEPHERD:  Okay.  So what I didn't understand was your revenues were actually up in 2008; they were 8.8 million.  And actually for some of that year, you also had relatively low market prices; right?


MR. PETERSON:  I think the average market prices were a fair bit, significantly higher than 2009.


MR. SHEPHERD:  Okay.  So you're anticipating, then, that going forward, market prices are going to be lower and therefore your water transaction numbers are going to be lower too?


MR. PETERSON:  That is what we're forecasting.


MR. SHEPHERD:  And the reason for that is because you get paid for this?  Or you -- the amount you make for this is based on your market prices; right?


MR. PETERSON:  The generation that is produced as a result of the water transaction is paid market prices.


MR. SHEPHERD:  Okay.  Madam Chair, I have one other area in my cross which will take about 20 or 25 minutes.  Would you like to break for lunch first or afterwards?


MS. CHAPLIN:  Let's continue to that next area.


MR. SHEPHERD:  Okay.  Thank you.


So the last area I want to talk about is, let's start by looking at tab 9 of our book of materials.  Now, this is excerpts from your year-end report for 2009; right?  You can see that on the first page.


MR. PETERSON:  Yes.  Sorry, yes.


MR. SHEPHERD:  And this is like a formal public disclosure of the material facts associated with OPG; right?  That's the nature of the document?


MR. PETERSON:  Yes.


MR. SHEPHERD:  So if you would look at the bottom of the pages, there's a page marked "24" at the bottom.  Can you turn to that?


MR. PETERSON:  Yes, I have that here.


MR. SHEPHERD:  And this is headed up at the top "Discussion of operating results by business segment."  And you see here it says, under "Revenue," it says, regulated hydroelectric is 782 million for 2009.  Do you see that?


MR. PETERSON:  Yes, I do.


MR. SHEPHERD:  So that was your total revenues for the regulated hydroelectric facilities for 2009?


MR. PETERSON:  Yes, that's correct.


MR. SHEPHERD:  And it would include your other revenues that we've just been talking about?


MR. PETERSON:  I believe it would.


MR. SHEPHERD:  Okay.  And so now I wonder if you could go to page 29, which is the next page in these excerpts.  Do you have that?


MR. PETERSON:  I do.


MR. SHEPHERD:  And you see at the top of the page, it says "regulated generation sales."  Now, that figure, 718 million, that's actually the amount you got paid for what you generated; right?


MR. PETERSON:  Honestly, I'm not overly familiar with this document, and I believe it would be, but I couldn't absolutely confirm a...


MR. SHEPHERD:  Okay.  Well, hopefully you'll be able to correct the record if it turns out that this is not the case or the finance panel will consider it later.


MR. SMITH:  Well, I suppose then that means we proceed one of two ways.  I mean, the questions either get asked to the finance panel, who can absolutely address questions relating to the content of the annual report and the financial statements presented therein, which I think would be appropriate, or we go through the potential of examination in-chief dealing with answers given by this panel to correct, if necessary, those -- I would have thought the easier thing to do would be to put the questions directly to the finance panel.


MR. SHEPHERD:  The problem, Madam Chair, is that, is that the only place where I can get the information on the other revenues, the external information, is the financial report.  But the only person I could ask questions about the other revenues is sitting here now.  And so I'd rather proceed, and if it turns out that I run into a brick wall, then we can reconsider, if that's acceptable to the panel.


MS. CHAPLIN:  Yes, that's acceptable.


MR. SHEPHERD:  Thank you.  So let's assume for the argument's sake that the 718 is what you got for your actual generation.  And by the way, the report says that you generated 19.4 terawatt-hours from hydroelectric in 2009, is that figure correct?  Is that a number that you know?



MR. PETERSON:  Sorry, what was the number?


MR. SHEPHERD:  19.4 terawatt-hours.


MR. PETERSON:  I can verify that.  Yes, that's correct.


MR. SHEPHERD:  Okay, so 19.4 terawatt-hours at $37 per megawatt-hour is actually 718, if you do the math.


Will you accept that, subject to check?


MR. PETERSON:  Yes.  That's correct.


MR. SHEPHERD:  Thank you.  So then you have two other figures here, which are variance accounts and other.  And I assume that $64 million, I assume that that includes the three other revenue categories that we've talked about, because those categories include both amounts that are budget and amounts that are variance accounts; right?


MR. PETERSON:  Honestly, I don't know the answer to that question.


MR. SHEPHERD:  All right.  Is there a number here in this $782 million for congestion management settlement credits?


MR. PETERSON:  Again, I don't definitively know the answer to that question.  I would expect so, but I don't definitively know one way or the other.


MR. SHEPHERD:  Let me ask it differently.  In 2009, what was the amount of your congestion management settlement credits?


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


MR. SHEPHERD:  I understood that it was this panel that I had to ask questions about congestion management settlement credits; isn't that right?


MR. PETERSON:  That's correct.


MR. SHEPHERD:  So you don't know what any of the numbers are?


MR. PETERSON:  I don't believe that congestion management settlement credits, the amount of it, forms part of our evidence.


MR. SHEPHERD:  I understand.  That's why I'm asking for it.  You don't know?


MR. PETERSON:  I don't know what it is, no.


MR. SHEPHERD:  All right.  So I wonder if you could undertake to provide us with the amounts of congestion management settlement credits actual for 2007 through 2010, if you have a forecast for 2010, and if you have any forecasts for 11 and 12, can we have those too, please.


MR. PETERSON:  We don't forecast CMSC payments.


MR. SHEPHERD:  Well, you have actual; right?


MR. PETERSON:  We have actuals.


MR. SHEPHERD:  Okay.  Can you undertake to provide that?


MR. SMITH:  That's fine.


MR. MILLAR:  J2.6.


UNDERTAKING NO. J2.6:  to PROVIDE AMOUNT OF CONGESTION MANAGEMENT SETTLEMENT CREDITS ACTUAL FOR 2007 THROUGH 2010, AND ANY FORECASTS FOR 2011 AND 2012


MR. SHEPHERD:  So you have actuals for 2007-2009?


MR. PETERSON:  Yes.


MR. SHEPHERD:  And you would have got some in 2010 as well; right?


MR. PETERSON:  Yes.  It could be provided up to current date.


MR. SHEPHERD:  Thank you.  So, then, I'm going to ask for a second undertaking, it's probably not the same thing but you may want to include it in the same one.


Can you advise whether the congestion management settlement credits figure for 2009 is included in the this $782 million?


MR. PETERSON:  Again, I couldn't definitively say.


MR. SHEPHERD:  I'm asking you to undertake.


MR. SMITH:  That's fine.  We'll provide that information.


MR. MILLAR:  J2.7.

UNDERTAKING NO. J2.7:  to ADVISE WHETHER THE 2009 CONGESTION MANAGEMENT SETTLEMENT CREDITS FIGURE IS INCLUDED IN THE THIS $782 MILLION



MR. SHEPHERD:  Now, I wonder if you could just turn to tab 6 of our materials.  Well, actually, no, better yet, why don't you start at tab 5 of our materials.


Now, in your evidence in this proceeding, because CMSC is not included in other revenues, you didn't include any evidence on what it is; right?


MR. PETERSON:  That's correct.


MR. SHEPHERD:  So I've copied here the description of it from the last proceeding, where -- and this is your evidence, right, in tab 5, from the last proceeding?


MR. PETERSON:  My -- not my personal evidence, but my evidence from my panel, yes.


MR. SHEPHERD:  And so this continues to be a -- you haven't changed what these are, right?  So the description remains true.


MR. PETERSON:  Yes.


MR. SHEPHERD:  Okay.  And can you give us just the short summary of what congestion management settlement credits are?


MR. PETERSON:  Certainly.  In the IESO's dispatch scheduling optimizer there are two schedules produced.  One is what they call the unconstrained schedule and one is called the constrained schedule.


The unconstrained schedule is based on the economic dispatch of generation, so it's just based on a pure economic merit order.  The constrained schedule is what generators are actually dispatched on.  It considers system constraints and limitations, amongst other things, to come up with a final solution on which the generation, what we schedule, the difference between those two schedules implies a loss of operating profit to generators that have a different outcome under the constrained schedules than they did under the unconstrained schedule.  The CMSC payments keep that generator whole to his operating profit.


MR. SHEPHERD:  Now, you don't have incremental costs associated with constrained on or constrained off, right?  You have lost opportunities for optimizing your profit, your revenue side.  This is a revenue-side item?


MR. PETERSON:  Yes.


MR. SHEPHERD:  Okay.  It's not a cost-side item.


MR. PETERSON:  The impact in cost is loss of efficiency, for example.


MR. SHEPHERD:  Okay.  But that's not a dollar cost.  You still have the same --


MR. PETERSON:  It relates to a dollar cost.


MR. SHEPHERD:  You still have the same costs of operating the facility?  That's constrained on or off, yes?


MR. PETERSON:  Yes.


MR. SHEPHERD:  And those costs are all in your revenue --


MR. PETERSON:  Sorry, could I just add one -- that's not always necessarily true.  Part of the cost of operation would be the gross revenue charge for energy produced.  If you're constrained off, you wouldn't pay that gross revenue charge, but...


MR. SHEPHERD:  Okay.  Help me out here.  So if you're constrained off, you don't pay it.  If you're constrained on, you do pay it.


MR. PETERSON:  You would pay additional gross revenue charge.


MR. SHEPHERD:  Which might not be profitable, because the value of the energy may not be worthwhile to pay the GRC, right?


MR. PETERSON:  No, I wouldn't quite put it that way.


MR. SHEPHERD:  Okay.  So explain how that works.


MR. PETERSON:  It's a component of the cost of the generation.  I think that -- actually, I think it's in your booklet, is an example of how this works, in one of the undertakings from the previous --


MR. SHEPHERD:  From CCC Interrogatory number 96 in tab 7?


MR. PETERSON:  Right.  This example walks you through what the implications would be if you're constrained on or constrained off.


MR. SHEPHERD:  Okay.  So here's what I'm trying to understand.  And we have the Board's decision from the last case, which said these are not incremental revenues.  And I'm trying to understand.  You do get this money, right?  It's like $10 million a year or something.  You get this money, right?


MR. PETERSON:  We do.  It's to compensate for lost operating profit from operating away from our economic -- our most economically viable solution.


MR. SHEPHERD:  Your forecast of production right now doesn't assume any constrained on or constrained off, right?


MR. PETERSON:  That's correct.


MR. SHEPHERD:  And your forecast is based on past actuals, right?  You take past actuals and you say, 'Okay.  That's how -- what we experienced in the past.  We're going to look to the future and say -- assume the future is going to be similar to the past, subject to certain adjustments.'  Is that fair?


MS. FRAIN:  Are you referring to forecast of the production or the CMSC credits?


MR. SHEPHERD:  Production.


MS. FRAIN:  The forecast for the plant production is based on a forecast of the water flows and information we have on outages and how the system would be run given that water being available.


MR. SHEPHERD:  And your forecast assumes that your operating -- that the amount of production you get base -- for a gallon of water is going to be similar to the past, right?


MS. FRAIN:  Looks at the efficiencies of the units, which do not change over history.


MR. SHEPHERD:  Okay.  But what I'm saying is that your forecast doesn't say, 'Let's assume that everything works perfectly.  This is what we're going to forecast.'  You're actually assuming that everything is going to work pretty much as it did in the past, right?  Sometimes perfect, sometimes not so perfect?


MS. FRAIN:  Our forecast looks at the water available and what we could generate from that.  It's not looking at a historical perspective of what we did or didn't do.


MR. SHEPHERD:  So when you forecast your hydroelectric production, you say, 'Okay.  Let's forecast how much water we're going to have, and let's assume we get every single kilowatt-hour we could possibly get from it.'


MS. FRAIN:  Yes, it's a forecast of what we could generate with that water.


MR. SHEPHERD:  Not what you actually expect to generate.


MS. FRAIN:  We expect to make the best use of the water.  We can't foresee something that's going to curtail our generation.


MR. SHEPHERD:  All right.  Is there another panel doing the load forecast?


MR. SMITH:  No, there's not.


MR. SHEPHERD:  No.  Hmm.  I'm just -- I'm a little taken aback.  I'd never heard of anybody forecasting that everything's going to work perfectly.  All forecasting I've ever seen assumes that, you know, things will work pretty well, but not perfect.  I don't understand.  You can see --


MS. FRAIN:  We include outages.  We look at the

flow -- our direction is to produce a forecast of what we could produce with the water.  As has been stated before, things like the CMSCs are not forecast.  We don't have any information to adjust a forecast for something like that.


MR. SHEPHERD:  So then tell me whether this is right.  If the water is exactly what you forecast, then -- but you do have some constrained-off situations, then the difference between your forecast total production and your actual production will be exactly the amount of the CMSC.  Am I right?


MS. FRAIN:  If nothing else has changed, be it outages, be it the operating efficiency that we choose to operate at, how we choose to use the PGS, if everything has gone exactly as we've used in our forecast, then I would expect that difference could be the CMSCs.  There are a number of variables still in there that could be changed over that period.


MR. SHEPHERD:  So if we look at -- let's just say hypothetically that in 2009 your CMSC was $10 million.  I don't know what it was, but let's say it was 10 million.  If we look at your hydroelectric production of 718 million, am I right that, but for your constrained-off situations, that would be 728 million?


MR. PETERSON:  Yeah, I'm not -- I guess I'm not clear on what you're asking.


MR. SHEPHERD:  Well, I'm trying to get at whether CMSC payments are incremental or not, whether they're extra money for you.  And your evidence says that they're not, and I'm trying to understand how that is true.


MR. PETERSON:  They are definitely not incremental, as we've stated previously in our evidence.  They are to compensate us for lost revenue or lost operating profit from operating away from where we planned to operate.


MR. SHEPHERD:  Okay.  I have no further questions, Madam Chair.


MS. CHAPLIN:  Thank you, Mr. Shepherd.


Does that complete -- I don't know, is there someone from the Society?  Is that Mr. Barton?


MR. BARTON:  Yes.  I'm from the Society of Energy Professionals.  And I have a couple of questions about SBG.


MS. CHAPLIN:  Okay.  Why don't...


MR. BARTON:  I think I'll be done in about ten minutes.


[Hearing Panel confers]


MS. CHAPLIN:  Sorry, we're just conferring, because the Panel has some questions for this witness panel, but we're aware that you may need lunch.  So maybe I'll leave it in your hands whether you want to press on and complete before the lunch break, or whether you would prefer to break for lunch and then we can come back and have the Society's questions and the Panel's questions and any re-examination.


MR. SMITH:  I think I'd prefer to break, Members of the Panel.  I have made notes throughout of things that I may or may not ask, and I could probably use ten minutes to whittle it down to the one or two questions in re-examination.  So I think it would probably be more efficient, particularly if you have questions.


MS. CHAPLIN:  Okay.  We'll do that.  We're actually going to break for an hour and a quarter today.  So we will return at two o'clock.


--- Luncheon recess taken at 12:42 p.m.


--- On resuming at 2:05 p.m.


MS. CHAPLIN:  Please be seated.  Are there any preliminary matters?


MR. SMITH:  No, Members of the Panel.


MS. CHAPLIN:  Okay.  Mr. Barton.

Cross-Examination by Mr. Barton:


MR. BARTON:  Just to introduce myself, I'm a representative for the Society of Energy Professionals.  I'm an engineer with OPG, but I'm here to represent the Society today.


I'll direct my questions to individuals, so hopefully it won't be too much to answer.


Mr. Peterson, base load generation.  Generally would that be described as basically 24/7 generation that runs 365 days a year?


MR. PETERSON:  Yes, generally speaking.


MR. BARTON:  Load-following generation, that would be dispatchable generation in system operation terms, would it not?


MR. PETERSON:  Yes, it would be dispatchable.


MR. BARTON:  Okay.  Ms. Frain, the fuel for the prescribed assets, looking at the data that's been presented, it's typically between 18 and 19 terawatts per year; is that correct?


MS. FRAIN:  Can you direct me to the evidence?


MR. BARTON:  Well, I'm not sure which evidence to -- the exact spot, but -- I've read in that.  But just typically, is the fuel provided to the prescribed assets in that ballpark about 18 to 19 terawatts per year?


MS. FRAIN:  Subject to check, the production from the fuel could be in that range.


MR. BARTON:  Okay.  I'm just wondering if there's any split that you can tell me as far as the -- for the energy produced between base load and dispatchable generation.  Is that a number that you would have?  I understand that you have some requirements to pass water through the falls, of course.  There's a certain amount of flow through Lake Erie and also out of Lake Ontario that you have to pass for the St. Lawrence Seaway, so some of it's base load, and I imagine some of it's dispatchable generation.  Is there a split for the number for that fuel?


MS. FRAIN:  The forecast does not break it down.


MR. BARTON:  Okay.  Mr. Peterson, the updated IESO eight-month outlook that was provided by AMPCO, in table 2, page 8, of the submitted information, in that data the outlook shows 2000 megawatts of coal-fired generation being shut down, about 1500 megawatts of Bruce nuclear return to service, and for my number I calculate about 1100 megawatts of wind being constructed.


Can you tell me, is coal-fired generation dispatchable?


MR. PETERSON:  Yes, coal-fired generation is dispatchable.


MR. BARTON:  Is wind dispatchable?


MR. PETERSON:  It's technically possible to dispatch wind.


MR. BARTON:  The fuel that -- comes from the air, obviously, but is that predictable at all?  Or is that something that's not dispatchable, basically?


MR. PETERSON:   No, the fuel, essentially, comes when the wind blows.


MR. BARTON:  Yeah, and so I guess you can say it’s DD, or divinely dispatched is probably the words you use for that.


Okay.  Nuclear generation, typically that's base load at OPG and also in the province.


MR. PETERSON:  Yes, nuclear base load is typically base load generally.


MR. BARTON:  Okay, Ms. Frain, what happens to the water that is not stored in the prescribed assets and not used for generation?  Like, what I'm getting at is, the SBG, what happens to that water?


MS. FRAIN:  If we're unable to use it in generation in our own facilities or store it in the facilities where we have, there is the opportunity to rent or utilize the units at NIPA for some of that water.  The remainder would end up as spill in the falls.


MR. BARTON:  Okay.  And that's what, basically, categorizes SBG, then, right, is the spill?


MS. FRAIN:  Correct.


MR. BARTON:  Okay.  Based on the IESO data I've read off the website there, I see the system load has dropped from about 153 terawatt-hours to 138 in 2009 from 2008.  And I see that wind produced about 2.3 terawatt-hours during 2009.  And I don't have exact number, but the number I heard for SBG, this is for the whole province, was about 0.6 terawatt-hours or about a quarter of the wind production.


And your number of about 0.19 terawatts would seem to sound like to make sense for just the prescribed assets; is that correct?


MR. PETERSON:  Yes.  The 0.19 was the amount of SBG in 2009 for our prescribed assets.


MR. BARTON:  Okay.  I guess my question is, since electricity is a commodity that really can't be stored, and you know, I'm wondering what OPG, or arguably what the province can do to reduce the SBG.  Like, I guess my questions -- or my questions would be:  What -- can base load generation assets be converted to load-following or dispatchable generation?  Can storage assets be increased or I guess can we take a chainsaw to the windmills?  Is that possible, to convert some of these base load generation assets to dispatchable generation and also increase storage?  Or increase storage of the fuel?


MR. PETERSON:  Certainly you could increase the amount of storage-type facilities, like pump generating station.  I mean, it's always possible to build more of that type of facility to store generation.  It's a possibility.


MR. BARTON:  Mm-hm.  So that's basically all OPG could do to change this SBG situation, right, is those two options?  Or is there other ones?  It seems like it's beyond your control, I guess.  Do you have any control of that?


[Witness panel confers]


MR. PETERSON:  I guess to be clear, that -- there is some peaking capability at our hydroelectric facility.  So certainly the way in which you peak them could be changed slightly.  Or the other option, I guess, is increase your storage capability.


MR. BARTON:  Okay.  And I guess this is a general question, but is it feasible to convert any of our base load generation or of the OPG base load generation to load-following?  I guess that would be the nuclear assets; right?


MR. PETERSON:  I don't think I could answer that.  You're asking, could we convert a nuclear station to load-following?


MR. BARTON:  Yeah.


MR. PETERSON:  I don't think I could answer that.  I'm not a nuclear expert.


MR. BARTON:  Okay.  I guess what you're telling me is -- or would the costs be -- basically dwarf the value of SBG?  Is that what you're telling me?


You know, if you converted a nuclear unit to load-following, what's the value or is it possible or feasible, and would that dwarf the value of SBG being lost by OPG?


MR. PETERSON:  Again, I don't think I could answer questions as to the feasibility of converting a nuclear station to being a load-following.  It's just not out -- it's outside of my area of expertise.  I don't think I could answer that question.


MR. BARTON:  Okay.  I have no further questions.  Thank you.


MS. CHAPLIN:  Thank you.  Mr. Smith, do you have re-examination?


MR. SMITH:  Members of the Panel, would you prefer at that I do my re-examination before you ask any questions of this panel?


MS. CHAPLIN:  Okay.  Well, we'll let you go last.  Do you want to go next?


MR. SMITH:  Well, I wasn't phrasing it quite that way.

Questions by the Board:


MS. SPOEL:  I just have one question, and that came up with respect to the Niagara tunnel.  That was the table that Mr. Shepherd took you to -- I now can't follow that -- I'm sure I remember the numbers, which had the one year with the volume going, or the amount going from 1.6 to 2.7, and I can't remember what the units were.  In any event --


MR. MAZZA:  Terawatt-hours.


MS. SPOEL:  Terawatt-hours?  Great.  And my question is, does that mean that the Niagara tunnel actually has the capacity to -- and I wasn't on the OPG case last time, so I'm not that familiar with it, but does that mean that the Niagara tunnel has the capacity do a lot more than you are generally proposing to do with it in the normal course?


MR. MAZZA:  The tunnel capacity is, as quoted in the business case, it's 500 CMS, cubic metres per second.  So the capacity's that, but it's under-util -- you could it's -- at times of the year the flows change, and we could utilize -- if there were the flows, we could utilize it more.  It depends on the time of the year, more.


So it has the capability to deliver the 500.  But it's not always delivering the 500.  There is -- it's got to do with the time of the year and the flows, flow regime in the river.


MS. SPOEL:  So you've sized the tunnel -- if I just can understand this, if you -- in effect, you've sized the tunnel to be able to handle the maximum flow at any particular -- that you could foresee at any particular point in time being available to it?


MR. MAZZA:  The size of the tunnel was optimized for a variety of conditions, one of them being, you know, some of the historical production at the Niagara complex and the Niagara River.  So it was sized for that.  It's just a question of utilization of the tunnel.  There are times when you're not utilizing the full flow capability of it.  And if there's more water, which there will be when we take out the canal, there will be times -- when that canal is out there will be times when we're going to -- we can use that water and bypass it through the tunnel instead of running it through the canal.


MS. SPOEL:  Oh, so the refurbishment of the canal that's happening --


MR. MAZZA:  In 2007 -- the plan right now is --


MS. SPOEL:  -- that's temporary?


MR. MAZZA:  That is -- right now I think the plans are anywhere from an eight-month to 12-month project, where we have to totally de-water the canal.  So --


MS. SPOEL:  Right.  And then in the long-term are you planning to abandon the canal so the tunnel gets fully utilized, or is that --


MR. MAZZA:  No, we're refurbishing it.


MS. SPOEL:  So -- all right.  So you've got the tunnel, which could handle a much larger volume of water than it's going to most of the time.


MR. MAZZA:  The volume of water is the 500 that it's designed for.


MS. SPOEL:  Right.


MR. MAZZA:  It's -- whether it's always handling that volume, it's not going to be -- it's not going to be -- if you will, the flows in the river won't be there where you're utilizing that volume 100 percent of the time, or 100 percent -- every day of the year, every hour of the year.  So there will be at times when the tunnel or other conveyance structures there will be passing less flow than they're designed for.


MS. SPOEL:  Right.  And so if you've got -- during the eight months that the canal is closed, you're adding about another 75 percent during that year.


MR. MAZZA:  Yeah.  And it's not able to capture all the flow loss in the canal, only a portion of it.


MS. SPOEL:  All right.  That answers my question.  Thanks.


MS. CHAPLIN:  I have a few questions in three areas:  The non-energy charges, the surplus base load generation, and the hydro incentive mechanism.


So perhaps to start with the non-energy charges.  Am I correct that OPG is seeking a variance account because your conclusion is that it's too difficult to forecast those amounts?  Is that sort of the gist of the proposal?


MR. PETERSON:  It is very difficult to forecast the amount of the non-energy charges, and it's tremendously variable from year to year.


MS. CHAPLIN:  Okay.  And -- but those charges vary -- I mean, the components may vary from year to year, depending upon the circumstances on the system, but those charges are -- the total value of those charges would be directly related to how much electricity OPG consumed at its facilities.  Am I correct in that?  Like, it would vary.  The more you consume, the higher the charges, all else being equal.


MR. PETERSON:  Certainly the volume of energy that we consume in a given year would affect the overall non-energy charges.  But the charges themselves, in particular the global adjustment, is probably the greatest variable in trying to forecast it.  Trying to forecast exactly what the global adjustment amount will be is the largest component that's variable that we have difficulty in forecasting.


MS. CHAPLIN:  Okay.  And you are including -- you're not proposing that the account would also cover the energy charge or the commodity charges.  You are forecasting that and building that into the revenue requirement?


MR. PETERSON:  This is just the non-energy charges.


MS. CHAPLIN:  Okay.  So I'm just curious to understand how this would then affect OPG's sort of operations.


If you are kept whole for that amount, what is the sort of incentive to try and optimize and minimize your consumption so as to reduce those costs?


MR. PETERSON:  I think that we would still continue to pursue programs that increased our efficiencies.  As I say, I would say that the largest portion of the consumption is not -- it's sort of beyond our control.  It's utilized in the production, in producing the energy itself, and it's -- there are only so many limited available opportunities in order to reduce the amount that you consume.  The greater portion of the variability still stems from the charges them -- sorry, the global adjustment charge itself and how it varies from year to year.


MS. CHAPLIN:  Okay.  On the topic of the hydro incentive mechanism, you have prepared this analysis -- and I apologize to you.  I don't have the precise evidence reference in front of me.  But it was the $1.14 per megawatt-hour value I believe you estimated.


Now, my recollection was that you caveated that estimate with the observation that some of the information wasn't available to OPG in order to make it a more accurate estimate.  Am I recalling correctly?


MR. PETERSON:  Yes, that's correct.


MS. CHAPLIN:  Now, is that information that would be available to the IESO?  In other words, would the IESO be able to provide a more accurate analysis of the impact?


MR. PETERSON:  I think it's fair to say that the IESO would have all of the information available to them.


MS. CHAPLIN:  Okay.  And they might also be able to address this question that, to the effect that a good portion of the system is sort of under these contracts, that in fact could be seen to reduce what the amount of savings are to customers.


MR. PETERSON:  I don't think that they would have the information directly pertaining to the contracts.  I would think that would be more under the OPA's mandate.


MS. CHAPLIN:  So perhaps between the OPA and the IESO they'd sort of have a complete picture?


MR. PETERSON:  I would think it would be possible.


MS. CHAPLIN:  Okay.  And on the surplus base load generation, the effect of building a forecast amount into your revenue requirement, let's say the surplus base load ended up being that amount.  The effect -- the practical effect is that OPG will be recovering all of its costs over a smaller amount of production than it would otherwise have done.


MR. PETERSON:  Yes, that's correct.


MS. CHAPLIN:  Well, so once that's the case, will -- OPG essentially will become indifferent as to whether or not the regulated hydroelectric assets are the ones that are curtailed or constrained to deal with surplus base load.  Would I be correct in drawing that conclusion?


MR. PETERSON:  Sorry.  Are you talking if there was a variance account?  Or just by building it into the forecast?


MS. CHAPLIN:  Well, I'm saying once it's built into rates, then presumably up and to that amount, up -- let's say there's the .2 terawatt-hours, whatever it may be, up 'til that amount, OPG will be completely indifferent.  Like, in other words, it won't -- there's no particular incentive on OPG to avoid that situation, because your costs are all being covered.


MR. PETERSON:  If we spilled less than the forecast, yes.


MS. CHAPLIN:  I guess you would make more, right?


MR. PETERSON:  Yes.


MS. CHAPLIN:  So can you also explain to me -- and you may have covered this, and it may just be that I didn't grasp it at the time that you explained it -- how does it come about that the regulated hydroelectric ones are the ones that are called upon by the IESO to spill water?  Like, you're saying that it's the IESO's responsibility deal with the situation.  But you indicated that it's partly done through the market but partly done through sort of direct orders from the IESO.  Could you elaborate on that a little bit for me?


MR. PETERSON:  Okay.  I'll try.  It can be accomplished through either method, the IESO directly ordering somebody to reduce generation for reliability reasons; or it can be through the normal market mechanisms that, as the demand decreases, the requirement for generation decreases and they go down an economic pecking order and reduce generation according to how it was offered into the market.


In terms of -- I think what you're trying to ask is why is our regulated hydroelectric facility put in a position where it's dispatched down economically.


MS. CHAPLIN:  Yes.


MR. PETERSON:  Is that correct?  It's a consideration on OPG's part, and it's based or formed from operational considerations.  Hydro-electric facilities are a fairly easy technology or simple technology.  The ability to safely manage the SBG situations and the spill is considerably easier at a hydroelectric facility, in particular at the Beck, because of its -- the way that it's built. If you don't take the water, it just simply goes over the fall.  It's a fairly safe operation.


We take those into consideration.  That's -- as opposed to the alternative is manoeuvring a nuclear unit, which is a very complex technology and has a tremendous amount of difficulty in reducing its output at times.


So it's an operational concern from OPG's point of view.  We're just trying to manage within the constraints of the system.


MS. CHAPLIN:  How does that decision-making -- I understand the distinction between the hydroelectric and the nuclear, in terms of flexibility, but what about between the regulated hydro and the unregulated hydro?


MR. PETERSON:  You're asking why we choose the unregulated -- sorry, the regulated first, as before the unregulated?  Is that --


MS. CHAPLIN:  Yes.  Well, do you choose it first, and is it you that's choosing it?  Is it the IESO that's choosing it?  I'm trying to understand that.


MR. PETERSON:  In terms of how we offer that generation -- first of all, just to be clear, any asset or hydroelectric asset that you can store that energy in your forebay, store the water in a pond, you obviously take those steps first.  This boils down generation or water that must be run at the time.  There's no choice.  It must either go through the turbine or it must go around the dam through a sluice way or in the case of the Beck, it must go over the falls.


You're down to that point where there are limited options available to you.  And we have stated in our evidence that spilling at the Beck, we have done that historically for as long as I've been around in this business, because it is the easiest and the safest place to spill water out.


And I would emphasize that fact, the safety end of it.  It is a public safety issue.


MS. CHAPLIN:  So why is it safer to spill water over the falls than it is to spill water at other facilities?


MR. PETERSON:  In the case of the Beck complex, the water is diverted over the Niagara Falls, and the Niagara Falls is already spilling large volumes of water for the tourists' benefit.  So the incremental spill that occurs is basically not noticed, generally speaking, unless it was large volumes.


Whereas spillways at our other sites that have complete dams, the spillways are rarely used.  They're often in locations where people tend to congregate to fish, to swim, other recreational uses.  It causes us issues.  Oftentimes these spillways are difficult to inspect.  They might require, for example, a helicopter to fly through them.  So you would have to arrange for a helicopter to fly the spillway before you could open the spillway.  It can be a very difficult process.


MS. CHAPLIN:  Okay.  Those are my questions.  Do you have any questions?  Mr. Smith.

Re-Examination by Mr. Smith:


MR. SMITH:  Just a couple of questions in re-examination.  And perhaps I can just pick up on the question asked by the Chair of the Panel, Mr. Peterson, and ask:  Setting aside the choice between OPG's hydroelectric and nuclear facilities, just at a higher level, can you explain why it’s OPG that gets constrained as opposed to other sources of generation in the province?


MR. PETERSON:  Many of the other sources in the province are offered at a level that is basically at the lowest level you can offer it, which is minus $2,000.  They have no financial incentive to reduce their generation under the terms of their contract, perhaps, and so their offer to the market is basically at the bottom of the stack.


MR. SMITH:  Okay.  And just picking up on the question asked by Member Spoel, Mr. Mazza, about the canal.  As I understand it, there will be a period of time in 2017 when the canal will be out of service; is that correct?


MR. MAZZA:  That's correct.


MR. SMITH:  Okay.  The water that would be going through the canal during that period, how is that water used other than in 2017?  So in the period up to 2017 and the period after 2017?


MR. MAZZA:  It would continue to be used as it was before and after.


MR. SMITH:  And how is that?


MR. MAZZA:  It would be utilized based on the flow conditions of the river, and the generation capability at the facilities.  So it's really a function of your water flows at the end of the day.


But the canal would be back in service, and it would utilize the water that it's been -- that it's presently utilizing or designed for.


MR. SMITH:  Okay.  And when you say it's presently utilized and designed for, is it utilized and designed for the purposes of generating?


MR. MAZZA:  Yes, it is.


MR. SMITH:  And so will it be doing that in the period other than in 2017?


MR. MAZZA:  Yes, it will.


MR. SMITH:  Okay.  Just a couple of other additional questions.  You were asked a question by Mr. DeRose, Mr. Peterson, about a variance account for SBG; do you recall that?


MR. PETERSON:  Yes, I do.


MR. SMITH:  And what is OPG's ability to track SBG at its regulated facilities for the purposes of a variance account?


MR. PETERSON:  OPG has the ability to track the amount of SBG spill at our facilities, to estimate the amount of spill.


MR. SMITH:  The final question for you, Mr. Peterson.  This goes back to the examination by my friend Mr. Buonaguro at the very outset of your examination, about the pump generating station.  And can you explain how, if at all, you could lose money generating at the pump generating station?


MR. PETERSON:  Certainly.  The second term of the incentive mechanism is structured such that we require a spread between when we pump the generation and when we generate out of the PGS.  If we miss that forecast and don't have a spread that's sufficient to cover our costs, we lose money.  That term becomes a negative.


MR. SMITH:  And has that ever happened?


MR. PETERSON:  Yes, it does.


MR. SMITH:  Thank you, Mr. Smith.  Those are all my questions.


MS. CHAPLIN:  The panel is dismissed with the Board's thanks.  And you're ready to call your next panel?


MR. SMITH:  Yes, Mr. Keizer is here, I believe, with the nuclear benchmarking panel.  With your leave, I will take my leave.


MS. CHAPLIN:  Certainly.


MR. SMITH:  Thank you.


MR. KEIZER:  Madam Chair, I'm pleased to present to you the benchmarking and business planning panel.  And if I may, I can introduce the panel members and then have them sworn.


On my left is Mr. John Sequira, and next to him is Mr. Randy Leavitt, and next to him is Mr. Pierre Tremblay.

ONTARIO POWER GENERATION - PANEL 2


John Sequira, Sworn.


Randy Leavitt, Sworn.


Pierre Tremblay, Sworn.


MR. KEIZER:  Panel, if I could, I think, as had been referenced by my colleague, Mr. Smith -- and there is an Exhibit A1, tab 9, schedule 1.  You don't have to turn it up.  It is the exhibit that sets out the various panels, and you will see in that exhibit that these three individuals are assigned to this panel, and the evidence that they're responsible for, together with the interrogatories, appears there.


And if I could, I could just have a few moments of direct examination for each of the witnesses.

Examination-In-Chief by Mr. Keizer:


MR. KEIZER:  Starting first with you, Mr. Sequira.  There is filed in this application a report entitled "OPG nuclear 2009 benchmarking report", and that appears at Exhibit F5, at tab 1, schedule 1.  Was that report prepared by you or under your supervision?


MR. SEQUIRA:  It was.


MR. KEIZER:  And now if I could turn to your -- just to your background and professional experience, you are a partner at ScottMadden Inc.; correct?


MR. SEQUIRA:  Correct.


MR. KEIZER:  And in your position at ScottMadden Inc., you have been able to employ knowledge with respect to strategic planning, financial planning, operations improvement, and information technology, correct?


MR. SEQUIRA:  I have.


MR. KEIZER:  And your areas of specialization that you carry out in your duties at ScottMadden, it includes business planning and strategic development, nuclear generation business management, operations improvements and process redesign, and change and transformation management; is that correct?


MR. SEQUIRA:  It is.


MR. KEIZER:  And you have various degrees, but it also includes a Ph.D. in economics, correct?


MR. SEQUIRA:  It is.


MR. KEIZER:  You also produced in evidence, was an exhibit and a report titled "OPG nuclear 2009 benchmarking report, Phase II, a final report", and that appears at Exhibit F5, tab 1, schedule 2.


Was that report prepared by you or under your supervision?


MR. SEQUIRA:  It was.


MR. KEIZER:  And do you adopt that evidence for purposes of this proceeding?


MR. SEQUIRA:  I do.


MR. KEIZER:  As well, were you responsible or involved in the preparation of the responses to interrogatories prepared in respect of the two exhibits that I have referenced?


MR. SEQUIRA:  I was.


MR. KEIZER:  And you adopt the answers to those for purposes of this proceeding?


MR. SEQUIRA:  I do.


MR. KEIZER:  Thank you, Mr. Sequira.


If I could now direct questions to you, Mr. Leavitt.  You, your capacity, is director of investment management; is that correct?


MR. LEAVITT:  No, I am the vice-president of nuclear finance.  I currently hold the position of vice-president of nuclear finance.


MR. KEIZER:  And I've been ably corrected that I was looking at an older CV, and I'm sorry for that.  But you also have a Master's of Science in physics from Queen's University and an MBA from Western University; is that correct?


MR. LEAVITT:  That's correct.


MR. KEIZER:  And you have been employed in various capacities with either the predecessor, Ontario Hydro, or Ontario Power Generation, since 1982?


MR. LEAVITT:  That's correct.


MR. KEIZER:  And in your capacity you oversee developments of various aspects relating to nuclear portfolio, as well as project management and other things?


MR. LEAVITT:  That is part of my portfolio, yes.


MR. KEIZER:  And would you also be involved in the benchmarking and business planning expects that are presented in evidence in this proceeding?


MR. LEAVITT:  I am.


MR. KEIZER:  And were you involved with respect to the evidence filed in this proceeding relating to benchmarking and business planning, in that it was prepared either by you or under your supervision?


MR. LEAVITT:  It was.


MR. KEIZER:  And do you adopt that evidence for purposes of this hearing?


MR. LEAVITT:  I do.


MR. KEIZER:  And were you also responsible or involved in the preparation of responses to interrogatories prepared in respect of that pre-filed evidence?


MR. LEAVITT:  I was.


MR. KEIZER:  And you adopt those interrogatory responses for purposes of this proceeding?


MR. LEAVITT:  I do.


MR. KEIZER:  Thank you.


If I could turn to Mr. Tremblay.  And let's hope I get this one.  Mr. Tremblay, your capacity with Ontario Power Generation is senior vice-president, nuclear planning -- sorry, nuclear programs and training?


MR. TREMBLAY:  That's correct.


MR. KEIZER:  And you have been employed either with Ontario Power Generation or Ontario Hydro since 1977?


MR. TREMBLAY:  Yes, that's true.


MR. KEIZER:  And as part of your role as senior vice-president, you're involved in managing the operation, maintenance, work management, radiation protection, environmental programs of the nuclear fleet?


MR. TREMBLAY:  That's correct.


MR. KEIZER:  And you also have -- you have been involved in the evidence presented today with respect to nuclear benchmarking and business planning?


MR. TREMBLAY:  Yes, I have.


MR. KEIZER:  And has that evidence been prepared by you or under your supervision?


MR. TREMBLAY:  Yes, it has.


MR. KEIZER:  And do you adopt that evidence for purposes of this proceeding?


MR. TREMBLAY:  I do.


MR. KEIZER:  And have you also been responsible or involved in the preparation of responses of interrogatories prepared in respect of that pre-filed evidence?


MR. TREMBLAY:  Yes, I have.


MR. KEIZER:  And do you adopt those responses for purposes of this proceeding?


MR. TREMBLAY:  I do.


MR. KEIZER:  Thank you.


Madam Chair, that -- I don't have any other direct examination for these witnesses, and as such, they are now available for cross-examination.


MS. CHAPLIN:  Thank you, Mr. Keizer.  On my list I have Mr. Lord first.

Cross-Examination by Mr. Lord:


MR. LORD:  Good afternoon, panel.  I've prepared a compendium of documents taken from the pre-filed evidence that I'd hoped to use this afternoon, just to minimize the amount of page-flipping that we'll have to do in the next hour or so.  I provided it to the Board Staff earlier for distribution, if that's okay.


MR. MILLAR:  Yes, that will be Exhibit K2.3, and that is the AMPCO book of documents.

EXHIBIT NO. K2.3:  AMPCO BOOK OF DOCUMENTS.


MR. KEIZER:  Madam Chair, the AMPCO book of documents, as I recall, we only received an e-mail which had one page.  I don't think it was a book.


MR. LORD:  I provided your colleague, Mr. Smith, with hard copies yesterday.


MR. MILLAR:  We have a spare here, which we will pass over.


MR. KEIZER:  Well, I don't think the -- if -- provided Mr. Smith.  I don't think, unfortunately, that OPG staff received them or was aware of it.  So to that extent, I think some of these represent evidence that's already before them, and to that extent I guess we can respond.


So part of it relates to decisions with reasons in November of 2008.  So I guess out of fairness to the witnesses, if there are there are questions related to that which are problematic and they are not able to be responsive to, I would hope that maybe at some point in time at a break we'd be able to at least look at those and be able to respond to those enquiries if necessary, or undertake to get back to the party if we can.


MS. CHAPLIN:  Sure.  We'll proceed on that basis.


MR. LORD:  Yeah, that's fine by me.  So if everyone is ready, what I hope to cover in the next little bit are, to start, just with a brief discussion of the impetus for some of the benchmarking exercises that are being performed in the lead-up to this application, then discuss some of the details of the benchmarking results and the targets that flow from them, and then finish off with a discussion of some of the unique features of the CANDU technology.


So beginning with what happened in the previous hearing. In the Board's decision in the last hearing, there was a discussion of benchmarking evidence that had been introduced, and OPG essentially took the position that the benchmarking that was introduced in that proceeding wasn't really reliable and the Board called upon OPG in preparation for this hearing to come up with improved benchmarking for the purposes of the application.


Is that a fair summary of the run-up to this application, as you understand it?


MR. TREMBLAY:  Yes.  That would be correct.


MR. LORD:  Taking you to page 10 of the compendium I've provided, which is an excerpt from Exhibit A1, tab 3, schedule 1, around the middle of the page, you note that the extensive benchmarking effort led to the development of what you describe as a challenging five-year operational and performance targets; correct?


MR. TREMBLAY:  That's correct.


MR. LORD:  And then on the following page of the compendium, which is an excerpt from Exhibit F2, tab 1, schedule 1, there's an excerpt from what is, I believe, a transmittal letter from ScottMadden in which they praise OPG for piloting what they call a "GAAP-based business planning process"; is that correct?


MR. TREMBLAY:  Yes.


MR. LORD:  So, given that the benchmarking led to a challenging five-year operational and performance targets, and that it's a GAAP-based business planning process, is it fair to say that the benchmarking revealed what appeared to be some significant operational gaps in the way OPG is running its nuclear fleet?


MR. TREMBLAY:  I would say that benchmarking in the nuclear industry is a common practice.  We have been part of industry organizations for a number of years and have benchmarked many individual functions.  I think the benchmarking report shows in a number of areas where we are performing extremely well.  I think this exercise and the challenge by the Board and the work we did allowed us, perhaps, to look at our business in a more holistic way, looking at all the elements, and perhaps integrating in a way that we had not done in the past.


It was a good exercise, has led to a good outcome from our perspective, and it did, in fact, show some gaps, areas where we needed to accelerate our improvement and challenge the organization, which this business planning that is referred to in the evidence does.


MR. LORD:  Taking you now to page 14 of the compendium which is an excerpt from a page from Exhibit F-2, schedule 1 -- or, sorry, tab 1, schedule 1, and the first attachment to that tab, which is the nuclear business plan for 2010 to 2014.  This page shows the executive summary, in which you talk about, in the second paragraph, allowing the external benchmarking allowing you to set aggressive yet balanced targets.


What exactly do you mean by "aggressive but balanced?"


MR. TREMBLAY:  Well, what I would suggest is that -- by that is that there are, in fact, four cornerstones.  Our business is based on these four, and due regard needs to be applied to each one of those.  Pre-eminently safety, environments nuclear public safety is a major cornerstone for us and something we need to protect and preserve going forward.


Similarly, in the reliability area, we recognize that there are improvements that need to be made.  If we reflect on the performance at Darlington, for example, it has shown exemplary levels of reliability and has improved substantially and -- you know, using the fleet approach that we have.  And so there's more to be done, obviously, at the Pickering plants, and the plan drives us there.


Thirdly, human performance.  We are a people business.  It requires integration in the work of many in the business.  And we endeavour to convert fallible humans into a higher reliability organization.  And so this is a central theme for us.


And the final cornerstone is value for money, where, with increased reliability and a focus on costs, we certainly saw some challenges.  The report is fairly blunt in that regard.  And this plan aims to make a significant change in that direction, keeping in mind the necessity to preserve and enhance other areas as well.


So that's what I would draw on for the challenging but balanced approach.


MR. LORD:  Turning back to 13 in the compendium, around lines 18 through 20, in describing sort of at a very high level the targets that OPG has set, they are intended, and I'm quoting now:

"To achieve or significantly move OPG nuclear towards the top quartile of industry performance, based on current levels of industry performance."


Am I reading that accurately?


MR. TREMBLAY:  That's correct.


MR. LORD:  And you mentioned in your description of -- or your description of aggressive yet balanced targets that OPG views its business as having four cornerstones.  But is it not correct that the analysis prepared by ScottMadden focussed on all of those except for human performance?


MR. LEAVITT:  That's correct.


MR. LORD:  That's correct, okay.  I'd like to take you now to page 15 of the compendium, which is another page from the nuclear business plan entitled “Five-year perform plan.”  I'm sorry if you don't have this in colour in front of you.


This page, and I'd like you to correct me if I am wrong, but illustrates or summarizes some of the metrics that ScottMadden looked at now, and where you would like to see those metrics end up in 2014.  Is that a fair summary of what this shows?


MR. TREMBLAY:  That's correct.


MR. KEIZER:  For the benefit of the panel, if -- there is colour produced in the actual exhibit in the evidence.


MS. CHAPLIN:  Yeah, I got it, thanks.


MR. LORD:  In describing this, would you prefer that I talk about shades of grey or green, yellow, red, and white?  Because I can do either.


MS. CHAPLIN:  Most people have the colour version.  Why don't we use the colours.


MR. LORD:  Okay.  This page of the business plan follows the same colour scheme that was included in a similar table in the ScottMadden report; is that correct?


MR. TREMBLAY:  Yes, that's correct.


MR. LORD:  And just so we're on the same page about that colour scheme, green -- boxes that are shaded in green indicate top quartile performance; in white, performance somewhere between median and top quartile; orange is between the bottom and median quartiles --


MR. TREMBLAY:  That would be yellow.


MR. LORD:  Oh, sorry, yellow.  And -- my printer must have a different shade.  And red is the bottom quartile; correct?


MR. TREMBLAY:  That's correct.


MR. LEAVITT:  I'd only make one clarification.  The top quartile implies best whereas statistically, it's just the top quartile.  Often green is the bottom quartile because a lower score is desirable.


So the word used here is "best quartile," which -- let's be clear.


MR. LORD:  Oh, no, I understand.  I appreciate that distinction.


So, looking at this at a very high level, it looks like by many measures or most measures Darlington's doing fairly well, as you alluded to already; right?


MR. TREMBLAY:  That's correct.


MR. LORD:  But has a bit of work to do on a couple of the metrics.  But the Pickering stations, on the other hand, are doing well in several of the safety metrics but there are also three or four that you anticipate improving by 2014?


MR. LEAVITT:  That's correct.


MR. LORD:  And in terms of reliability, the story today at Pickering is a little more bleak.  I'm seeing a lot of red there that you're hoping to move towards yellow and white by 2014; is that correct?


MR. TREMBLAY:  That's also correct, yeah.


MR. LORD:  And when you're moving to white or yellow, this is moving towards top quartile performance but not quite getting there; right?


MR. TREMBLAY:  That's correct.


MR. LORD:  All right.  With respect to value for money, which is the third basket of metrics summarized in this table, is it fair to say that the three-year total generating cost per megawatt-hour is the perhaps most comprehensive measure of value for money.


MR. TREMBLAY:  I'm sorry, could you repeat that?


MR. LORD:  Yeah.  I'm asking if the first line item there, the three-year total generating cost per megawatt-hours, is really the most comprehensive view of value for money delivered by the generating station?


MR. TREMBLAY:  That's correct.


MR. LORD:  That's correct.  But at Pickering we are going to be stuck still in the bottom quartile by 2014; is that correct?


MR. TREMBLAY:  That's correct.


MR. LORD:  Okay.  I just want to jump back to 13, and I already read this out to you.  But you said that the targets are intended to achieve or significantly move OPG nuclear towards top quartile of industry performance based on current levels of industry performance; that's right?


MR. TREMBLAY:  That is correct.


MR. LORD:  And my emphasis there was on current levels of industry performance.


So when you're looking at -- well, we'll talk about safety and reliability first -- thinking about the targets in 2014, this is -- the analysis assumes that the other comparators that were used to develop the benchmarking will be performing business as usual with respect to their safety and reliability; is that fair?


MR. TREMBLAY:  Well, yes, they're -- the intention here is to maintain, if not to try to improve, performance.  There are differences from a design standpoint in the plants and various issues that make performance different from one to the other.  But the general approach that you've described, what you've talked about, is our intention:  To move everyone -- to improve everybody and everyone's performance as we go forward.


MR. LORD:  But with respect to your comparators, you're assuming -- understanding that there are differences in technology, which I assure you we'll get to, that those comparators will continue with respect to safety and reliability, performing as they have in 2008 by 2014?


MR. TREMBLAY:  Yeah, we expect them to be at that level, and obviously we continue to monitor the environment for improvements and looking to improve our performance further.


MS. CHAPLIN:  Sorry, I don't think that's the question, Mr. Tremblay.


MR. TREMBLAY:  Oh, I'm sorry.


MS. CHAPLIN:  What we're trying to understand is the comparator group.  So all of -- the non-OPG, right?


MR. TREMBLAY:  Yes.


MS. CHAPLIN:  Is the assumption underlying this analysis that their performance stays the same, or is there an assumption that their performance will improve?  Mr. Lord, that is what you're getting at, right?


MR. LORD:  That is exactly what I'm asking, yes.


MR. LEAVITT:  It's a good question.  For the targeting exercise, there was a significant amount of discussion as to, especially -- and there's two different groups, let's say operating performance metrics and financial performance metrics.  Let's look at the operating first as to whether or not those should be adjusted.  If you look at the individual metrics in the benchmarking report there are trends.  Some of them are improving, and then some for the last couple years might actually have gotten worse in the industry.  There are those that believe that in some of the technical metrics the industry has reached the theoretical maximum, and at this point things actually started to look worse.


But they're very small changes one way or the other.  In trying to go forward, we would have to guess either a worsening trend continues or an improving trend continues over the foreseeable future.  And it seemed problematic whether or not we would be able to guess what would happen, because there have been changes in the industry.  The more conservative assumption was simply to -- and more credible.  When you're dealing with fleet engineers, they have trouble with consultants speculating as to what things might happen.


The conservative assumption was to leave the metrics on operating performance as they were, but where there were examples, or where we thought the trend might continue, those were the kind of discussions that were happening around targeting, which is why we put the trend in, and you could see the trend either slightly going up or slightly going down.


So I would say that people were informed of the trend, but a decision was to be conservative and set the outside benchmark at the last known benchmark.


MR. LORD:  So with respect, to make sure I understand, with respect to safety and reliability, the industry -- you have assumed, for the purposes of this analysis, that the industry as a whole has achieved a sort of steady state that will carry through to 2014, subject to a few little tweaks which aren't really material.


MR. LEAVITT:  No, I'm not sure that was the assumption, but the comparator was the last known comparator.


MR. LORD:  Okay.  Then I want to direct you to a footnote on page 15 of the compendium, this comparison of tables, that says the 2014 cost targets are above 2008, due to expected cost escalation of median and best quartile cost, per the EUCG panel historical trend.


So I take it, and I think this was confirmed in an IR that I'll discuss in a second, that while the safety and reliability metrics were taken from the last known data point -- were assumed to be same as the last known data point, that the value for money benchmarks are, in fact, escalated over time?


MR. LEAVITT:  That's correct.


MR. LORD:  Okay.  Turning to page 18 then of the compendium, which is OPG's response to SEC IR No. 29.  And that's Exhibit L, tab 12, schedule 29, Issue 6-5, for those who have them grouped by issues.


SEC asked -- Schools asked about the annual increases that are built into the total generating costs.  And it's a composite of a few different metrics, but the bottom

line -- and this is at 34 -- is that there's an annual increase in total generating costs of approximately 4 percent per annum; is that correct?


MR. LEAVITT:  It is.


MR. LORD:  So that's built into the benchmarks against which you're targeting in 2014.


MR. LEAVITT:  In the case of the financial, yes.


MR. LORD:  Okay.  I'd like to take you to a document which is reproduced at page 20 and 21 of the compendium, which was provided by OPG in response to technical conference questions posed by Board Staff -- I think it was their question 5(b) -- and by CME, their question 3.  Do you have that in front of you?  It's entitled "Canadian forecast executive summary"?


MR. LEAVITT:  I do.


MR. LORD:  I haven't reproduced the whole thing, but I'd like to take you to the eighth page of that document, which is 21 of the compendium.


And this document, just to confirm my understanding, is something that OPG has reviewed as part of its business planning process, or at least was known to OPG during its business planning process; is that correct?


MR. SEQUIRA:  Could you restate the question?


MR. LORD:  Sorry, this Canadian forecast executive summary, I'm assuming because it was provided by OPG that OPG was aware of this as part of their planning exercise, this document?


MR. SEQUIRA:  I would presume that this was provided by corporate business planning.


MR. LORD:  Okay.  About halfway down the page, on the table on page 8 of the summary, there's a line for this group's forecast of Canadian CPI change year over year.  And sort of moving across the line, you see in 2010 they're predicting year over year CPI change of 1.8 percent, in 2011 1.8 percent, 2012 1.9 percent, 2013 2 percent, and so on.


Based on this data, you would agree with me that it appears that your 4 percent inflation factor applied to the benchmarking of total costs of generation is significantly outpacing at least this forecast of inflation in Canada; is that correct?


[Witness panel confers]


MR. KEIZER:  Madam Chair, maybe while the witnesses are conferring on that last question, just to point out that the interrogatory response that my friend directed the panel to, L-12-29, that was updated, and there was a corrected version as well that was filed, just so that parties are aware of it.  And I don't think it's in the compendium.  I don't believe it's reflective of the updated interrogatory.  So just for the record.


MS. CHAPLIN:  Oh, that's noted.


MR. LORD:  And please, apologies for that.  If I do deviate from what's in the corrected version, please let me know.


MR. LEAVITT:  If you can repeat the original question.


MR. KEIZER:  Sorry, just my friend goes there, or the witness goes there.  I believe in the version that is in the compendium, it does make reference to an increase of approximately 4 percent in the corrected version, as opposed to 4.5 percent in the version that my friend is relying on at page 18 of his compendium.


MR. LORD:  Sorry, appreciating that this may be the wrong document, but still, the blended annual increased costs shown at page 18 of the compendium is 4 percent.  The 4.5 percent refers to one of the components of that blended rate.  So is the correction to the non-fuel costs or to the final, the bottom line?


MR. KEIZER:  The corrected version indicates that the overall industry inflation assumption for total generating costs to increase by approximately 4 percent per annum.


MR. LORD:  Okay.  That's what I'm assuming is the case.


MR. KEIZER:  Okay.  Thank you.


MR. LORD:  So just to return to my question, looking at this Canadian forecast executive summary that has a forecast of CPI change year over year through the test period, it looks like at least this forecast is being significantly outpaced by this agreed 4 percent escalation of the total generating cost benchmarks?  At 4 percent you got less than 2 percent.


MR. LEAVITT:  Another good observation.  The escalation of the value for money targets was based on actual historical escalation over the past three years, projected forward.  So we felt at the time that that was a better estimate of what actual utility costs might be experienced in the future, versus the consumer price index.


MR. LORD:  I appreciate that, and I'll get to the components of your 4 percent forecast in a second.  I have a few questions about those as well, but could I get an answer to this 4 percent bigger than --


MR. LEAVITT:  Yes, 4 percent is bigger than 1 percent.


MR. LORD:  Okay.  Thank you.  The components of this 4 percent escalation estimate are the following three items:  Non-fuel costs, fuel costs, and capital costs; is that correct?


MR. LEAVITT:  It is.


MR. LORD:  And with respect to fuel costs, you've forecasted an increase of 7.2 percent per annum; is that correct?


MR. LEAVITT:  Yes.


MR. LORD:  And that was based on a three-year period; correct?


MR. LEAVITT:  I'm trying to find that in my notes but that's my belief.  It's three years.


MR. LORD:  Do you know which three years?


MR. LEAVITT:  2006, 07, and 08.


MR. LORD:  My understanding, and I don't know if this is reflected in the evidence, is that in 2007, there was a significant spike in uranium prices; are you aware of that?


MR. LEAVITT:  No.


MR. LORD:  More generally, then, when looking at your three-year period to develop each of these components, did you normalize for any outstanding or unusual changes in price during those three periods, or did you just assume that that three-year snapshot was indicative of the trend?


MR. LEAVITT:  For benchmarking purposes, we used the last three years and assumed it was indicative of the projection period.


MR. LORD:  And the comparator group, can you remind me who's included in the comparator group, not naming them individually, but sort of at a high level?


MR. LEAVITT:  For the value for money metrics, those were taken from EUCG, all companies, so it's North American plants.


MR. LORD:  So it includes not just our CANDU reactors but also pressurized water reactors south of the border.


MR. LEAVITT:  It includes the heavy water reactors and the CANDU plants.


MR. LORD:  Is there not a difference in the nature of the fuel used with those reactors than with the CANDU reactors?


MR. LEAVITT:  There is.


MR. LORD:  It is more enriched?  I'm not a nuclear engineer but is that sort of a simple way of describing the difference?


MR. SEQUIRA:  PWRs use enriched uranium fuel.


MR. LORD:  And would that not be reflected in a generally higher fuel cost for PWR reactors?


MR. LEAVITT:  Probably would.


MR. SEQUIRA:  It would.


MR. LORD:  Could that help explain, returning to the five-year performance plan, why, despite Pickering's difficulties, shall we say, in kind of the comprehensive value for money metric of total generating cost, they're doing pretty well on three-year fuel costs?  Relative to a comparator group that includes these more expensive PWR fuels?


MR. LEAVITT:  It would.


MR. LORD:  Okay.  Thank you.  But even after we account for or build in this 4 percent escalation factor, the expectation is that Pickering is still going to be stuck at the bottom with respect to total generating costs in 2014; is that right?


MR. LEAVITT:  That's correct.


MR. LORD:  I'd like to take you now to Exhibit F2, tab 1, schedule 1, attachment 3, which is also at page 22 of the compendium.  And it's a document entitled "Key drivers of total generating costs."  And my understanding of the purpose of including this document in the evidence is to provide some colour as to why CANDU reactors might be more expensive to operate.  Is that kind of the general purpose of this attachment 3?


MR. TREMBLAY:  Yes, it's to reflect differences.


MR. LORD:  And the first sentence, you talk about, you set up the discussion of these key factors as saying many of them are unique to CANDU operations; correct?


MR. TREMBLAY:  That's correct.


MR. LORD:  I'll kind of deal with these a bit from the bottom up, so if you could flip ahead to page 25 of the compendium.


In your discussion of both material standards and work environment, the sort of unifying theme of those two key drivers is that there are demanding conditions and harsh environments that need to be accounted for when operating these plants; is that correct?


MR. LEAVITT:  Yes.


MR. LORD:  What are those demanding conditions and harsh environments exactly?


MR. TREMBLAY:  Well, one obvious is the heavy water technology, and in terms of the tritium that needs to be dealt with on a day-to-day basis, which the PWR or the boiling light water reactors would not have to.  It requires a level of protection, monitoring, the ventilation systems, integrated systems that do not exist in simpler forms of nuclear power generation.


MR. LORD:  So, while there is a similarity between different generation technologies in that you're in a nuclear environment, you say there are particular features of CANDU that make this - probably a poor choice of words - but super-nuclear environment in terms of the material standards and work environment you have to consider?


MR. TREMBLAY:  I wouldn't use those words, but certainly cumbersome, as is in the evidence, cumbersome plastic suits.  If you've ever tried to work through one of those, you would appreciate it's a bit more difficult than simply not having to wear one.


MR. LORD:  And with respect to training, any type of nuclear plant is going to require people who have, as you described, special skills that require extensive and ongoing training.  And I'm reading that from page 24 of the compendium; correct?


MR. TREMBLAY:  That's correct.


MR. LORD:  And that's true at any type of reactor?


MR. TREMBLAY:  Yes, that would be, that would be true.


MR. LORD:  So this requirement for training may not really be that unique to CANDU?  I mean, there will obviously be specific aspects of the CANDU technology in which they have to be trained, but the fact that you have to train pretty hard to work in these types of environments will be kind of the same at other types of generation technology?


MR. TREMBLAY:  Yes.  Certainly from one technology to another, there's a requirement to be certified or authorized to operate the plants.  There's some aspects in the Canadian environment, but those are simply different.


MR. LORD:  Okay.  So having talked about those key drivers, what's left are the bullets "complexity" and "generation technology".  And to sort of lump these together, these are things that are unique about the CANDU technology that make them particularly expensive to operate; is that correct?


MR. TREMBLAY:  Well, certainly they are complex.  I think we certainly see in the value for money comparisons that there are challenges.  We haven't talked about size of reactor, but certainly as far as Pickering is concerned that's an element as well.  The Pickering unit has many interrelated systems that add to the complexity of maintenance and so forth.


MR. LORD:  I'd like to take you -- and this, I apologize, isn't in my compendium, because I just found it this morning -- but the response to Board Staff's Interrogatory 53, which is Issue 6.4, Exhibit L, tab 1, schedule 53.  Let me know when you're there.


MR. TREMBLAY:  This is Board Staff Interrogatory 54?


MR. LORD:  I've got 53.


MR. TREMBLAY:  All right.


MR. LORD:  And towards the bottom of the page -- and I think this will probably pick up some of the points to which you were just alluding, and I'll read this in, beginning at 40, talking about:

"Poor material condition is only one factor limiting the ability of Pickering A and B to achieve median total generating cost performance by 2014.  Among the structural factors that drive higher costs at Pickering stations, as discussed in Exhibit F2, tab 1, schedule 1, at pages 13 and 14, are the size of the reactor units compared to industry median, the complexity of the CANDU technology compared to the benchmark reactors, which are predominantly PWR..."


Which is pressurized water reactor:

"...and BWR."


Which is -- help me out.


MR. TREMBLAY:  I'm sorry?


MR. LORD:  BWR is...?


MR. TREMBLAY:  Pressurized light water reactor, and boiling light water reactor would be the other one.  BWR.


MR. LORD:  And your response to this interrogatory concludes:

"These factors are outside of OPG's control, and are differences that will continue to exist in the future."


Is that right?


MR. TREMBLAY:  Certainly once the plant is built, there's limited ability to change that, yes.


MR. LORD:  And these plants are built, correct?


MR. TREMBLAY:  Yeah.


MR. LORD:  I'd like to take you now to page 27 of the compendium, which is OPG's response to AMPCO IR No, 23.  It's Issue 6.4, Exhibit L, tab 2, schedule 23, and I am in this case referring to the updated version that was filed.


MR. TREMBLAY:  I have it.


MR. LORD:  Can you just explain what the nature of the update that was made to this response is?


MR. LEAVITT:  I'll take that.  In the process of putting together the current business plan, the OPG team was using a spreadsheet initially developed by ScottMadden, and it was found that for one of the units that report in the international CANDUs, for the NPI overall index score, which WANO reports, a zero was taken as a legitimate score, which it can be on many metrics.  On that particular spreadsheet there are nearly 6,000 cells, but that particular zero should have been taken as a not reporting, and instead it was assumed that that was a valid number, which brought the overall international CANDU score down for NPI.  And so that was corrected per this undertaking.


MR. LORD:  And as a result of that correction, does anything else in the pre-filed evidence need to be changed?  Just so we know that we're looking at the most current information.


MR. LEAVITT:  It's probably subject to validation, but putting together as best we could on short notice, it changed the score for that one unit because, in effect, "A" unit should have been deleted, and the plant's score would have reverted to the other unit.  For one impact it raised international CANDU ranking.


Relative to the NPI thresholds, the best quartile threshold did not change.  The median moved slightly, which would have changed -- would have changed the colouring for -- in the current state.  Pickering A and Pickering B, both would stay white, and Darlington would stay green.  However -- and the bottom -- and so the projected target-setting table that you have referred to should not have changed.  However, the bottom quartile definitely did change.  It moved from 57.4 to 60.9.  And so in the description of the current state, Pick B would have remained yellow, but Pick A would have been red.


MR. LORD:  Sorry, which specific line items are you referring to in the description of the current state?


MR. LEAVITT:  This would have -- in the -- just one moment.  I'll get the reference for you.


In Exhibit F-5, 1-2, page 8.


MS. CHAPLIN:  So this is the Phase II report?


MR. LEAVITT:  Excuse me, yes, this is the Phase II report.


On Figure 2 was a summary of what I would call current state, where the situation was in 2008 with OPG.  And that change on the -- this is all, by the way -- all of this relates to the WANO NPI index reliability, first measure.


MR. LORD:  Okay.  And is that the same -- that carries through then to the illustration of the five-year performance plan on page 15 of the compendium, from the nuclear business plan that we've looked at already?


MR. LEAVITT:  It would.


MR. LORD:  Okay.  Thank you.


Returning back to our -- the response to AMPCO's IR No. 23, which is at page 27.  Sorry to have you dancing between pages.  Looking at this chart, it seems that OPG's CANDU reactors and the other Canadian CANDUs are noticeably clustered at the bottom of the table for each of the three years under study; is that correct?


MR. LEAVITT:  Yes, it is.


MR. LORD:  The international CANDUs seemed to fare quite a bit better, but the Canadian CANDUs are all at the bottom of the barrel.


MR. TREMBLAY:  Yes.


MR. LORD:  And do you feel --


MR. TREMBLAY:  Primarily from a forced loss rate than a capacity factor standpoint.


MR. LORD:  okay.  And do you feel that that's a reflection of the differences between the CANDU technology and the other technologies of the comparator group?


MR. TREMBLAY:  I think that's a reflection of the fact that the material condition needs to remain a focus of the CANDU.  If we look at the Darlington plant, certainly over the last couple of years, its performance is very good.  Its forced loss rate last year was below 1 per cent, which is, as you can compare to the various charts, very good.


So I would say that there is lots of room for improvement.  We ascribe, basically, no fatalistic remarks about where we will end up.  We simply know we need to get better.  And we've got plans in place to improve our performance.  The international CANDUs, as you've pointed out, in fact are performing reasonably well, some exceptionally well.


MR. LORD:  With respect to fatalistic remarks, in the response to Part B of AMPCO 23, you note that ScottMadden has advised OPG that it cannot predict if the results will continue in the future, so presumably ScottMadden is not willing to make fatalistic remarks about the future performance of CANDUs; is that correct?


MR. TREMBLAY:  It is.


MR. LORD:  But in the paragraph that immediately follows, OPG says the following, and I quote:

"Capability factors for CANDUs are typically lower than PWRs due to longer planned outages.  Longer outages, in turn, result in higher collective radiation exposure, which is another MPI component.  In addition, CANDU units are more complex, with higher number of components which can be linked to higher FLRs...”

-- which are?


MR. TREMBLAY:  Forced loss rate.


MR. LORD:  Forced loss rate, thank you.

"...CANDU technology, as well as the potential for greater unplanned work during outages."


Does that continue to be the case?


MR. TREMBLAY:  Yes, it does.


MR. LORD:  So it seems that you are, in fact, predicting ongoing challenges arising from the CANDU technology?


MR. TREMBLAY:  There are challenges.  I was just reacting to the point that, you know, we are looking to get better, to improve the plants.  If you look at the Pickering B performance, for example, for the last couple of years, it has improved markedly as a result of a sharp focus on equipment reliability and human performance.  Pickering A is on the same approach, same program.  And as you can tell from the business plan targets, we're looking for much improved performance down the road.


MR. LORD:  Just going back to the five-year performance plan.  In the response I've just read out, you talked about challenges relating to capability factors, collective radiation exposure, and forced loss rates. These are in the five-year performance plan areas that you're specifically targeting for improvement; is that correct?


MR. TREMBLAY:  Can you point me to what you're speaking of right now?


MR. LORD:  Sorry, it's page 15 of the compendium.  And you might want to have the page 28 of the compendium out in front of you too.


And in your response to part (b) of AMPCO 23, you are discussing some of the challenges with CANDUs and mention specifically capability factors, collective radiation exposure, and forced loss rates as being problems that are kind of tied together and make CANDUs challenging to deal with as compared to the PWRs; that's correct, right?


MR. TREMBLAY:  Well, yes, you can see -- you can see that collective radiation exposure, forced loss rate, unit capability factor, are all elements in the five-year plan, and they're all targeted for improvement.


MR. LORD:  So you're really targeting some of the systemically challenging features of the CANDU technology over the next five years?


MR. TREMBLAY:  Well, we're challenging all areas of performance, but, yes, those in particular.


MR. LORD:  Okay.  And will achieving improved performance relative to the peer group with these particularly challenging features of the CANDU technology not be particularly expensive?


MR. TREMBLAY:  The plan that we've constructed and are working on is, in fact, giving back, you know, significantly.  We're reducing our costs, improving performance.


The big issue with Pickering A, for example, is the forced loss rate, which is very high.  We need to get more generation out of that facility, and our belief is, based on the success that we've had elsewhere in the fleet, is that we need to continue to focus on the material condition of the plant, and that's what the plant calls for.  And, you know, the results will come and are projected in the business plan period.


MR. LORD:  You've mentioned material condition a couple of times.  Just for our edification, could you provide a little more detail as to what you're referring to when you talk about "material condition"?


MR. TREMBLAY:  Sure.  The system itself is made up of my components.  It's essentially reducing backlogs of degraded equipment, focussing in on converting corrective maintenance program to more preventive in nature, and avoiding forced losses due to the equipment failure.


MR. LORD:  Okay.  Thank you for that.


Turning again to the response to AMPCO's IR No. 23 on page 28 of the compendium, well, 27 and 28.  I noticed a couple of other patterns in the rankings that I was hoping that you could confirm for me.  The first, which I alluded to previously, is that the international CANDUs do better than the Canadian CANDUs consistently, and quite a bit better in these rankings; is that correct?


MR. TREMBLAY:  Yes, the table shows that.


MR. LORD:  And the three other Canadian CANDU comparators that are included tend to do worse than OPG's CANDUs over these three-year periods; is that correct?


MR. TREMBLAY:  That would appear to be the case.


MR. LORD:  Okay.  Last night by e-mail we circulated -- or yesterday afternoon we circulated a chart which we prepared with reference to data available from the World Nuclear Association.


MS. CHAPLIN:  Mr. Lord, if you are moving to a slightly new area, I think we will take our afternoon break now.  If that's okay or are you just about done or...


MR. LORD:  I'm easy either way.


MS. CHAPLIN:  Okay.  Then we'll take the break now.


We will reconvene in 15 minutes.


MR. LORD:  Thanks.


--- Recess taken at 3:31 p.m.


--- On resuming at 3:51 p.m.


MS. CHAPLIN:  Please be seated.  Mr. Lord?


MR. LORD:  Thank you.


Just before I proceed with my questioning, I have our consultant Tom Adams listening in to the hearing, and he said that it was kind of hard to follow what changed in the pre-filed evidence as a result of the update to AMPCO IR 23(a).  So I was hoping to get an undertaking to identify those areas of the pre-filed evidence that change as a result of the change to the response to AMPCO IR 23.


MR. KEIZER:  That's fine.


MS. CHAPLIN:  Okay.


MR. LORD:  Thanks.


MR. MILLAR:  J2.8.

UNDERTAKING NO. J2.8:  TO IDENTIFY THE AREAS OF THE PRE-FILED EVIDENCE THAT CHANGE AS A RESULT OF THE CHANGE TO THE RESPONSE TO AMPCO IR 23.


MR. LORD:  So just before we left, we'd looked at some of the patterns in the WANO ranking -- NPI ranking, specifically, that international CANDUs outperform Canadian CANDUs and that OPG's CANDUs tended to outperform their other Canadian CANDU peers.


Yesterday afternoon I circulated by e-mail a chart that was prepared from World Nuclear Association data, and I was hoping that the panels had an opportunity to familiarize themselves with this chart?


MR. TREMBLAY:  We have.


MR. LORD:  So there would be no objection to entering it into evidence?


MR. TREMBLAY:  Not from us.


MR. KEIZER:  We're fine, thanks.


MR. MILLAR:  K2.4.

EXHIBIT NO. K2.4:  CHART PREPARED FROM WORLD NUCLEAR ASSOCIATION DATA.


MR. LORD:  So what this chart endeavours to show is to follow a similar grouping as to what's found in the WANO rankings, in that the first block of facilities that are considered are the international CANDUs.  Then there's a second block of facilities that are OPG's CANDUs.  Third block are the Bruce CANDUs, and I apologize that Bruce 1 and 2 were not included.  They're not in there because they are out of service currently and didn't show up, but I'll comment on that when we get to it.  And then Point Lapreau and the Hydro-Québec reactor are the last two groupings.  Is that clear from the table?


MR. TREMBLAY:  Yes, it is.


MR. LORD:  Moving across to the second-to-last column, entitled "start year", these are the in-service dates of each of these reactors as reported by the World Nuclear Association.  Do they seem correct to you?


MR. TREMBLAY:  Yes, they do.


MR. LORD:  And the final column, "average in-service date", is a value that we calculated and is just the arithmetic mean of the in-service dates shown in the start-year column.  Have you had an opportunity to double-check our math there?


MR. TREMBLAY:  I have not, but looks reasonably right.


MR. LORD:  Well, subject to check then --


MR. TREMBLAY:  Yes.


MR. LORD:  -- you would agree that it's right?


So we can see that the international CANDUs have an average in-service date of sometime in 1996, OPG's 1985, Bruce 1983, and it would actually be a bit lower than that if Bruce 1 and 2 were included, because my understanding is that they came on-line in September of 1977, which would have the effect of drawing that arithmetic mean down a little bit.  Again, subject to check, if you would like.  The New Brunswick reactor, 1983, and the Quebec reactor, 1983.


I'd like to sort of hold this chart of World Nuclear Association data up beside the WANO NPI rankings and ask for your confirmation that there is a similar pattern in the two charts; namely, that international CANDUs are younger than the Canadian CANDUs, and that the Darlington CANDUs are in turn younger than the other Canadian CANDUs.  Is that a fair summary of what we're seeing here?


MR. TREMBLAY:  Yes.  Yes, it is.  Certainly the Chinese are very recent projects, and Cernavodă-2 went on-line very recently.


MR. LORD:  So is there not a parallel then between the average age of the reactors and where they sit, where CANDUs sit, relative to each other in the WANO NPI ranking?


MR. TREMBLAY:  It would be certainly fair to say that the later plants reflect a lot of operating experience and upgrades in some of the thinking.  For example, the OPG fleet has in fact three generations of reactors, and clearly Darlington is outperforming the other two.


MR. LORD:  So the newer reactors tend to do better than the older reactors over time.


MR. TREMBLAY:  They do.


MR. LORD:  Okay.  So does this not potentially suggest for OPG that as its reactors age, catch up in age with -- well, not catch up, but follow the aging path that the Bruce reactors and the New Brunswick power reactor and Hydro-Québec reactor followed, that their performance, you know, absent any intervention on the part of OPG, would tend to deteriorate?


MR. TREMBLAY:  Well, what I would say is that, certainly if you look at Pickering B's performance over the last couple of years, it's operated much better than it had historically, you know, typically forced loss rate much higher than it's currently enjoying.  We believe that's because of significant effort in our plant, material condition, and focused on reliability.


Similarly, Darlington is performing better than it has historically, and we intend on maintaining that level of performance.  But similarly, there are plants in the US who are fairly on in years that are exemplars that are highly rated and performing extremely well.


So while I would agree that the later generations of reactors tend to have a lot of the operation experience and the -- built into them and correcting some of the issues that perhaps were in the past, it is certainly possible to operate older facilities to a high level of reliability.


MR. LORD:  When setting your benchmarking -- or, sorry, your performance targets for the purpose of the business plan, did you account for the fact that, as these reactors age, that they may, you know, again, absent the types of intervention you've described, tend to deteriorate in their performance?


MR. TREMBLAY:  We've certainly, from the standpoint in setting targets for Pickering, certainly that is -- that is a factor.  And you know, the evidence, I think, is there --


MR. LORD:  Could I then -- sorry, I didn't mean to interrupt.


MR. TREMBLAY:  No.  Go ahead.


MR. LORD:  Could I take you to Exhibit F5, tab 1, Schedule 1.  And sorry, it's not in the compendium, so you'll have to give me a minute as well to pull it up.


And I'll refer you to the covering letter from ScottMadden dated July 2nd, which is shown as page 1 of 158.  And it's actually page 2 I'd like to look at.  Sorry.


MR. TREMBLAY:  I'm sorry.


MR. LORD:  Take your time.


MR. TREMBLAY:  Perhaps you can direct me again.  This is Exhibit foxtrot 5-1-1, page 2 of 158?


MR. LORD:  That's right.


MR. TREMBLAY:  All right.


MR. LORD:  And this is a letter that accompanied the -- or regarding the OPG nuclear 2009 benchmarking report; is that correct?


MR. TREMBLAY:  Yes.


MR. LORD:  And on page 2, in the first full paragraph, about halfway down -- the letter was penned by Mr. Sequira, correct?


MR. SEQUIRA:  It was.


MR. LORD:  And Mr. Sequira remarks about halfway down through that second -- first full paragraph on page 2:

"Differences in design technology, the number of reactors on-site, the geographic size of the site, reactor age, operational condition, and other factors all influence OPG's operational and financial performance.  Benchmark data can be useful for highlighting performance gaps relative to other nuclear generation operators, but prescriptive conclusions regarding OPG's ability to narrow such performance gaps will require further analysis."


So is it fair to say that the benchmarking report that accompanied this letter did not specifically account as a controlling variable for things like age of the reactor, as well as the other variables described in that passage I just read?


MR. LEAVITT:  Can you rephrase the question?


MR. LORD:  I can attempt to.  Is it fair to say that the benchmarking report that this letter accompanied didn't take into specific account things like reactor age and the other variables in the passage that I just read into the record?


MR. LEAVITT:  The question probably goes to how benchmarks are assembled.  And directly, there are two options.  You can begin to modify the benchmarks to try to get them to fit the company you're comparing, and there have -- companies have tried that.  We've tried that a number of times.  We came close to doing that here or attempted to do it.  What happens is you start to make changes to the benchmarks themselves versus take them as they are, you know, what they represent, in the industry.


The philosophy, and it was discussed at some length at the beginning of the study, was to take the benchmarks as they are, not to correct them for any type of factors, whether or not they were technology factors or otherwise.  Our experience, and we've been doing this for a number of years, is that when you attempt to correct the benchmark itself prior to the comparison, it tends to dissolve into an exercise of finding excuses for why you're not at the benchmark.  And to OPG's credit, while we did go down that route for several days, we recommend and they adopted -- the benchmark is what it is.  It is where the industry is.  It's never a 100 percent comparison.


In this case, a review of the report will show that there are some obvious gaps.  The important thing is, is directional strategy and decision-making.  And in this case, the gap is there, and the company has stepped forward and said, We're going to close the gap.


The cover letter, my comments in the cover letter are a prescriptive warning against trying to take perhaps a metric which is 178.1 and trying to determine or recommend that a particular company, OPG or others, should get to 178.1, which would be an absolute comparison.  That's generally fraught with many problems.


Instead, we recommend that management use it as a directional guidance, which I think -- which OPG did, and to commit themselves to closing the gap as fast as they can.


MR. LORD:  So, just to summarize what you've just said in respect of developing the benchmarks, there was a deliberate decision after some interaction between ScottMadden and OPG that, with respect to the reliability and safety metrics, you wouldn't try and, for lack of a better word, tweak them to account for explanatory variables that may be kind of buried in the benchmark?


MR. LEAVITT:  That's correct.


MR. LORD:  But that's not true of the financial benchmarking, which we've already covered, was escalated.


MR. LEAVITT:  Yeah.  Good point.  The financial ones were the only ones that were adjusted in the prior -- and the reason was that when these were rolled out and became targets for the operational groups, the stations and the support business units, they were more comfortable looking at a number in terms of setting their targets and what they needed to do in terms of cost reduction, using numbers, real numbers, that they would be shooting for.


And so, in that particular case, for the targeting purpose, the benchmarks were adjusted to what would be the actual cost target.  And so there were two, in effect, two adjustments.  One was anticipated cost changes.  And the other one was an adjustment for OPEB, which is not in the EUCG total cost as well, but is in the budgets that they look at.  So to make it a familiar number for the sites to work with and the business support units, those two corrections were made.


MR. LORD:  Okay.  Thank you.  I've just one more line of questioning, which will take us, actually, back to page 8 of the compendium.  And I promise to be brief.  I know Mr. DeRose is anxious to get going.


Oh, my apologies, sorry.  Page 2 of the compendium, which is an excerpt from the Board's previous decision in the 0905 case.  And they're specifically referring to chart 2-1, which are comparative nuclear PUEC costs for 2005 through 2009.  And I just want to remark that the 2009 forecast there for Pickering was $77.  Would you agree that that's what the chart shows?


MR. LEAVITT:  Yes.


MR. LORD:  Okay.  And then, flipping to the other end of the compendium, page 31, you see a somewhat familiar chart.


MR. TREMBLAY:  I'm sorry, what page is that?


MR. LORD:  31 of the compendium, which is a response to AMPCO IR No. 22.  And the chart is entitled "Update to chart 2-1 from EB-2007-0906," it says, but I believe it means 0905.  Would you agree that the PUEC number for Pickering A in 2009 was 84.2, the actual?


MR. SEQUIRA:  It's labelled as 84.2.


MR. LORD:  So, in terms of how OPG expected to do last time it considered benchmarking and set targets for itself, with respect to this one metric, it ended up doing quite a bit worse than it forecast; is that not correct?


MR. SEQUIRA:  Yes.


MR. LORD:  All right.  Those are my questions.  Thank you.


MS. CHAPLIN:  Thank you, Mr. Lord.  Mr. DeRose.


MR. DeROSE:  I'll move over here.  That microphone does not appear to work.

Cross-Examination by Mr. DeRose:


MR. DeROSE:  Panel, my name is Vince DeRose.  I'm here on behalf of Canadian Manufacturers & Exporters.  And with respect to our interest in your panel, we are solely asking questions about the planning process itself.  I will not be addressing benchmarking at all.  And so just so that you understand where we're coming from, and my line of questioning will be similar to the questions that I asked the panel on their planning process this morning.


And so, just stopping there for a moment, is my understanding correct that your planning process for the nuclear side of the business is conducted in isolation from the planning process for the hydroelectric regulated side of the business, at least at your level, so below the corporate planning structure?


MR. SEQUIRA:  That's correct.  The common element is the corporate planning's element.  And the corporate planning instructions from that point downwards business units will plan independently.


MR. DeROSE:  Okay.  So your business unit would not have been having conversations with the hydroelectric business unit at the -- while you were preparing your business plans; is that fair?


MR. SEQUIRA:  That's fair.


MR. DeROSE:  Okay.


MR. SEQUIRA:  Hydro-electric information might flow to us from our corporate contacts but --


MR. DeROSE:  Right.  So it's like a triangle.  It would go up to corporate planning and corporate planning may pass things on to you, but you would not be talking directly to, for instance, the individuals who testified this morning?


MR. SEQUIRA:  That's correct.


MR. DeROSE:  Okay.  And did you listen to the cross-examination this morning?


MR. TREMBLAY:  No.


MR. SEQUIRA:  No.


MR. DeROSE:  Okay.  In that case, just for your benefit, and it may be groundhog day for some of us that have heard this explanation this morning, but CME's interest in the planning process is to explore the adequacy of OPG's response to the rate impacts that electricity customers in the province of Ontario are facing.  And so it's within that context that I would like a little better understanding of the information which you considered in your planning process with respect to customer impacts.


And so if I could have you put -- or have put in front of you Exhibit K2.1.  That was the motion record that was made an exhibit this morning.  Now, and then if I can have you turn to tab 3.  I understand from this morning that when your counsel had copies made he might not have actually had it tabbed formally, but I think there's a way that you can identify it.


This is the business -- this is the business planning and budgeting process evidence.  And then if I can have you turn to the back of that evidence, is Exhibit A2-2-1, attachment 1.  This is the business planning instructions, which I believe you would have received from corporate planning?


MR. SEQUIRA:  Yes.


MR. DeROSE:  Okay.  And so first of all, I take it that this is the document that you would have received from corporate planning?


MR. SEQUIRA:  Yes, it is.


MR. DeROSE:  And this is the document dated June 3, 2009.  And I take it that, as a matter of practice, you would review these instructions, and your business plan would be developed in accordance with these instructions?


MR. SEQUIRA:  That's correct.  Or deviations would be discussed with corporate business planning.


MR. DeROSE:  Okay.  Can I just have you turn to page 3?  And you'll see there is a first -- this is -- it will say "introduction" at the top.  There is a paragraph, then there are six bullets.  The next paragraph, the last sentence reads as follows:

"The fact that many Ontario businesses are fighting for survival and ratepayers are facing economic hardship means that we can expect unprecedented pressure to aggressively manage our costs while maintaining safe and prudent operations."


Can you tell me, when you read the phrase "we can expect unprecedented pressures to aggressively manage our costs", what did that mean to you?


MR. SEQUIRA:  It reaffirmed that the nuclear approach to addressing the four cornerstones was appropriate.  As Mr. Tremblay has testified, the four cornerstones help us to focus on safety, reliability, human performance, and value for money.  And with appropriate focus on all of those areas, we can address the concerns of the instruction.


MR. DeROSE:  Okay.  Where would the unprecedented pressure come from?  Is that from your four corners?


MR. TREMBLAY:  Well, certainly the benchmarking work we did, the top-down business planning approach we utilized was a marked departure from what we have done in the past.  It led to some real stretches in our -- in our business plan, in our approach, and certainly, you know, we live in the communities as well.  We can see that pressure.  And so the organization was very sensitive.  You know, that was the context, certainly, for our approach in business plan.


MR. DeROSE:  Okay.  Did you not read that sentence to mean, 'We are in an economic recession, and out of all the years, this is going to be a year where, as much as we can aggressively manage our costs, we're going to have to, because we're going to have unprecedented pressure from customers or the government'?  Did you not interpret it that way?


MR. TREMBLAY:  We certainly undertook to do a very different approach to our planning process, and we were quite aggressive in pursuing reductions in opportunities.


MR. DeROSE:  Okay.


MR. TREMBLAY:  And I think that's reflected in our business plan.


MR. DeROSE:  Okay.  Well, in all fairness, that's not quite my question.


MR. TREMBLAY:  All right.


MR. DeROSE:  So you did not interpret that to mean that more focus this year should be given on the economic recession and on customers, given the fact that Ontario businesses are fighting for survival and ratepayers are facing economic hardship, that you should pay special focus to customer impacts?  You didn't take that from that sentence?  That's not how you interpreted that sentence?


MR. TREMBLAY:  Well, I don't think we interpreted it any differently than what you've just described.  We knew that we needed to do something different, and we undertook to do something different, and we have.


MR. DeROSE:  Okay.  Now, can I take you to page 9?  And just at the bottom of page 9, there's reference to a marginal resource analysis, which makes reference to the targeted $85 million reduction for 2010.  We were told this morning that approximately 5 million of that 85 million was attributable to regulated hydro.  Does that mean that the remaining 80 million was attributable to your portfolio, to the nuclear portfolio?


MR. SEQUIRA:  No.  40 million was attributed to nuclear operations.  And that's shown in the top line of the table on page 10.


MR. LORD:  Okay.  Would you know where the other 45 million came from?


MR. SEQUIRA:  No.  But I think the corporate business planning panel would be able to answer that.


MR. DeROSE:  And maybe just a question for Mr. Keizer is, is that the right panel to address that question to?


MR. KEIZER:  Yes, it is.


MR. DeROSE:  Okay.  Now, I take it after you got these instructions you then prepared your business plan, which led to the nuclear operations 2010-to-2014 business plan, which was presented to the OPG board of directors on November the 19th, 2009.  And if I stop there, I take it that then led to you developing your business plan?  Correct?


MR. SEQUIRA:  That's correct.  In conjunction with the benchmarking that was done and the top-down target-setting --


MR. DeROSE:  Right.  I'm --


MR. SEQUIRA:  -- instructions --


MR. DeROSE:  I am only concerned on the business planning.  So just in terms of the business planning itself, that you developed, correct?


MR. SEQUIRA:  Yes.


MR. DeROSE:  Okay.  And if I can then have you turn up Exhibit F1 -- I'm sorry, F2, 1-1, attachment 1, which, as I understand it, is the presentation to the OPG board of directors dated November the 19th, 2009.


Now, there are two copies of this in the record, one in confidential form, one in redacted form.  I don't believe I'm going to ask any questions which require you to go to the confidential form, but if you feel that you do, please identify it before you proceed there.


Now, first of all, can you tell us, was this business plan approved on November the 19th?


MR. SEQUIRA:  Yes, it was.


MR. DeROSE:  Okay.  Now, does your business plan discuss customer impacts anywhere?


MR. TREMBLAY:  No, it does not.


MR. DeROSE:  Okay.


MR. TREMBLAY:  Not directly.


MR. DeROSE:  And is there a reason why it doesn't address customer impacts, in light of what we talked about earlier, that your business plan instructions explicitly addressed economic hardship and --


MR. TREMBLAY:  I would say that our business plan is all about customer impacts, if you will.  The safe operation of our facility is a primary focus to us, and public safety is pre-eminent.  And this is a major undertaking.  It's a commitment to continue to operate the plant safely.  Equally, we have a commitment to be there when needed, and so reliability is a key aspect of our operation.  So I would say there are many customer impacts that we can have, and we endeavour to balance them all.


MR. DeROSE:  Let me -- well, as you say, you balance -- is it fair to say that one of your jobs is to balance safety and reliability in the continued operation of your plants with, at the same time, the economic costs, the rate implications for customers?  Is that -- or -- well, do you consider it your role to try and balance all of those aspects?


MR. TREMBLAY:  That would be fair, yes.


MR. DeROSE:  Okay.  And I take it that -- when I read the business plan, it absolutely addresses safety and reliability in continued operation of the plant and the costs that are associated with it.


I do not see any analysis of the economic or rate impact on customers.  Is that fair, that you do not address that in your business plan?


MR. SEQUIRA:  It's addressed by corporate business planning, who issue the instructions in the first place and set the targets for nuclear.


So it is addressed by OPG.  But once the concern is documented, in terms of financial targets, then it's the challenge of the business unit to meet those financial targets through the course of their business planning.


Now, in the case of nuclear, the financial targets are established as we glimpsed at in the table on page 10.  If you compare the numbers for 2011, 2012, 2013 from that table with what's contained in the evidence that you reference, the Board presentation at Exhibit F2, tab 1, schedule 1, attachment 1, page 16 of that evidence clearly indicates that the nuclear submission bettered the financial targets as set by corporate business planning by $43 million in 2011 and $68 million in 2012.


MR. DeROSE:  Okay.  So, with the exception of attempting or showing that you meet your corporate targets that are provided to you, is there any other customer impact analysis?  At any time, did you say:  What is this going to do to rates and what is this going to do to customers?  I don't think you did that in your business plan, did you?


MR. TREMBLAY:  Well, it's not documented.  I think that's a fair comment.


MR. DeROSE:  Okay.


MR. TREMBLAY:  We certainly discussed it internally in terms of where things were at and what we needed to do.  And as Randy pointed out, we went beyond what was asked for us initially.


MR. DeROSE:  Okay.


MR. TREMBLAY:  And that's a recognition of the need to control our costs.


MR. DeROSE:  Now, in terms of, and again, I didn't see this in the business plan, but at any point did your group consider or analyze whether there was a need to propose mitigation measures with respect to the impact that the cost increases would have on electricity consumers?


MR. TREMBLAY:  As far as the nuclear submission is concerned, no.


MR. DeROSE:  Okay.


MR. TREMBLAY:  No, we did not.


MR. DeROSE:  Thank you.  Now, prior to the November 19th -- actually, I'll move on.  Well...


Okay.  Let me take you back to Exhibit K2.1, and tab 2.  Tab 2 is a non-confidential version of an interrogatory by CCC.  And it has two attachments; I'll take you to the first attachment, which is a letter dated May 5th, 2010 from Minister Duguid to Mr. Tom Mitchell.  Do you have that letter in front of you?


MR. SEQUIRA:  Yes.


MR. DeROSE:  Okay.  And within this time frame, so early May or any time in May, were you or people in your group provided with a copy of this letter?


MR. SEQUIRA:  I don't remember receiving an exact copy of this letter.


MR. DeROSE:  Would you have been told about it?


MR. SEQUIRA:  Yes.  We were told about the deferral and the intent to improve the submission.


MR. DeROSE:  Okay.  And when you say to improve the submissions, were you told to reassess the contents of your business plan?


MR. SEQUIRA:  No, we were not.


MR. DeROSE:  Okay.  Then when you say, "to improve the submission," what were you told?


MR. TREMBLAY:  Well, with regards to the submission, nothing explicitly.


MR. DeROSE:  Okay.  And were there any changes made to your business plan?


MR. SEQUIRA:  There were no changes made to the nuclear business plan.


MR. DeROSE:  Okay.  And then could I just turn you, if you turn the page, you'll have a letter dated June 24th.  And this is a responding letter from Mr. Mitchell to the Honourable Minister Duguid.  Again, do you recall if you received a copy of this letter?


MR. SEQUIRA:  I don't recall whether we received this specific letter.


MR. DeROSE:  Do you know if you were told about it?


MR. TREMBLAY:  Certainly the contents, not the specifics.


MR. DeROSE:  Okay.


MR. TREMBLAY:  I've never seen this letter until recently.


MR. DeROSE:  Okay.  And can I just turn you to page 2 of that letter.  Right at the bottom it says this:

"As you may know, at its meeting of May 20, 2010, OPG's board of directors approved OPG's revised rate application."


So if I stop there, I take it from what you said before -- first of all, can you confirm that your nuclear business plan was approved?


MR. SEQUIRA:  The nuclear business plan was approved at the board of directors meeting.


MR. DeROSE:  Okay.  And I take it that between May 5th and May 20th -- now I'm actually, sorry, just to be clear, I think we may have got something wrong there.  I think I can deal with this, Mr. Keizer.


MR. KEIZER:  Well, I just want to interject that, when we say the board of directors meeting, just to be clear --


MR. DeROSE:  It was the rate application.


MR. KEIZER:  Yeah, but I think you asked the witness to confirm that the business plan was approved by the board of directors.  He said it was approved at the board of directors' meeting.  Just for the record, though, I just wanted to clarify which one, whether it's May or November.


MR. SEQUIRA:  Oh, November.


MR. DeROSE:  Yes.  And I take it that between May 5th and May 20th, you did not make any changes to your business plan.


MR. SEQUIRA:  There were no changes made to the nuclear business plan.


MR. DeROSE:  Okay.  Can I take you just to tab 7.  This is an article from The Globe and Mail, which has the title, "Ontario utilities told not to bother with requests for rate increases."


MR. SEQUIRA:  I have it.


MR. DeROSE:  Okay.  And you'll see it's dated May 6, 2010, which is the day after the letter is received from the Honourable Minister Duguid to Mr. Mitchell, and right at the bottom of the first page, there's a quote from Minister Duguid that says:

"We are looking very closely at all increases in the system to ensure that we're standing up for consumers, to ensure that we're getting value for their money.  We are scrutinizing any impacts on rates very closely."


And then, if you turn the page, the fourth paragraph from the bottom, it identifies Andrew Barrett, OPG's vice-president of regulatory affairs.  And it quotes him as saying this:

"During this time OPG will review our application to identify ways to further lessen the impact of our request on ratepayers."


Now, panel, after May 5th, or between the time of May 5th and May 20th, were you ever requested to identify ways to further lessen the impact of your -- of the costs identified in your business plans on ratepayers?


MR. SEQUIRA:  No, we were not.  It was recognized that the nuclear business plan already bettered the targets set by corporate business planning as was approved by the board of directors in November.


MR. DeROSE:  So are you saying that because you did better than your initial target, that you just ignored what the minister said?  We aren't going to scrutinize our impacts?


MR. SEQUIRA:  We didn't ignore what the minister said.  The re-evaluation took place within corporate business planning, and nuclear was not asked to --


MR. DeROSE:  Okay.


MR. SEQUIRA:  -- to re-evaluate their plan.


MR. DeROSE:  So you were not asked to re-evaluate your plan.  Were you asked to identify any form of mitigation?


MR. SEQUIRA:  No.


MR. DeROSE:  Okay.  Were you, during that time, asked to conduct any type of customer-impact analysis as it relates to your business planning process?  So even if you weren't asked to try and scrutinize it, just to try and analyze what the impact is going to be arising out of your particular business plan.


MR. SEQUIRA:  We were not asked to evaluate any further impact on the customer than was done through the focus on the four cornerstones during the nuclear business planning process.


MR. DeROSE:  Okay.  And the four corners, have I missed something?  There is not any type of customer-impact analysis somehow baked into the four-corners analysis, is there?


MR. SEQUIRA:  I think, as Mr. Tremblay has testified, the four cornerstones of safety, reliability, human performance, and value for money have the consumer in mind.  They formed the basis of our approach to nuclear business planning.  We did not re-evaluate that business plan at this time.


MR. DeROSE:  Okay.  So when you follow your four corners, and you come up with a figure of what you say the cost should be, do you then take the next step and say, 'What's that going to mean?  What is the impact of this number going to be for Ontario customers'?  You don't, do you?


MR. SEQUIRA:  Not at a nuclear level.


MR. DeROSE:  Okay.


MR. SEQUIRA:  The roll-up of business unit costs needs to be -- needs to take place within corporate business planning.


MR. DeROSE:  Okay.  Thank you very much.  Those are all my questions.


MS. CHAPLIN:  Thank you, Mr. DeRose.


We will -- Mr. Rubin, I have you down for an hour, and I think you're next, so I think we'll wait until Tuesday.  So unless there are -- Ms. Spoel may be here on Monday, but --


MS. SPOEL:  I won't be here on Monday either.


MR. KEIZER:  There had better be a turkey served.


MS. CHAPLIN:  We're not giving away turkeys this year.  So unless there's any other matters before we adjourn --


MR. KEIZER:  I just have one, Madam Chair, and that's related to the issues of the compendiums and handing out compendiums.  I guess -- and not to be critical in any way, but there are ten panels in this proceeding, none of which have common, I think, members on any of those panels.  And so we have a lot of people that are moving in and out, and there's a lot of moving parts to coordinate all the panels here in time.  So it would be very helpful if, when counsel are preparing their compendiums, if they would not just advise counsel but advise staff, OPG staff, as well, and the staff managers, so that they would make sure that proper copies are available and made available from a logistical perspective.  It would be very helpful.


And also that, because, one -- if we have multiple panels on one day, because one compendium is presented to one panel, it doesn't mean that the other panel will even be aware of it later in the day.  They are not necessarily following all aspects of other panels.  So it would be very helpful if they would treat every panel afresh and, you know, and give that additional notice that we're going to use this compendium for another panel.  It would be very helpful.


MS. CHAPLIN:  I think that's fine.


Are there any other...?  Okay.  So we'll see everyone on nine o'clock on Tuesday morning.  Thank you.


--- Whereupon the hearing adjourned at 4:35 p.m.
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