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Tuesday, May 27, 2008

--- On commencing at 9:35 a.m.


MR. KAISER:  Please be seated.  

Mr. Penny.

Preliminary matters:


MR. PENNY:  Yes, thank you, Mr. Chairman.  Before we proceed with examination on -- further examination on this panel, a couple of preliminary matters.


I, first of all, have available for the Board and parties, answers to undertakings J2.1, J2.3 and J2.4.  Hard copies of those have been passed out to those in the room, as well as to the Board, and we are in the process of sending those out to all intervenors.


There is also -- it came to our attention yesterday afternoon, after the close of proceedings for the day, in reviewing some of the material, that there had been -- that there is numerical error in one of the tables and which flowed through to one of the answers to interrogatories.

So the blue pages are a correction to the error, and the prefiled evidence was Exhibit F2, tab 1, schedule 1, table 1, which is operating costs summary for nuclear.  It had, on lines 14, 15 and 16, information about FTEs, and on line 15 there was an entry for non-regular staff FTEs.  

And in the course of working through some of the material, it came to our attention that the numbers that were put in on line 15 for 2008 and 2009 were incorrect, and that some information from the system had not populated the numbers.

So these numbers are up somewhat from the prior exhibit which of course flows through to the totals.  And that landed in at least one other place, which was
Exhibit L, tab 16, schedule 16, which is an answer to an interrogatory dealing with the same topic, operating cost summary for nuclear.


So on line 15 and 16, you see that same correction showing up, and that flows through to the totals at the bottom, which is moving from FTEs back to dollars.  There are some implications for how that flows through to dollars in lines 17 -- sorry, in lines 18 and 19.


So I apologize for that, but it did come to our attention and we wanted to make sure that that was fixed.


The only other preliminary matter, Mr. Chairman, that I wanted to simply say to those present and to those not present by putting on the record, it is very helpful for our planning to get estimates of time, and they are coming in somewhat irregularly and sporadically.

So to the extent that parties are in a position to provide us with estimates of their time for cross-examination, it is extremely useful in terms of making our next witnesses available.


So I would, again, ask parties to try and be as prompt and as forward-looking as they can in providing those estimates.


Thank you.


MR. KAISER:  Mr. Rodger.


MR. RODGER:  Thank you, Mr. Chairman.  Good morning.

ONTARIO POWER GENERATION - PANEL 4 - NUCLEAR BASE OM&A AND FUELS

Robert Boguski, Previously Sworn


John Mauti, Previously Sworn


Paul Pasquet, Previously Sworn


Bill Robinson, Previously Sworn
Cross-examination by Mr. Rodger:


MR. RODGER:  Panel, my name is Mark Rodger and I am counsel for the Association of Major Power Consumers of Ontario.


Before I begin, Mr. Chairman, what I have done is I have assembled an 18-page document, which I have -- copies I have given to Ms. Campbell, and you should have a copy.  The cover page is simply entitled "AMPCO Cross-Examination Document Brief, OPG Panel No. 4, Nuclear Base OM&A, May 27th, 2008."


 This is -- this document contains materials already in the record.  I simply put them together at one place for ease of reference as I go through these questions.


MR. KAISER:  That's very helpful, Mr. Rodger.  I hope other counsel will do the same.  It saves us all from shuffling through all of these books and saves a lot of time, and also of assistance to the witnesses.  Did you give a copy of this to the witnesses?


MR. RODGER:  Yes, we did, sir.  I wonder if I could have this document made an exhibit, Ms. Campbell?


MR. BATTISTA:  The exhibit for this compendium will be K4.1, AMPCO cross-examination brief.

EXHIBIT NO. K4.1:  AMPCO CROSS-EXAMINATION BRIEF.


MR. RODGER:  So where I want to start, panel is to ask you about the overall trend of nuclear OM&A costs, as contained in your prefiled evidence.  My questions will only relate to OM&A costs, not to fuel costs.


Maybe just to put the deficiency number in context, if you turn to page 6 of our compendium, Exhibit K4.1, this is a table entitled "Quantification of Revenue Deficiency".  It is from Exhibit L, tab 3, schedule 49, page 2 of 2.


The bottom chart, the lower chart, is entitled "Nuclear Drivers of Revenue Deficiency".


Under "allowable costs", you will see that OM&A, there is a total deficiency of 559 million; is that correct?


MR. MAUTI:  Yes, it is.


MR. RODGER:  OM&A is the largest single driver of the total deficiency that you seek from the Board; is that correct?


MR. MAUTI:  Correct.


MR. RODGER:  Okay.  Now, if I could ask you to flip over to page 3 of the AMPCO exhibit, what we have done is we have taken page 9 from what is known as Exhibit M,
tab 2, and what we've done is we put together in one table, number 5, OPG nuclear O&M and production.

So we have relied on information from your prefiled evidence, and we've summed the non-fuel O&M - in other words, everything but fuel - and corporate O&M as it relates to nuclear, and we have divided up the actual production to get unit nuclear costs over the period 2005 and 2009.


Panel, have you had a chance to look at this exhibit?


MR. ROBINSON:  We have.


MR. RODGER:  Has AMPCO correctly summed up the numbers from OPG's prefiled evidence?


MR. ROBINSON:  Yes.


MR. RODGER:  What this table shows is that from 2005 until 2007, that your total unit costs for nuclear have risen from $46.28 a megawatt hour in 2005 to $55.90 in 2007; is that correct?


MR. MAUTI:  As per the table, yes, that's correct.


MR. RODGER:  What that increase shows is operating costs per unit of nuclear production increasing 21 percent between the 2005 and 2007 period; is that correct?


MR. MAUTI:  Without running the calculation, I will take your word it is 21 percent, yes.


MR. RODGER:  Now, sir, when AMPCO members saw this chart and read this information, they frankly found that
21 percent increase shocking, a real sense of alarm.


My question is -- for you is:  Does OPG share this same sense of urgency, or does this 21 percent increase simply reflect business as usual for OPG?


MR. ROBINSON:  As per our evidence and going back to L1, tab 1, schedule 35, Board Staff Interrogatory No. 35, this panel really addresses the base OM&A costs.  And so the response to the interrogatory basically gives a breakdown of the 2005 costs through 2009 and what is entailed in those.


I would say that on the sense of urgency that you talked about, you see the actual costs coming down in 2008 and 2009, but the breakout of the OM&A costs, the base OM&A line as per this interrogatory, was roughly $331.6 million over that time period.


Of that $331.6 million, $165 million of that was in labour escalation costs.  That leaves $166 million.  Eight-eight million of that is in new generation development, the new build and refurbishment costs, leaving 78 million.  Another 39 million, roughly, in security, and other programmatic improvements in nuclear programs and training, leaving $39 million for additional programmatic changes and improvements that we're making.

So from a -- to answer the response, on the sense of urgency, yes, and I think you can see that in the projections for 2008 and 2009.

MR. RODGER:  Now, you acknowledge this 21 percent increase between 2005 and 2007, and in your answer just now you are saying:  But we think things are going to get better in the future.  That's also been reflected in the forecast we have contained in our table 5, from 2008 and 2009.

So is your answer, sir, that when we look ahead, notwithstanding this 21 percent increase from 2005 to 2007, your forecast improvement is dependent on achieving significantly higher nuclear production output over 2008 and 2009, where you increase production from forecast 51.4 terawatt hours in 2008 to 49.9 terawatt hours in 2009?

MR. ROBINSON:  Yes.  The lower costs in 2008-2009 are a combination of lower costs and increased output.

MR. RODGER:  You would agree with me, Mr. Robinson, that OPG has not seen the outputs that you are forecasting in 2008 and 2009?  You haven't actually seen those outputs in 2005, 2006, or 2007; is that correct?

MR. ROBINSON:  That's correct.

MR. RODGER:  And would you also agree with me that if your higher nuclear production does not materialize, as you forecast for 2008 and 2009, then OPG will find itself in the same serious trouble that developed in 2007?

MR. ROBINSON:  Well, that's correct.  If production is not as per forecast, then unit costs would go up.

MR. RODGER:  And if your forecasts weren't met, is it possible to unwind your budgets for 2008 and 2009, if you don't achieve the forecast productions that you have targeted?

MR. ROBINSON:  I'm sorry.  I didn't understand the question.

MR. RODGER:  Well, let's say as 2008 unfolds and 2009 approaches, we get to those years and your forecasts just haven't materialized.  You haven't reached the higher productivity that you have forecast.  If that happens, is there a way in your process to unwind your budgets, that are linked to these unachieved forecast production results?

MR. MAUTI:  The OM&A profile for nuclear is not overly dependent on production.  There is not a large piece of it that is directly tied, you know.  Some costs such as fuel costs obviously would be a savings if production did not exist, but a large part of our OM&A is not dependent on production.

MR. RODGER:  Is that an answer, that is that really you can't unwind your budget, things like hiring staff, ordering equipment, that will already be done, won't it?

MR. MAUTI:  There will always be portions of your OM&A that if your production is not achieving its goals, that we could consider things in a discretionary basis.  We could try to prevent and stop spending.  There are always those levers you can pull, but they're not to the degree you're suggesting in terms of overall variability of OM&A.

MR RODGER:  It will be minor, what you can adjust.  Is that fair?

MR. MAUTI:  Correct.

MR. RODGER:  Now, a big focus of this hearing has been on regulation 53/05.  And of course this regulation did not appear out of the blue without any context.  The reason I raise this is that this is part of my client's sense of alarm about the trend in OM&A costs, in that in our view, and I put this to you, that OPG was given -- it was extensively studied and it was given explicit instructions over the past few years to do better with nuclear, to have a fresh start.  Do you agree with that?

[Witness panel confers]

MR. ROBINSON:  So if the question is were we tasked to improve nuclear performance, the answer to that is yes.

MR. RODGER:  I would go beyond that.  I would say the instructions were to have a turnaround on nuclear.  Do you agree to that?

MR. ROBINSON:  The instructions, per the mandate that we were given, was continuous improvement.

MR. RODGER:  Well, let's take a look at some specifics and maybe this will help to clarify some things.

If you look at events leading up to regulation 53/05 that relate to OM&A, if you turn to page 4 of our AMPCO package, K4.1, starting at line 9, and this is an excerpt from the KPMG report, which in our view clear articulated the need for a nuclear turnaround, and I will read from line 9:
"As KPMG noted in the report, "Ontario Power Generation Inc., financial review of operations, March 15, 2004," the key drivers for OPG's growing financial problems in 2003 were as follows:  'The underperformance of OPG's nuclear assets had a cascading negative financial impact on OPG's overall operations.  The cost overruns and delays on Pickering A and the increased outages experienced by the nuclear fleet in general caused OPG to rely much more heavily than expected on relatively expensive fossil generation.'"

So we have that information that was put to OPG.

Then you will agree that we had the Manley and Epp report, new senior management, new board of directors put in place for OPG.  It was to be a fresh start.  Do you agree with that, with this new management team and board of directors team?

MR. PENNY:  Sorry, Mr. Chairman, it is not clear to me whether Mr. Rodger is giving us a talk, or whether he is asking a question.

MR. RODGER:  Well, I think the question is:  Are you aware of this context from which the regulation, which we have focussed upon this hearing, has emerged?  Were you not aware of the KPMG report, Mr. Robinson, or anybody else on the panel?

MR. ROBINSON:  I don't specifically recall that KPMG report, no.

MR. RODGER:  Does anybody on the panel recall that KPMG report of 2004?

MR. PASQUET:  No.

MR. RODGER:  No one on the panel?

MR. BOGUSKI:  KPMG report was done prior to my arrival at OPG.

MR. RODGER:  How about you, sir?

MR. MAUTI:  I know there was a KPMG report done in 2004.

MR. RODGER:  Okay, so one person on the panel is aware of that.  Are you aware that as a result of a report known as the Manley and Epp report that a new senior management team was put in place and a new board of directors was put in place?

MR. PASQUET:  Absolutely.

MR. RODGER:  Is the rest of the panel aware of that?

MR. PASQUET:  Yes.

MR. RODGER:  Are you aware that in the regulation 53/05, that it provided OPG with a fixed payment for nuclear output?  You only get paid for what you produce.  Are you aware of that?

MR. PASQUET:  Yes.

MR. MAUTI:  Yes.

MR. RODGER:  Then are you aware that the government then announced a 5 percent cap on the return on equity for OPG?  Are you aware of that?

MR. ROBINSON:  Yes.

MR. MAUTI:  Yes.

MR. RODGER:  Now, if I can refer you to page 8 of the AMPCO exhibit, and this is the undertaking J1.1 that OPG provided, and it's the Ministry of Energy Backgrounder, dated February 23rd, 2005.

The heading is: "Ontario government announces prices on electricity from Ontario Power Generation."  The first paragraph, last sentence says:
"These prices are designed to -–"
and there is a series of bullets, and one of the bullets says:
"-- provide an incentive for OPG to contain costs and to maximize efficiencies."

Do you see that, panel?


MR. MAUTI:  Yes.


MR. PASQUET:  Yes.


MR. RODGER:  Then if you go to the bottom of this page, this talks about the context of the 5 percent return on equity.


This bullet says at the bottom of page 1:

"The prices on OPG's regulated assets are based on projected costs of operation, plus a 5 percent return on equity (ROE).  While the standard ROE for North American utilities is 10 percent, a 5 percent ROE will generate revenue to service the OPG debt held by the Ontario Electricity Financial Corporation, while putting significant discipline on OPG to contain costs and improve operating efficiencies."


And --


MR. PENNY:  Overall.


MR. RODGER:  "Improve overall operating efficiencies."


I put to you, panel, that this was your shareholders' direction.  This was your shareholders' objective, to contain costs and improve overall operating efficiencies.  Do you agree with that?


MR. ROBINSON:  Yes.


MR. MAUTI:  Yes.


MR. PASQUET:  Hmm-hmm.


MR. RODGER:  So I suggest to you that over the past four years, there was a serious improvement package put to OPG to fix the nuclear.  There was a new OPG senior management team and a new board of directors.  There was explicit instructions from the shareholder to turn the nuclear ship around.  Regulation 53/05 only paid you for actual output, and the province said, We're going to cap your ROE at 5 percent, because we want you to do better to drive cost control and improve inefficiencies.


Would you agree with that?  That was the mandate?


MR. ROBINSON:  Yes.


MR. RODGER:  I'm sorry?


MR. ROBINSON:  Yes.


MR. RODGER:  And from a nuclear OM&A perspective, I put to you that the only reasonable conclusion that customers can reach, the proposition I put to you, was this multi-point improvement plan has been an absolute failure.  Do you agree with that?


MR. ROBINSON:  No, I wouldn't agree with that.  I think we have made significant improvements in a number of areas, as is laid out in the evidence and as other panels will talk about for outage performance.


As I went through the costs over the 2005 to 2009 period, while it has gone up somewhat, most of that is in escalation and new generation development, and the initiatives that we put into place have shown improvement significantly or, for a large part, at Darlington, which we would expect, being the newer of the plants, but we're also seeing improvements at the Pickering stations, as well.


MR. RODGER:  So that 21 percent increase in cost of unit production of nuclear, you see that as being consistent with the improvement package that I have just described, do you?  As far as OPG is concerned, it is on track?


MR. MAUTI:  I think for this panel, we are tasked to present the evidence for base changes in increases.  The
21 percent references several different areas that are outside of this panel's sort of area of knowledge.  So...


MR. RODGER:  Isn't the fact, sir, that in spite of this increase, OPG now seeks another revenue increase, a more than doubling of the return on equity to 10.5 percent, and now a fixed payment for generation?  Isn't that what you are asking now?


MR. MAUTI:  Again, for the ROE and for the payment regime, that would be something best brought to the panels specifically dealing with those issues.


MR. RODGER:  I guess the question that AMPCO members would have for you, sir, is:  Why would customers conclude, given the nuclear performance of OPG over the past four years, how your new proposal is anything other than perverse?


MR. ROBINSON:  As I stated earlier, and the evidence shows, that the improvements that we're making are having an effect on the power plants.  We see improved performance at Darlington station.  We are also seeing improved performance in a number of areas at Pickering A and Pickering B.


MR. RODGER:  So your answer for customers, sir, is that essentially, Don't worry, things are going to get better.  Is that it in a nutshell?


MR. ROBINSON:  I would say that our expectations are that our performance will continue to improve.


MR. RODGER:  Perhaps you can now turn to page 12 of the AMPCO Exhibit K4 --


MR. KAISER:  Mr. Rodger, before you go to that, Mr. Robinson, with respect to this increase in output you are forecasting in 2008, 44 to 51, what are the results for the first quarter of this year?


MR. ROBINSON:  For the first quarter of this year...


MR. MAUTI:  I think we are slightly above our internal forecast for generation at the end of the first quarter.


MR. KAISER:  How would that compare with the first quarter of the previous year?


MR. MAUTI:  It would have been better than the first quarter of the previous year.  I believe there were events at the Pickering B station, primarily in 2007, that would have impacted generation to a large degree.


MR. KAISER:  So would I take it from your answer you are on track to achieve this increased production of 51.4 terawatt hours?


MR. MAUTI:  Yes, we are.


MR. KAISER:  Thank you.


MR. RUPERT:  Sorry, does that include the, I guess, fairly recent outage at unit 7?  I understood from some of the updates of information that were filed that that was going to reduce the expected production by around a terawatt hour.


MR. MAUTI:  That is correct.  A combination of that with the Pickering 4 outage deferral, which was in the impact statement, as well, and the allowances that we do have in our generation plan for forced losses, we still believe that is achievable.


MR. RUPERT:  So the 51.4 is still achievable notwithstanding those things?


MR. MAUTI:  As of this point, yes.


MR. RUPERT:  Thanks.


MR. RODGER:  So, panel, if I could ask you to please turn to page 12 of the AMPCO exhibit, this is an excerpt taken from Exhibit F3, tab 1, schedule 2, table 2A, and it's a table entitled "Comparison of allocation of corporate support and administrative costs in millions of dollars for nuclear."


I just want to ask you about line 11, which is performance incentives.  First of all, are you the right panel that can explain what performance incentives means?


MR. ROBINSON:  We can talk about what performance incentives are, yes.


MR. RODGER:  What is that, just...


MR. ROBINSON:  Performance incentives are an incentive for the management team, and it consists of a number of different areas, production being one, costs being one.  Those are the two most significant, and then other initiatives that are important to improving the business.


MR. RODGER:  So this is --


MR. PENNY:  If I could interject to say, Mr. Rodger, that in addition to the technology-specific panels, we have the corporate panel, and one member of the corporate panel is Lorraine Irvine, who is the VP of human resources.  So at a company-wide level -- and I guess she is in a position to speak to the performance incentives at a generic level, but if you have questions about performance incentives as they relate to the nuclear business, then this and the outage panel would be the panels to discuss that with.


MR. RODGER:  Thank you, Mr. Penny.  I guess from the witness's answer, at the highest level, performance incentives, what that means is compensation to management based on a series of factors; is that correct?


MR. MAUTI:  Correct, to management.  I believe there is also a portion to the unionized groups, in terms of goal sharing.


MR. RODGER:  What we found interesting about this table, and given the context of this 21 percent increase in costs per unit, output costs of nuclear between 2005 and 2007, if you go across the actual amounts paid of performance incentives, you will see that in 2005 the payment was 24.6 million, in 2006 the performance incentive payments were 28.9 million, and in 2007 the actual performance incentives paid were $29 million.


We found this curious in light of the increases.  I wondered if you knew that -- whether these performance incentives -- they seem obviously not linked to economic performance; is that correct?


MR. MAUTI:  They're based on a base line of economic performance for any given year and our performance against that target in that year.


MR. RODGER:  So to be able to explain to the Board why performance incentives would be increasing when your nuclear costs had risen by 21 percent in two years, is there another panel that would deal with that question, to explain that to us?

MR. PASQUET:  Sorry, can you repeat the question, please?

MR. RODGER:  To the AMPCO members, they found it extremely odd that if you have a 21 percent increase in your nuclear costs, that at the same time your performance incentives, your compensation to management would also be increasing over that period.

The question was, there must be other factors, but it certainly is not being driven by economic performance.

MR. PASQUET:  I think as Mr. Penny stated from the overall framework, another panel will speak to it.  But if you would like to talk to specifics of the nuclear incentives, then we can speak to those.

MR. RODGER:  And is nuclear economic performance, is that part of the input?

MR. PASQUET:  So there are a number of factors that go into the calculation of bonuses.  There is overall production.  There is the financial performance, as to budget.  There is a component on projects, and then there is a series of specific plant parameters for which we get measured against.

MR. RODGER:  So in your view, there is nothing strange here that performance incentives would be increasing along the years that your costs are also significantly increasing?

MR. PASQUET:  So there are aggressive targets that are set for each of the parameters that I just referred to, and then the stations or individuals, as the case may be, are compared against those specific performance parameters.

MR. KAISER:  Can we break out the bonuses that are paid to the nuclear group?  I take it this page 12 is the total bonuses paid to management.

MR. PENNY:  This is the portion -- Ms. Irvin would be able to address this -- but in big picture terms, this is, this number represents the amount that is allocated to nuclear, but it isn't just based on nuclear performance incentives.  It is the head office and so on, as well, done in accordance with the Rudden study.

You are heading in the right direction, in the sense it is not just the performance bonuses paid to specifically nuclear management.  There is other stuff in there, as well.

MR. RODGER:  Could I ask you this, panel?  Have you got a sense of what percentage or what weight does economic performance of your nuclear operations play in determining the total amount of performance incentives that you receive?

MR. PASQUET:  So if you look at a combination of production and financial performance, the total impact of production, per se, I believe is on the order of about
30 percent, 30 to 40 percent of the total part of the incentive.

MR. MAUTI:  And I believe financials is probably in the range of 20 to 25.  But again, bear in mind these numbers are a combination of both corporate incentive plans, nuclear incentive plans, and the way the incentive programs work is every individual has a corporate, a business unit piece and an individual piece that rolls up into their incentive.

So it is not very simple to pull out one number from the number you are seeing on the page here.

MR. RODGER:  Now I wonder, panel, if you could turn to another document.  I am not sure an exhibit has been put on this yet.  It's a 12-page compendium put together by Board Staff.

I just wonder if I could get you to turn to page 7.  There is a nice colour chart entitled, "2006 nuclear OM&A costs, OPG versus industry peers," and it's in Canadian dollars per megawatt hour.

MR. BATTISTA:  Mr. Rodger, that hasn't been put into evidence yet, so perhaps we should do that.

MR. RODGER:  Okay.

MR. BATTISTA:  That will be given Exhibit No. K4.2, and that's the Board Staff compendium on nuclear base O&M costs.
EXHIBIT NO. K4.2: Board Staff compendium in nuclear base O&M costs.

MR. RODGER:  What this chart does -- it is taken from Board Staff interrogatory L-T1-34 -- and as I understand it, it is a comparison of OPG's OM&A, and the U.S. average and Bruce Power.  In short, it shows the U.S. average at $14.31, Bruce Power at $25.01, and OPG at $41.94, and this is dollars Canadian per megawatt hour.  This is page 7, Mr. Chairman.

One question I have for you that arises out of this interrogatory is that you said that you thought this information was incomplete because the U.S. average figure shown here, the $14.31, was incomplete because it did not include corporate overheads.  Is that correct?

MR. MAUTI:  I believe the issue is that the U.S. average is taken from the NEI, is drawn from something called a FERC 1 filing within the U.S., and not all generators are required to make this filing, and the, I guess, the completeness and accuracy of the filing has been shown to be an issue in the past when trying to use this data for benchmarking, which is why that NEI data is not what is used across the industry for benchmark purposes.

MR. RODGER:  I guess I am actually looking at part of the response, in this response to Board Staff interrogatory 34.  You do talk about the FERC issue, then you say in addition:
"The FERC data definitions do not typically capture all relevant operating costs such as corporate indirect costs."

MR. MAUTI:  Correct.  That is one area that there is known issues with the data.

MR. RODGER:  Okay.  Would you agree with me that the OPG number that is shown here, the $41.94, it also doesn't include the corporate overhead numbers?

MR. MAUTI:  No.  Actually that would include corporate overhead numbers.  It is not exactly as we had filed in our 2006 annual report, which I believe the interrogatory was trying to derive from, but I believe that number was closer to 42.9 as opposed to 41.94, but that would include all corporate overheads allocated.

MR. RODGER:  Is it your understanding that the Bruce Power number showing here, $25.01, that also includes corporate overheads?

MR. MAUTI:  What we did was attempted to get information from the 2006 Bruce Power, sort of related financials, and I am not 100 percent sure how they came up with their figure of $25.01 in terms of what is included or not included in the calculation.

MR. RODGER:  Okay.  I wonder if you could turn now to page 15.

MR. PENNY:  If Mr. Rodger is going to turn to a different issue, Mr. Chairman, I just wanted to say apropos of your -- am I right, were you going to move to something else?

MR. RODGER:  Yes.

MR. PENNY:  Mr. Chairman, in response to your question earlier, there is -- I will just indicate this for the record -- Exhibit L, tab 14, schedule 70 is an answer to an interrogatory on how the management incentives are structured, and there is quite a detailed package of material from OPG on what the components of the incentive plan are and how they're broken out, and so on.

Sorry, Mr. Rodger.  Thank you.

MR. RODGER:  Panel, if you have page 15 of the AMPCO exhibit, K4.1, this is AMPCO Interrogatory No. 46,
Exhibit L, tab 2, schedule 46, page 1 of 2, and what we asked is OPG to compare operating costs per unit of production between your Pickering B station and the Point Lepreau nuclear station in New Brunswick.

You will see that we've laid out operating costs per unit of production for both facilities from 2005 to 2007.

While we would acknowledge that there is not an identical comparison between the two units, would you agree with me that both of these facilities are similar ages?  Pickering's first unit was 1983, and the Point Lepreau unit was built in 1983; is that correct?

MR. PASQUET:  The age is equivalent and that's just about where, you know, when you compare designs as we go through in that interrogatory, there is significant design differences between the Pickering B and the Lepreau, which is a CANDU 6 station.

MR. RODGER:  We will get to some differences in a minute.  But just in terms of the --

MR. PASQUET:  Age of Lepreau unit and unit five is approximately the same.


MR. RODGER:  They're not identical sizes, but they are similar unit sizes.  Pickering is 540 megawatts and Point Lepreau is 680 megawatts; is that correct?


MR. PASQUET:  Yes, as stated in the IR.


MR. RODGER:  Would you also agree with me that Pickering B has some advantages over Point Lepreau, one being Pickering B is a multi-unit facility, so you get the scale and scope economies to spread costs versus Point Lepreau, which is a single unit.  Would you agree with that?


MR. PASQUET:  Pickering B is the multi-unit station.  Lepreau is a single-unit station; that is correct.


MR. RODGER:  Multi-units, you can spread the costs over; whereas Point Lepreau, there is only one unit and there is nowhere else to spread the cost; is that right?


MR. PASQUET:  But when you look at the number of components on Pickering B, the components -- it is a more complex plant than the Lepreau plant.  So, yes, there is some economy of scale, because Pickering B is a four-unit station, but it is a different facility than the Lepreau site.


MR. RODGER:  And while they have similar ages in terms of vintage, on average Pickering B is actually slightly younger, isn't it?  The last unit was put in service in 1986?


MR. PASQUET:  That's correct.


MR. RODGER:  So the average life is about 18 months younger than Point Lepreau?


MR. PASQUET:  Approximately, yes.


MR. RODGER:  Yes.  And, also, I would suggest to you that another advantage OPG had is that it had your experience from Pickering A to learn from?


MR. PASQUET:  They are similar designs, but there are still differences between the Pickering A plant and the Pickering B plant.  So there was some opportunity to learn, correct, but they are slightly different designed plants, B being more complicated.


MR. RODGER:  I don't think you have to turn it up, but in an answer to interrogatory L1-34, part of your answer was you thought it was more meaningful to benchmark costs based on a plant-by-plant comparison using plants of similar size.


I guess my question to you, if you don't think Point Lepreau is a good comparator, what would you put forward as the best comparator for Pickering B?


MR. PASQUET:  Pickering B does not have a good comparator.  Pickering B and Pickering A are similar design, but there is nothing of a Pickering B type designed plant that exists.


MR. RODGER:  Would you concede, sir, that while the comparison between Pickering B and Point Lepreau may not be perfect, it is actually the best comparator that we have for all of these reasons we have just gone through?


MR. PASQUET:  You know, it's true on the surface you stated those reasons, but, as I stated, and if you look at the balance of the IR, there are significant design differences, both in the complexity of the equipment and the number of components that need to be maintained, that results in it not being a valid comparison.


MR. RODGER:  Just one other area, panel.  If you could now please turn to page 13 of AMPCO's compendium.


This is taken from Exhibit A1, tab 4, schedule 3, page 17 of 28.  It's entitled "Chart 3, Nuclear Benchmarking Results".


What you have done in this page is that, under the top box, production unit energy costs - that's in Canadian dollars per megawatt hour - and you have values for Pickering A, $68; Pickering B, $50; Darlington, $26; and nuclear, the average $48.


You have compared that to the -- some U.S. figures; is that correct?


MR. PASQUET:  That's correct.


MR. MAUTI:  Yes.


MR. RODGER:  I see with your comparison that the U.S. industry median is $24.00; is that right?


MR. MAUTI:  Yes.


MR. RODGER:  So that would put your best unit, Darlington, on the unfavourable side of the U.S. median; is that true?


MR. MAUTI:  Slightly.


MR. ROBINSON:  Slightly on the unfavourable side.


MR. RODGER:  The top U.S. quartile is $20 a megawatt hour, and that puts Darlington roughly about 8 percent higher than the top U.S. quartile; is that fair?


MR. PASQUET:  That's correct.


MR. RODGER:  Now, just over the page on page 14, we asked you what the third quartile production unit energy cost boundary was.  You said it was $27.00.


So, once again, if Darlington, your best unit, is at $26.00, would you agree that Darlington is very close to being in the middle of the back of the pack when compared to U.S. nuclear generators?


MR. MAUTI:  It would be close to that start in the third quartile, yes.


MR. RODGER:  And of course the Pickering units are off the chart at $50 and $68; isn't that fair?


MR. MAUTI:  They are significantly higher, yes.


MR. RODGER:  Yes.  Now, on page 17 and 18 of the AMPCO exhibit, we asked you to give us some actual results for 2005 to 2007 for your nuclear generating stations.


Again, looking at production unit energy cost -- by the way, I understand that all of these figures that we see on this chart 2 of interrogatory 41, these are all in Canadian dollars?


MR. MAUTI:  Yes, they are.


MR. RODGER:  Yes.  Now, I wonder if you could help to explain how this chart relates to page 13 that I have just taken you through, the nuclear benchmarking results, because what we see is significantly higher values across the Board.


Pickering A, for example, in 2007 is $130, whereas you have this value of $68.  For Pickering B, the new information provides Pickering B with $55 in 2007 versus $50 that you have given in the early exhibit.  Darlington is $31.06, and in the earlier exhibit it was $26.


So we're trying to reconcile this information.


MR. MAUTI:  A couple of things.  The page 13 you had referenced is 2006 data versus 2007, but the biggest reason for the difference, on page 17, these are actual results as reported by OPG using our corporate definition of production unit energy costs.


On page 13, the benchmark data that you are quoting uses a standard industry definition through the Electricity Utility Cost Group, the EUCG, which we reference as our benchmark organization where we draw data from.  The definitions that we use through EUCG are different, somewhat, than the difficult definitions that we report on a PUEC basis.


The EUCG has all member companies gathered to sort of arrive at common industry definitions, and there are points of departure where, in the definition of those EUCG benchmarks, some data is different than what we would have in our reported financial results.


The largest difference between the two is that the other post-employment benefits, or OPEB as sometimes you hear the term in our evidence, is not included in the EUCG definition of operating costs.


Again, that was a decision made by the member companies when we were trying to get together to come up with one standard definition that we can all live with, in terms of benchmarking.


MR. RODGER:  So I guess what has been confusing is to -- go back to page 13.  It is titled "Nuclear Benchmarking Results".  We took it from that word "results" that these were actual numbers.


When you compare that to page 17, the interrogatory 41, which set of numbers should the Board rely upon?


MR. MAUTI:  For standard EUCG benchmarking, it is the values that you see in chart 3.


MR. RODGER:  So our page 13?


MR. MAUTI:  Yes, your page 13.


MR. RODGER:  What is the date of this information, sir, under chart 3?  I see they have been updated with the black lines on the right-hand column side of the page, but do we have a date for these numbers, then, on chart 3?


MR. MAUTI:  Each of the components, the data would be available at slightly different periods.  For the PUEC costs for 2006, those would have been finalized somewhere in mid 2007 when the final data is available from the EUCG.


MR. RODGER:  Mid 2007.


MR. KAISER:  Mr. Rodger, before you go on.  Mr. Robinson, how is it on page 17 you can have higher values for the three plants than 13, and yet a lower average?  The average on 17 is 42.9.  The average on 13 is 48, notwithstanding the fact that the values are significantly higher on 17.


Is there a different way of calculating the average?


MR. MAUTI:  Well, the nuclear average takes into account all costs divided by all generation.  It is not just a matter of averaging of the individual plants.  Given the predominance of Darlington in terms of generation, it tends to have a much higher weighting on the overall average.

MR. KAISER:  So is there a different weighting between page 17 and page 13?

MR. MAUTI:  The components of what's in the costs would be different.  The actual weighting in the process should not be any different.

MR. RODGER:  So just to stay with chart 3 for a moment, then, so I take it the evidence is that the numbers that we see on chart 3, they do not include final 2007 results?

MR. MAUTI:  Chart 3 does not, no.  It was not available at the time we put chart 3 together.

MR. RODGER:  Now, one question to follow-up on a line of discussion you had with my friend Mr. Stephenson from the Power Workers' Union yesterday, was whether OPG could, should be compared with Bruce Power.

If you can pull out a final time page 7, Board Staff's, this is the nice coloured chart.  If I go to our page 17, AMPCO interrogatory 41, if we look at the actual results for Darlington in 2006, we have 28.7.  If we can compare that to Bruce Power for 2006, we have $25.01.  I wonder if you could comment on that comparison, because it seems to us that Darlington, your best unit, it is on the worst side of Bruce, in terms of costs.

MR. MAUTI:  Again, for benchmarking comparison, the best data and source we have would be EUCG data for 2006 to do that comparison.

MR. RODGER:  Finally, if you could turn to page 18, again, this is part of the information in response to AMPCO interrogatory 41.  This is actual results for effective maintenance backlogs.

First of all, could anybody on the panel just give a high-level overview of what elective maintenance backlogs are?

MR. PASQUET:  Elective maintenance backlog is a deficiency on a piece of equipment that means the component can still operate, can still fulfil its design function, but there could be deficiencies ranging from a minor oil leak, a water leak or to something that needs some attention, but the piece of equipment is still fully operational.

MR. RODGER:  If you look at the different units listed, Pickering B certainly was a concern to AMPCO, as we see the elective maintenance backlogs per unit increasing from 805 in 2005, 885 in 2006, and 926 in 2007.

I wonder if you could explain this troubling trend of ever-increasing elective maintenance backlogs over these years.

MR. PASQUET:  There is a metric not listed on here, which is corrective maintenance backlogs per unit.  A corrective maintenance work order is a work order where the actual component is out of service, is inoperable.

So on the Pickering B plant, backlogs on corrective maintenance in that period of time were above the industry standard.  So obviously, priority is to put on fixing a piece of equipment which is out of service, so the focus was on addressing pieces of equipment which were out of service, getting them back in service, and then move on to the electives.

Over the period, Pickering B's corrective maintenance backlog has now reduced to the industry norm or industry standard, and now we are focussing on the elective maintenance backlog to work that down.  We do have a profile to work it down over the next couple of years.

MR. RODGER:  Maybe I could ask you about that industry standard, sir.  If you could keep page 18 handy, and flip back to page 13, this is, again, our famous chart 3, the very bottom box of that chart gives the elective maintenance backlogs, number outstanding per unit.

It also talks about the U.S. numbers.  Here we have the U.S. industry median at 348 and the U.S. top quartile at 304.

When you compare that industry median and top quartile to your numbers, you will see in every category, OPG is well beyond the median and in no category do you even get close to the top quartile.  In some cases, you are more than double.  In the case of Pickering B, the industry median.

MR. PASQUET:  So as I indicated for Pickering B specifically, the priority was to address the corrective maintenance backlog, which is the components or pieces of equipment that were out of service.  That clearly was the priority on Pickering B.

For Pickering A and Darlington, inroads have been made over the last couple of years to bring down those elective maintenance backlogs, and we are continuing to drive those backlogs to the industry norm.

MR. ROBINSON:  I would reference you to F2, tab 2, schedule 1, page 37, where it shows -- as Mr. Pasquet was describing -- the corrective maintenance backlog reduction at Pickering B, as well as the elective and corrective maintenance backlogs at Pickering A and Darlington.

Darlington is close to achieving industry standard on elective maintenance backlog and Pickering A is slightly above that.

MR. RODGER:  Just staying with Pickering B for a moment, this year-over-year increase in elective maintenance backlogs from 805 in 2005 to 926 in 2007, does this mean that OPG has simply given up on Bruce B?

MR. PASQUET:  Pickering B?

MR. RODGER:  Pickering B.

MR. PASQUET:  No, we have not.  We are aggressively fixing the plant.  There have been, in that period of time, a number of outages, which have caused us to focus on performing outage work and getting those units back.

We recognize the importance of the elective maintenance backlog, and as I've indicated, the first priority was the corrective maintenance and that is where we've put our first priority.  Now we are turning our focus to the elective maintenance backlog.

As Mr. Robinson indicated, there is a target line for addressing it in a timely manner, or addressing it over the business planning period.

MR. RODGER:  Those are my questions.  Thank you, Mr. Chairman.

MR. KAISER:  Thank you.  Mr. Thompson.

MR. THOMPSON:  Thank you, Mr. Chairman.  Mr. Rodger has covered a lot of ground, so I'll try not to cover the same ground.
Cross-examination by Mr. Thompson:


MR. THOMPSON:  Panel, the first area I wanted to discuss with you is the compatibility of the numbers in the application with the numbers in the business plan that was presented to the board of directors in December 2007 for nuclear.

You will find the latter in the response to CME Interrogatory No. 2.  It is Exhibit L, tab 4, schedule 2.

The first part of that response deals with the hydroelectric business plan, and then the second part deals with the nuclear business plan.

If I could, just to put this in context, the document that was circulated this morning was an update to Exhibit F2, tab 1, schedule 1, table 1, which is entitled, "Operating costs summary, nuclear."  Do you have that at hand?

This has a total of 16 lines in it and it has the numbers from 2005 through to 2009.  Do you see that?


MR. ROBINSON:  Yes.


MR. THOMPSON:  Now, am I correct that this panel is speaking to line 1, base OM&A, and line 8?


MR. MAUTI:  Correct.


MR. THOMPSON:  So the base OM&A numbers that appear in that summary schedule are broken out further in tables attached to Exhibit F2, tab 2, schedule 1?


For example, if we go to table 1, we will see the base OM&A for nuclear divided between nuclear stations, nuclear support divisions, nuclear generation development and services, and waste and transportation.


MR. PASQUET:  Excuse me, could you repeat your last reference there?


MR. THOMPSON:  Yes.  I have it as F2, tab 2, schedule 1, table 1.


MR. PASQUET:  Okay.


MR. THOMPSON:  So for the 2008 year we see the million -- sorry, 1,360,800,000 that appears in the summary schedule at line 1 distributed between these various units, business units.  Am I correct?


MR. PASQUET:  Correct.


MR. MAUTI:  Yes.


MR. THOMPSON:  And then just to tie this down in terms of the budget, if you would turn up Exhibit F -- this is the text, F2, tab 2, schedule 1 at page 3, starting at 

line 9 -- sorry, line 10, there is a description, I believe, of how the business plan that was presented to the directors is built up.  Is that fair?


MR. MAUTI:  Line 10 from F2, tab 2, schedule 1, 

page 3?


MR. THOMPSON:  That's correct, yes.  It goes over to the next page to line 3 on page 4.


MR. MAUTI:  That's correct.


MR. THOMPSON:  And it says that:

"The nuclear base OM&A requirement is built up from these divisional inputs, which are reviewed and challenged by the chief nuclear officer..."


Just stopping there, who is that?


MR. ROBINSON:  That's Mr. Tom Mitchell.


MR. THOMPSON:  Okay. 

"... and for 2008 business planning, the senior vice president nuclear generation development and services."  


Who is that, please?


MR. ROBINSON:  That's Mr. Pat McNeil. 


MR. THOMPSON:  Okay.  

"Following review, results are consolidated and are presented for review by the chief operating officer, the chief financial officer and the chief executive officer."


Could you just give me the names of those three people?


MR. ROBINSON:  Sure.  The chief operating officer is Mr. Pierre Charlebois.  The chief financial officer is Mr. Donn Hanbidge, and the CEO is Mr. Jim Hankinson.


MR. THOMPSON:  Then it goes on:

"Following chief executive officer review, the proposed base OM&A business plan and budget are tabled with the nuclear operations committee of the board of directors for review prior to being tabled with the board of directors for final approval as part of the overall OPG business plan."


So is what we have in response to CME No. 2, starting about the middle, what is described as what was being tabled with the board of directors for final approval?


MR. ROBINSON:  Yes.  This was presented to the board on December 13th 2007.


MR. THOMPSON:  And the presenter was Mr. Charlebois, according to this document.  If you go into the --


MR. PENNY:  Sorry, Mr. Chairman, we're looking at attachment 3, which is the 2008 to 2010 business plan, the nuclear operations, in which the presenter was Tom Mitchell.


MR. THOMPSON:  Sorry, I started at attachment 2.


MR. PENNY:  All right.  This is nuclear generation development and services.


MR. THOMPSON:  Correct.  Is that not part of what we're talking about?


MR. PENNY:  No.  That's the projects panel.  That's Ms. Swami.  We discussed that yesterday.


MR. THOMPSON:  Okay.  So I should be looking at attachment 3?


MR. PASQUET:  Attachment 3, correct.


MR. THOMPSON:  All right.  So, again, big picture, if I look at attachment -- well, let me ask this question.  Am I correct that all of nuclear is regulated?


MR. MAUTI:  Yes.


MR. ROBINSON:  Yes, it is.


MR. THOMPSON:  Okay.  So if we were trying to reconcile some of these numbers in the plan being presented to the board of directors with these summary numbers that you have in the filing, if you go over to page 10 and 11, by way of example, you will see for OM&A in 2008, the amount is $1.584 billion and the same number appears at page 12; whereas the numbers in the blue sheets that we were discussing as OM&A for 2008 plan at $1.360 billion.


Can someone help us reconcile what's in the budget being presented to the directors and what's in these blue sheet filings?


MR. MAUTI:  From the business plan for 2008, the 1.584 billion is for total OM&A.


The reference to F2-2-1, table 1, for 1.360 billion, is just base OM&A.


The OM&A from the business plan would include outage OM&A.  It would include project OM&A details.


MR. THOMPSON:  Okay.  So the number in the business plan of 1.584 billion, then, compares to the number at 

line 7, total OM&A of 2.184 billion?


MR. MAUTI:  No, because that line also includes allocation of corporate costs and the asset service fee.  It would likely be -- and without a calculator with me I can't verify, but the top three lines, the 1,360.8, project OM&A of 144.6, and the outage OM&A of 192.2.


MR. THOMPSON:  So those three lines should be reconcilable with what's in the -- what has been presented to the directors; do I understand that correctly, now?


MR. MAUTI:  Without having to go back and see what else may have been included within the two, but the nuclear business plan from attachment 3 would be only the costs that the nuclear business are accountable for as part of their budgets.  So between -- you know, I could go back on an undertaking and try to reconcile the two for you, but I haven't done that right now.


MR. THOMPSON:  Okay.  I will look at these numbers, the lines 1, 2 and 3 for 2008.  It looks to me like it is close to 1.7 billion, if I am adding this right.


Have I got that right?


MR. MAUTI:  It's closer to probably 1.65, perhaps.  There could be costs associated with the P2, P3 safe storage project, a part of which is OM&A which, on the business plan summary table here, may be included in a separate line.


So, again, I can't do the reconciliation for you right here.


MR. THOMPSON:  No, I understand that.


Could I ask you to do that by way of undertaking, reconcile the amounts in lines 1, 2 and 3 in Exhibit F2, tab 1, schedule 1, table 1, with the 1.584 billion in the plan presented to directors?


MR. PENNY:  Yes.  At page 10 of attachment 3, we can do that.

MR. BATTISTA:  That will be characterized as undertaking J4.1.
UNDERTAKING NO. J4.1: To reconcile amounts in Exhibit F2, tab 1, schedule 1, table 1 with the number in the plan presented to the board of directors.


MR. THOMPSON:  Now, I will come back to some benchmarking questions in a moment.  Mr. Rodger has covered that pretty thoroughly.

The other concept that I wanted to explore with you briefly is what has become known in my years of regulatory experience as test period stubbing, where expenses are deferred from prior periods and pushed into the test period.

My question in that area pertains to Schools interrogatory number 24.  This is Exhibit L, tab 14, schedule 24.

The question was whether the amounts in the base OM&A for 2008 and 2009 captured deferrals from 2007.

Does the panel have that response?

MR. ROBINSON:  Yes.

MR. THOMPSON:  In the response, there are a number of topics discussed.  One is operational functions, where it's 28 million under budget in 2007, and there is a discussion that follows.  Then operational function, support, 12.8 million under budget in 2007, and a discussion that follows.

Operational function, stations, 14 million under budget, discussed.  

In addition, one to two million in initiative work at Pickering A was not completed.  2 million in tritium -- if that is pronounced properly -- removal facility plan initiatives, which was not completed.

Then operation function, support, another 8 million discussed there.

The total of those numbers, would you take subject to check, is about $66.8 million.  Would you take that subject to check, panel?

MR. MAUTI:  Yes.  The first part of that interrogatory from page 1 of 2 down to page 42 sort of describes that $39.5 million, and then starting on page -- or line 44 of that first page and on to the next page, deals with the second part of that interrogatory, which is deferred spending from 2007 into 2008.

So they're not additive.  It is a different slice of the same total.

MR. THOMPSON:  Okay.  So what is the deferred spending?  It is not 66.8, you're telling me.  It is something less?

MR. MAUTI:  In terms of specific initiatives that were not completed in 2007, that are flowing over into 2008, that one to two million dollars from Pickering A that was in their business plan that was not accomplished, as well as the two million dollars of the tritium removal facility specific initiatives that were not completed in 2007.

MR. THOMPSON:  So that's it?  Three million is the deferred spending?

MR. MAUTI:  In terms of specific work from the 2007 year that was not completed, that would have to be completed specifically in 2008 or 2009.

MR. THOMPSON:  All right.  So what are we to make of these savings from budget in 2007?  Are they reflected in the 2008 budget, or are they not?

MR. MAUTI:  We tried to identify the causes of the under-spending in 2007, specifically areas where staff vacancies had not been fulfilled, which were causing the variance for 2007.

MR. THOMPSON:  I guess what I'm asking is:  Is this under-spending in 2007 being sustained in 2008 or 2009?  Or is this just a temporary under-spending condition?

MR. ROBINSON:  It was a temporary under-spending condition, significant around staffing levels, but also with two major events at Pickering A and Pickering B had an impact on the staffing levels being able to complete the programs that we wanted to complete, based on additional staffing that we would have hired.

So the bulk of this would be carried forward in the 2008 and 2009, as additional staffing to make up for the vacancies that we had.

MR. THOMPSON:  All right.  Now, coming to, if I might, this business of benchmarks and the context, Mr. Rodger took you through much of that.  There is just one area I wanted to touch on with you, and that's the memorandum of agreement Mr. Penny made reference to in his opening, and you will find that at Exhibit A1, tab 4, schedule 1, appendix B.

Under "mandate" in the paragraph number 3, the agreement states as follows: 
"OPG will seek continuous improvement in its nuclear generation business and internal services.  OPG will benchmark its performance in these areas against CANDU nuclear plants worldwide, as well as against the top quartile of private and publicly owned nuclear electricity generators in North America.  OPG's top operational priority will be to improve the operation of its existing nuclear fleet."

My question of you is:  Between 2005 and 2007, has OPG achieved that aspect of its mandate?

MR. ROBINSON:  From the standpoint of seeking continuous improvement, we do that on a day-to-day basis.  We do that through looking at other stations in North America and how they do business and looking for ways to improve our business.

We do benchmark.  As stated in the evidence, we benchmark in two main areas because we're confident of the data in those two areas, and that is from WANO and the other is the cost data from EUCG.  And it is our priority, as shown in the business plan, to improve performance at our nuclear stations.

The benchmarks that we do with WANO include operational aspects as well as safety aspects of the business, and the areas where we are focussing our attention, while safety is always a number one priority, from a safety standpoint, we're doing very well.  Where we are taking penalty points from the nuclear performance index, which is the WANO indicator, is really in the generation and forced loss rate area.


The business plan also shows the benchmarking that we do against other CANDU units.  So we are, in fact, fulfilling that requirement.  


Obviously, as we have stated before, Darlington is, again, the better performer, both from a generation standpoint and overall nuclear performance index, and Darlington is in the top quartile of the CANDU units from a nuclear performance index standpoint.


MR. THOMPSON:  Well, the way you describe that, Mr. Robinson, suggests to me that OPG management views this mandate -- this portion of the mandate as simply a task list.  As long as we try and look for ways of improving, we're doing what we have been required to do.


Are you viewing it in that light or as an objective?


MR. ROBINSON:  Absolutely not in that light.  We take our benchmarking seriously, and we apply the lessons that we learn to the way we do business.


A good example of that is that we benchmark the way other top utilities in North America address their work control process.  We have made improvements in our work control process, and we have seen, through the metrics that we have available to us, significant improvement in the metrics around scheduling and holding to the schedule the work that we have put in front of us.


MR. THOMPSON:  Well, as an objective, would you 

agree - and I think you have already agreed with Mr. Rodger on this - that OPG has not achieved continuous improvement in its nuclear generation business since 2005?  It has gotten worse?


MR. ROBINSON:  I would not say, from an overall perspective, that that's an accurate statement.


I would say that we have made improvements in a number of areas, and some of the other panels will talk to that in the outage area and in the projects area.


We see improvement, as we discussed earlier, in the corrective maintenance backlog at Pickering B, which is a vital element in improving performance.  We saw improved performance in both corrective maintenance and elective maintenance at Darlington, and we are seeing improved performance from that station.


So I would say that while we're not where we want to be, we are making progress.


MR. THOMPSON:  Let's move on to the benchmarking objectives.  Would you agree that you have not achieved operating statistics, from a benchmark perspective, that puts you in the top quartile of public -- of private and publicly-owned nuclear electricity generators in North America?  You are at the bottom of the heap.


MR. ROBINSON:  I would say that from a production standpoint, that Pickering A and Pickering B are not meeting our targets.


I would say that Darlington, looking at the nuclear performance index, which is a combination of a number of factors, is well positioned within the North American industry.


MR. THOMPSON:  Now, just on the inability to achieve these -- this level of benchmark comparisons, if the Board finds that you are not achieving this level of operating efficiency, does that -- what follows from that?


If it's found you are operating inefficiently, what follows from that conclusion, in OPG's view?


 [Witness panel confers]

MR. ROBINSON:  Well, I guess we would have to take a look at the Board ruling and understand that.  


We do look for efficiencies in our operation.  One example I gave is in the work management system, where we are capturing efficiencies, and we will continue to do that.


It's a part of our day-to-day function to look for areas where we can make efficiency improvements, and, as the business plan calls for, you see that -- you see improving performance through the 2008/2009 time frame.


MR. THOMPSON:  All right.  My last point on this benchmarking subject is -- and you can glean this at 

page 13 of Mr. Rodger's material, and there is also the coloured slide in Staff's material, K4.2, at page 7.  He has taken you through some of these benchmarks, such as production unit, energy costs.  The U.S. industry median, according to your evidence, is $24.00 per megawatt hour U.S.  The top quartile is $20 per megawatt hour.


Is that an appropriate benchmark?  You are mandated to benchmark.  You put these benchmarks in your evidence.  Do you agree they're an appropriate benchmark?


MR. MAUTI:  There is a variety of different ways the EUCG and the cost data could be used to benchmark.  I realize the mandate calls for benchmarking against CANDU nuclear plants themselves.


The EUCG is a voluntary organization in terms of providing cost data into -- we attempt to use the data to come up with a relevant benchmark grouping of plants.  If there were a CANDU grouping of plants to be able to compare against, that might be, you know, one reasonable comparison that we could use, but until more CANDU plants join that association and we can use that benchmark data, we have to struggle to try to find an appropriate grouping of plants to do benchmarking against.


MR. ROBINSON:  The benchmark that you are referring to there under the cost is probably an appropriate benchmark for Darlington, and Darlington is close in that area.


Pickering A and B, as we stated earlier, are very difficult to benchmark against, especially in the U.S.

If you go to the comparison of plants, and I don't have that reference very handy, but a 500 megawatt unit in the U.S. has significantly less components.


If you go to Exhibit A1, tab 4, schedule 3, page 20, it shows you the -- you can see the differences in equipment.


Pickering A and Pickering B are first-generation CANDU plants, very, very complicated, compared to a comparable-sized plant in the U.S.

For example, a 500-megawatt unit in the U.S. would have two steam generators and two heat transport pumps.  At Pickering A and Pickering B, there are 12 steam generators, and 16 heat transport pumps.

If you multiply that with all of the attendant instrumentation and alarms and controls associated with all of those components, you get a very, very complex unit.

In addition to that, that single unit PWR in the U.S., 500 megawatts, has one pressure vessel over which you do certain periodic inspections, whereas the CANDU unit has 300-plus pressure tubes that have to be inspected.

So it makes it very difficult to make that comparison between Pickering A and Pickering B and a comparable U.S. plant, where it is much easier to do a Darlington unit, because a Darlington unit, four steam generators, four heat transport pumps, comparable to a comparable-sized unit in the U.S. of nine to 1,200 megawatts that would have four steam generators, four heat transport pumps.  The only difference there is -- is really the on-line refuelling and the complexity of the reactor vessel itself, if you will, the pressure tubes.

MR. THOMPSON:  Well, you are back to the mandate.  The shareholder directed you to benchmark your performance against CANDU nuclear plants worldwide.

Is the material that you are showing in chart 3, 
page 13 of Mr. Rodger's exhibit, representative of CANDU nuclear plants worldwide?

MR. MAUTI:  From a cost perspective, that data was not available from the EUCG for 2006.

MR. THOMPSON:  Well, sorry, is that an answer to my question?  There is numbers shown in here.  What year do they represent --

MR. PENNY:  You need to be more specific, 
Mr. Thompson.

MR. THOMPSON:  Well, in the comparison column, there are numbers and quartiles indicated.  Are you saying they did not derive from 2006 numbers for --

MR. PENNY:  Well, Mr. Thompson, if you look under "source and peer group", it specifically says in the first category: "CANDU worldwide PUEC data is not available."  That is what the witness is referring to. 

MR. ROBINSON:  So we have we have the data available, and that typically is the WANO data, which has a capacity factor and other factors, we can compare that data.

The worldwide CANDU plants do not provide data to EUCG for us to compare that cost data, so the comparison that you see from the CANDU plants, and as presented in the business plan we referred to earlier, is the unit capability factor and the nuclear performance index.  And the nuclear performance index, among other things, includes the unit capability factor and forced loss rate, and eight other basically safety-type issues by which we can compare.

So the comparison from worldwide CANDU is really limited to those two areas, because that's the only data that we can get.

MR. THOMPSON:  All right.  So it is put forth, is it, as a surrogate for the comparator that the shareholder directed you to apply?

MR. MAUTI:  Specific to the PUEC data, are you referring to?

MR. THOMPSON:  I am talking about the CANDU nuclear plants worldwide comparator that the shareholder directed you to provide, and is the information in chart 3 put forward as a surrogate for that comparator.

MR.PASQUET:  I think we've said, you know, that already, where we can do direct comparison to CANDUs worldwide, we have been able to do it.  As Mr. Robinson said, in the capacity factor and nuclear performance index are two very valid comparators for which we've compared against other CANDUs.

On the production unit energy costs, we do not have other CANDU information; so consequently, we have to go the best comparator that is available.  And the best comparator we have available is the data that you've seen there.

MR. THOMSON:  Thanks.  In terms of the second comparator, the top quartile of private and publicly owned nuclear electricity generators in North America, is the information in chart 3 put forward as representative of that comparator?

[Witness panel confers]

MR. ROBINSON:  So you're talking about unit capability factor now?

MR. THOMSON:  I'm talking about the comparator that your shareholder directed you to apply.  You were to seek continuous improvement in nuclear generation business and benchmark your performance against the top quartile of private and publicly owned nuclear electricity generators in North America.

Is the information in chart 3 put forward as being representative of that comparator?

MR. PASQUET:  So for production unit energy costs, there are a number of utilities in plants which participate in that.  Some of them are public and some of them are private.

So, again, the key part with the PUEC data was getting a common level of understanding that we could do meaningful comparisons.  So participating in the PUEC data, there are some public and there is some private utilities in there.

For the CANDU, it is basically for the WANO data.  It is all of the CANDU plants in the worldwide who have contributed to that.  So, again, we have used the data where we have been able to get -- access it.

MR. THOMPSON:  Thank you.

Now, my last question is with respect to fuel costs.  If you go to page 6 of Mr. Rodger's exhibit, this is K4.1, in terms of the drivers of the deficiency, we see the fuel costs comprise a $128 million increase in the updated submission over interim rates.

MR. BOGUSKI:  Yes, I see that.

MR. THOMPSON:  Do you see that?  And you discuss this in a number of interrogatory responses, as well as in this F2, tab 5, schedule 1, I believe.

Is there deferral account protection for OPG and its ratepayers with respect to fuel costs?

MR. BOGUSKI:  Yes.

MR. THOMPSON:  Or is OPG at risk if it doesn't get these numbers right?

MR. MAUTI:  There is a fuel variance account, but I think that is best dealt with for that panel dealing with variance accounts.

MR. PENNY:  I think the issue wasn't clear on your question, Mr. Thompson.  Were you talking about historically, or for the test period?  For the test period, there is a deferral account proposed, but there is no deferral account for the 2005-2007 period.

MR. THOMPSON:  Right.  No, I am looking out.  So in 2008-2009, there is deferral account protection?  Or variance account protection?


MR. BOGUSKI:  We have proposed that in the evidence, yes.


MR. MAUTI:  Related to fuel prices, but, again, the panel dealing with variances would be in the best position to discuss that.


MR. THOMPSON:  But is that a proposal, or is that something that the regulation dictates?


MR. PENNY:  It's a proposal.


MR. THOMPSON:  So then just to complete it, in the interim period - that is up until April 1, 2008 - you did not have fuel cost variance protection.  Who won and who lost in that period on fuel costs?


MR. MAUTI:  I don't understand the winning and losing aspect of the question.


MR. THOMPSON:  Well, were you under-budget or over-budget on fuel costs?


MR. PENNY:  You mean relative to the assumed costs from 2004 that were embedded in the interim rates from 2005 to 2007?


MR. THOMPSON:  Yes, right.


MR. BOGUSKI:  So if we look at Exhibit F2, tab 5, schedule 2, table 1, it shows the comparison of nuclear fuel costs versus budget.


In the variance description of the period over period, and year over year, plan over plan, it describes where we were close to budget and where we weren't.  Obviously, there are factors related to production and there are factors related to price.


Over the period of time that we are talking about here, the major variance has been related to price.


MR. THOMPSON:  All right.  Was it in OPG's favour or against OPG?


MR. BOGUSKI:  Okay.  The 2005 budget was 85 million and 2005 actual was 83.1 million, so $1.9 million favourable variance in that case, 2005.


2006 was -- the budget was 91.6 million and the actual was 87.9 million, so a $3.7 million favourable variance to OPG.


In 2007 actual, it was 92.3 million versus a budget of 102.3 million, so a favourable variance, again, of $10 million.


MR. THOMPSON:  Thank you very much.  Those are my questions.


MR. KAISER:  Thank you.  We will take the morning break at this point and come back in 20 minutes.


--- Recess taken at 11:18 a.m.

--- On resuming at 11:48 a.m.

MR. KAISER:  Please be seated.

Mr. Buonaguro.

MR. PENNY:  Mr. Chairman, just before we start, your question about the numbers on pages 17 and 13 of Exhibit K4.1 caused some additional thinking over the break, and we discovered a numerical error on -- your instinct was, again, right and we discovered a numerical error on the document that is at page 13, which is the page 17 from Exhibit A1, tab 4, schedule 3, and Mr. Mauti can speak to this, but just so I highlight it.

The error is that the weighted -- in the first box, production unit energy costs, under the column "value", the weighted average for nuclear is incorrect.  That number should be 39.

MR. KAISER:  Right.

MR. PENNY:  But Mr. Mauti can explain what that is all about.

MR. MAUTI:  Yes.  The question was that the methodology with the EUCG and our PUEC was consistent, the methodology in doing it consistent.  I said the numerical error here, I believe is a simple averaging of the three values above as opposed to the weighted averaging for production and costs.  So we just uncovered that when we went back downstairs, so I do apologize.

MR. KAISER:  Thank you.  Mr. Buonaguro.
Cross-examination by Mr. Buonaguro:

MR. BUONAGURO:  Thank you.  I just have some questions related to undertaking J2.4 that was produced this morning, and in particular, the second table which is specific to nuclear, O&M.

Okay?  Now, I understand from the first page of the interrogatory response how you adjusted our initial table to come up with your picture of how you would represent labour, excluding pension and OPEB costs per regular FTE for 2005, 2006, 2007, 2008 and 2009.

I just wanted to know if I can get an explanation for the -- for what appears to be a spike in 2008 on the percentage change from year to year.  So from 2005 to 2006, this graph is showing, or this chart is showing a 
3.4 percent increase in labour costs.  2007, 3.7 percent.  And then 2008, it jumps to 6.5 percent.  I was wondering if you are able to isolate why that year has jumped compared to the other years.

MR. MAUTI:  We attempted to go down to a level of detail to try to identify any one specific cause from that.  As yet, we haven't.

We know that there are amounts in the base labour, the first line, which at times do not have or are not impacted by pension and OPEB, things like shift allowances, certain kinds of benefits, things like an outage bonus, components such as that which go into the labour line are not impacted by pension and burden.  That might be a cause for the total sort of labour per FTE to jump to the 6.5 percent.

I know over the four years in total, it averages to roughly a little over 4 percent, but we haven't been able to specifically identify anything within 2008.

MR. BUONAGURO:  Okay.  Those are my questions.

MR. KAISER:  Thank you.  Mr. Faye.
Cross-examination by Mr. Faye:


MR. FAYE:  Thank you, Mr. Chair.  I would like to first enter an appearance for Mr. Norm Rubin, sitting to my left.  He will be asking some questions initially of this panel, and then I will ask you follow-up questions if material warrants it.  So at this point I will just turn it over to Mr. Rubin to ask his questions. 

MR. KAISER:  Thank you.

MR. RUBIN:  Thank you, Madam Chair, members of the panel.  Let me begin with something that might be quick.

There we go.  We have some questions about OPG's expenditures on nuclear advertising, and our first round -- our first question was answered in Exhibit JT1.2, which you don't necessarily have to go to now, but we're specifically interested in exploring the nature of these expenditures and OPG's corporate objectives in spending the funds, and the benefits to ratepayers of the expenditures.

I guess my first question is whether this panel is the appropriate one to address those issue, and if not, which one, please?

MR. PENNY:  Mr. Rubin, that is not base OM&A.  Those costs emanate from the corporate head office, so the corporate panel that's coming up later will be in a position to deal with those.

MR. RUBIN:  Even to the extent that the funding, for example, the Canadian Nuclear Association's ad campaign, they won't tell me I missed my chance, that it really has to do with nuclear, not corporate?

MR. PENNY:  Let me -- I think I am responding to your question, but let me qualify what I just said.

If you want to ask about CNSC-related matters and liaison, I think this panel can deal with that.

MR. RUBIN:  Sorry, relations with CNSC would fall under the advertising budget?  I don't think so.

MR. MAUTI:  CNA was the reference.

MR. RUBIN:  No, no, Canadian Nuclear Association, which runs those --

MR. PENNY:  Oh, sorry.  I meant to say CNA, sorry.

MR. RUBIN:  Sorry.  So the funding to the CNA public relations campaign would be relevant to this panel?

MR. PENNY:  Corporate.

MR. RUBIN:  Nobody wants it?

MR. PENNY:  Corporate.

MR. RUBIN:  Corporate.  Thank you.

Perhaps, though, in order to speed up or improve that questioning, I wonder if I can ask you now, perhaps Mr. Penny, would it be possible for us to get some documentation on the purpose of the advertising spending?

I am sure there are internal documents in which you explain what it is you are trying to get with the various line items.

MR. PENNY:  Well, I don't know what the answer to that is.  What we can do is look and see what is available.

MR. KAISER:  Thank you.

MR. RUBIN:  Is that an undertaking?

MR. PENNY:  We can give that an undertaking.

MR. RUBIN:  That would suit me, okay.

MR. BATTISTA:  That will be Undertaking J4.2, and could you give a short --

MR. PENNY:  It will be to determine whether there are documents available that explain the purpose of the advertising that's reflected in the filing for the 
nuclear - do you want just nuclear, or both nuclear and -- 

MR. RUBIN:  Nuclear is fine with me.

MR. PENNY:  All right, thank you.

MR. RUBIN:  Presumably to produce them, if you find any.

MR. PENNY:  If we are not going to produce them we will explain why and we will have an opportunity to address that.
Undertaking NO. J4.2: To determine whether or not there are documents available that explain the purpose of the advertising reflected in the filing 


MR. RUBIN:  Thank you.  At Exhibit F2, tab 2, S-1, section 2.1, page 5 -- which you probably need not turn up -- and which you quoted in an interrogatory response to us, which is our interrogatory schedule 37, that is interrogatory 37, you quoted, and I will read the sentence:
"The nuclear industry stands apart from other regulated industries and other forms of electrical generation due to the nature of its technology, the criticality of safety in its operations and the nature of nuclear regulations."

Would it be fair for me to shorten that and instead of "the nature of its technology, the criticality of safety in its operations and the nature of nuclear regulations," would it be fair to say the nature of the hazards it poses?  I can reread the whole sentence if you want, that is:  The nuclear industry stands apart from other regulated industries and other forms of electrical generation due to the nature of the hazard it poses.

And if that isn't fair, can you tell me why it isn't fair.


[Witness panel confers]

MR. PASQUET:  So to answer the question, we manage our plants in a way that we maintain the risk to our staff and our public very low.


When you manage risk, it is a combination of hazard and probability of that hazard occurring.


At the end of the day, what we are licensed by the CNSC and also the way we operate our plants is to minimize the risk to our staff and the public to an acceptably low value.


MR. RUBIN:  My question is that if you didn't start with the nuclear spectrum of hazards, which, if need be, I can start elaborating to you -- and I think you will have to say "yes" to all of them, but if you didn't start with that, you wouldn't have to incur the various costs of trying to minimize the risks and meet regulations.


We don't have a Canadian Safety Commission in everything.  We sure as heck have one in nuclear, and I think it is not by accident.  And I am asking you to agree with me, if you can, that it's not by accident that this is a heavily regulated field and it's a field where you probably would have done all of the regulated requirements without a regulator, if you had stopped to think about it, because you are addressing hazards with your risk containment expenditures.


I guess that's why I think -- when you say the nature of the technology, I don't think you are talking about every aspect of the technology.  I think you are talking specifically about the hazardous part.


MR. PASQUET:  So you're stating the obvious, that it is a heavily regulated industry, and we agree that it is a heavily regulated industry.


Yes, we would take those precautions irrespective, but, again, you know, focus on the concept of risk.


We maintain the facilities to operate so that the risks to our people and the public is maintained acceptably low.


MR. RUBIN:  At the conclusion of your response to our interrogatory 37, you write:

"There are a number of key (cost) drivers that influence the level of base OM&A associated with OPG's nuclear operations to a degree not seen in other regulated activities."


Can I take it that all four of you would subscribe to that statement?


MR. ROBINSON:  Can you give me the reference of that again, please?


MR. RUBIN:  Yes.  It is the end of Exhibit L, tab 6, schedule 37, which is your response to an Energy Probe Interrogatory No. 37.


MR. ROBINSON:  Yes.


MR. RUBIN:  Let me ask a couple of forward-looking questions in the hopes of saving time perhaps later in the hearing.


You have basically said that controlling risks or addressing hazards or meeting regulations, all of -- however we want to say this, that this is a key driver in meeting -- a key driver of your base OM&A.  That's my understanding.  


Isn't it fair to say that these hazards are also a key driver for nuclear projects, or do I have to ask that question later?


MR. PASQUET:  Specifically, the contents of the project portfolio obviously toward the project panel.


There is an element of the requirements to meet regulation in the project portfolio, but the details and the makeup of the portfolio, best to talk to the project panel about that.


MR. RUBIN:  Let me try another approach to what I am trying to get here.


Let me give you a hypothetical.  If we could wave our magic wand and Pickering and Darlington emerged from that wand waving totally unchanged except in one regard, I would like you to see if we can agree on what the consequences would be.  That regard is this:  Instead of splitting uranium into toxic radioactive hazardous by-products, let's suppose, hypothetically, that the station split marshmallow into sugar and egg whites.


Would you agree with me that if such a plant would otherwise produce the way your plants produce, et cetera, et cetera, and had the nameplate capacity, that by eliminating the radioactive inherent hazard, et cetera, et cetera, the characteristics and the fears and the actual hazards, whatever those are, these hypothetical generates would create more value for the people of Ontario than your actual Pickering and Darlington stations?


MR. PENNY:  Mr. Chairman, I think the speculative nature of the question is obvious, but having regard for the fact that Mr. Rubin is not, I think, a lawyer, we can answer the question, but I think waving the magic wand is the key.


MR. RUBIN:  It's clearly hypothetical.  I understand that.


MR. PASQUET:  I mean, you have stated a speculative question.  The plant is there.  It's a generator of electricity.  It's a nuclear plant, and we believe it is safe to operate and it's a valuable asset.


MR. RUBIN:  You spend money to control the hazards to try to make sure that it has acceptable risk?


MR. PASQUET:  We spend money to minimize the risk; correct.


MR. RUBIN:  You have outages that would not be necessary if it weren't -- if there weren't radioactivity involved?


MR. PASQUET:  We have outages to maintain the plant, just like we have programs to maintain plant equipment.  And, you know, we have programs in place so that we ensure we run this plant safely and reliably.


MR. RUBIN:  You have forced outages because you have trip points set on dozens of parameters in order to prevent unspeakable events?


MR. PASQUET:  We have a trip envelope to ensure that we can maintain the plant to operate safely.


MR. RUBIN:  These outages would not be necessary if you weren't dealing with large quantities of toxic material, if you didn't have inherent hazard, if you didn't have the characteristics of the technology we're talking about that create hazard that you have to control?


MR. ROBINSON:  Not necessarily true.  A number of the outages are on the secondary side of the plant, on the turbine generator or whatever, and we have trip set points that protect that equipment, as well as protecting the reactor.


MR. RUBIN:  Is it your position that you have the same trip points on your gas-fired and coal-fired plants?


MR. ROBINSON:  To protect critical equipment, yes.


MR. RUBIN:  And the number of outages that would be caused is comparable.  There is nothing special about your nuclear plants in the necessity for the secondary side to remove residual heat because it's a safety concern in a nuclear plant, whereas it isn't in a gas-fired or coal-fired plant?  You're saying there is no difference?


MR. PASQUET:  No.  What Mr. Robinson was saying is there are -- there are protections in place on the secondary side of the plant, for example, turbine protection, which is there to make sure that equipment operates safely.


Like a nuclear plant, we have protections on both the nuclear and the conventional side, and the plant is designed in such a manner that the entire plant can operate safely.


MR. RUBIN:  You have mentioned the efforts you go to, including in base OM&A, to ensure that the risks are acceptable.


Is there a relationship between those costs and the chronological age of the station?


MR. PASQUET:  A direct one-to-one comparison, no, there isn't.


MR. RUBIN:  I don't need a one-to-one comparison.


MR. PASQUET:  So the primary driver for costs is the material condition, the -- what we need to do to maintain the plant and reduce the backlogs to basically benchmark values.


So as we -- as the plants age, we do have to perform preventive maintenance, and we will periodically review our preventive maintenance to ensure that it is achieving our backlog targets and also to ensure that the plant is running safely and reliably.


MR. RUBIN:  In that same response, L6-37, there is a reference to the need to learn from nuclear experience, or to learn from experience and two specific examples were given.  One is the fire at Browns Ferry Nuclear Plant, and the second was the terrorist attack of 9/11.

Can you confirm, does anybody remember -- my recollection is that the fire at Browns Ferry was in 1975.  It's not essential that we agree on the year.  Does anybody remember?  I think plus or minus, does that sound reasonable?

Can you agree with me that any plant that was designed and built after 1975 probably would already incorporate the lessons learned from that experience?

MR. ROBINSON:  I would say essentially all of the plants today have learned from that experience and there were a lot of changes to the fire protection regulations that a lot of plants had to go through to meet that regulation.

So I can't talk about the design, because the designs vary over time with the variety of plants.  But each of the plants, at least in North America, have addressed this issue that was raised by the Browns Ferry fire.

MR. RUBIN:  Maybe my question is too obvious.

Can you agree with me that to the extent that the response was a hardware-based response, retrofits might have been required in older stations, and design changes rather than retrofits would have been done with newer stations?

MR. ROBINSON:  Correct.

MR. RUBIN:  Can we agree, at least directionally, that design changes generally cost less than retrofits to a radioactive reactor?

MR. PASQUET:  You are asking a speculative question.  It depends on the plant.  It depends on design changes.  It depends on a number of different factors.

To make a simple blanket statement that one is more costly than the other, that would be speculative on our part.

MR. RUBIN:  If you found out that one of your associates had designed and built a new nuclear plant without a needed safety upgrade, and his argument was that you could always retrofit it later after the plant had operated and become radioactive, would you take that as a sensible statement?

MR. PASQUET:  Again, you are asking a speculative question.  You know, again, it's a speculative question.

Each licensee goes in front of the Nuclear Safety Commission to demonstrate that their plants are acceptable and safe to operate.  And, again, I would reiterate it is a speculative question you are asking.

MR. RUBIN:  Has OPG provided any evidence to this Board about why Darlington seems to be your best performing station?

MR. PASQUET:  Yes, we have.

MR. RUBIN:  And could you summarize that for me, and perhaps steer me to documents, but give me the gist of it at least?

Does it have anything to do with the fact that it is newer?

MR. ROBINSON:  It has somewhat -- it is somewhat impacted by the fact that it is newer, but it's also impacted because of the fact that it is very much less complex than the Pickering stations.

If you go to A1, tab 4, schedule 3, where we compare the technologies, we talked about this earlier.  Pickering A and B are small 500-megawatt units.  Darlington is just over 900, but if you look at the number of components for that station, the number of steam generators is four.  The number of main cooling pumps is four, compared to 12 and 16 for Pickering A and B.

Therefore, easier to maintain and not as many components to maintain.  So there are significant differences that we culled out in the evidence.

MR. RUBIN:  You have said that some of the difference between Pickering and Darlington is because Darlington is newer, some of the better performance.

And I -- let me -- I have looked at the historic comparison of HOEP and payment responses that you have provided, and I have seen a number of forecasts of future HOEP, usually in consultant's reports, that you have included with your testimony.

I am wondering if OPG has provided any guidance to this Board, or to Ontarians in general, of how we will know if we reach the point where an aging station becomes not worth fixing anymore.

MR. PASQUET:  Can you -- just for my benefit, HOEP is?

MR. RUBIN:  Hourly Ontario Electricity Price.

MR. PASQUET:  Okay.

MR. RUBIN:  If you were running a merchant plant as a private corporation and the costs went up and the nuisance of meeting regulations with an old plant went up, and hourly, the price at which you were selling into the marketplace didn't go up, presumably the lines would cross somewhere and you would say:  Enough is enough, and that would be the answer.

Here we have a somewhat different situation.  You are on a kind of cost-plus basis, and you are trying to get all of your costs recovered on a -- and 25 percent of them on a guaranteed basis, not even tied to output.

My question is:  In that real world environment, how will we know when we have hit the point where those lines cross and the right answer is "stop"?

MR. MAUTI:  Well, I believe our responsibility would be to provide the evidence and the facts in terms of how we would operate the plants over the test period that would result in a rate proposal.  The decision as to whether that's appropriate or not, really, I don't believe would be ours and this panel to speculate on.

MR. RUBIN:  Are you suggesting that there is a future panel that is going to wrap its head around that and give us the answer?  Or that really, it is not the basis of evidence here?

MR. PENNY:  I think what we're saying is, for example, that exercise is underway at OPG now, with respect to the potential for refurbishment of units at Pickering B, and there is a panel that will be addressing that.  Although, as the evidence says, that decision has not yet been made.  That work on the assessment is still in progress.

MR. RUBIN:  Thank you.  That's helpful.  But is it not true that the assumption is that a refurbished Pickering B station would also have its costs covered in a regulatory, guaranteed payments framework regardless of the -- for example, the market value of the electricity it produces?


MR. PENNY:  Well, I don't want to get into an argument with you, but that project has to be justified on a cost-benefit basis.  We have already led some evidence about that, in principle, and if there is going to be a refurbishment, it will have to be justified by OPG before this Board in order to ensure that it does recover those costs.


If the analysis does not support that, then presumably that would be a factor that this Board would take into account.


MR. RUBIN:  My question is:  Are there any benchmarks?  Are there any -- what is the test?  What is the test that can be passed or failed that gives the answer, yes or no, it is worth running it for another year or through the test period?


I believe your evidence is clear that it isn't coming in cheaper than HOEP.  And if it isn't that, is it that you are in the top quartile by the end of the test period in some benchmark?


What is the test whose failure indicates that it is time to shut down that nuclear plant?


MR. PENNY:  Well, I would say, I think, two things, Mr. Chairman, about this question and the exchange Mr. Rubin and I are having.


One is that it sounds like what we're really talking about is future planning and where the sources of supply are going to come from for the province of Ontario, and that's, of course, an issue before this Board in the IPSP proceeding.


It does also seem to me that to the extent Mr. Rubin wants to argue for a particular test that should be applied, he is fully at liberty to do so, but we're really in the realm of argument at this point.


MR. KAISER:  I guess there is one question that might be asked on this, and that is we have all of these benchmarks and Mr. Rodger has gone through them with you, as other counsel have.  They're at page 13 of his material.  There has been reference to the very -- the bad performance - I guess I can call it that - with respect to Pickering A and B.


I realize that you have said that things are improving or you believe they will improve, but I think the question Mr. Rubin is asking:  Is there a score on these benchmarks, hypothetical as the question is, which would lead to a clear conclusion that you just shut it down?


MR. ROBINSON:  There is no clear score.  Our job is to operate these units safely.  If, in fact, we would get to a point where we could not operate these units safely, we would shut them down, but there are no particular scores in this benchmarking that you can say, at this level, that would happen.


The cost at which these operate and whether or not they provide a benefit to the province is something that the company would have to decide based on the operating cost of these units, and, as Mr. Penny said, the refurbishment decision at Pickering B will determine whether or not it is cost-effective to refurbish the Pickering B units, assuming the cost profile going forward.


MR. KAISER:  Does that help you, Mr. Rubin?


MR. RUBIN:  That is helpful.


If we can turn the response back from safety, which is regulated by the Canadian Nuclear Safety Commission to economics, though -- and it seems to me this may be the first time that the Ontario Energy Board has gotten a chance, in effect, to sign the approval for the continued operation of nuclear generating stations in this province.  


Up until now, I don't believe the Ontario Energy Board has been responsible for the operation nuclear generating stations, whether they're cost-effective or not, and they certainly haven't been asked whether they should be constructed.  


We have another hearing where the OEB is being asked for the first time whether we should build any more.  In this hearing, I believe this decision will, in effect, either approve or not payments to continue the operation of Pickering and Darlington, and my question is:  What are the guidelines for when the answer is yes; when the answer is no?


We have seen the discussion about benchmarks.  That is one way to look at it.  We have seen a comparison of HOEP and production costs.  That's another way to look at it.


But I am told that none of those are the way to approach this decision.  I am wondering if the panel has any suggestion for how to help this Board decide whether you have made the case for "yes".


[Witness panel confers]


MR. KAISER:  Mr. Rubin, while they're discussing this, won't this all come up in the panel dealing with the refurbishment issue?  Isn't that a better place to have the discussion as to whether the costs exceed the benefits or vice versa?


MR. PASQUET:  So the refurbishment decision will determine whether it is cost-effective, or not, to continue to operate this plant into the future, and in the course of that discussion the economics of the plant would be one component of the recommendation that we'll be making to our board of directors.


So that is a discussion that will be taking place within OPG dealing with the refurbishment of the Pickering B units.


MR. RUBIN:  What's the projected date of the refurbishment?  Is it during this test period?  I'm sorry, I don't remember.


MR. PASQUET:  No, it is not.


MR. RUBIN:  So here this Board is being asked to approve the operation of the Pickering A and Pickering B units between now and either a refurbishment or a shutdown for replacement; isn't that correct?


MR. PASQUET:  I believe they're approving a rate application, as opposed to specifically approving the operations of the plant.


MR. RUBIN:  So this Board is going to decide whether or not to pay you to continue and how much to pay you to continue to operate the Pickering and Darlington nuclear stations; is that not the gist of it?


MR. PASQUET:  We have made an application.  The OEB will rule on the application, and then set appropriate rates.


MR. RUBIN:  I would suggest, then, that since refurbishment happens after this test period, it's interesting, but it doesn't answer my question, which is:  How should this Board decide that what they have before them does not meet the test of cost-effective and prudent and economically justifiable operation, based on forecast, based on the reliability of the forecast, the confidence that the performance forecasts and benchmarks and claims will be met?


My understanding -- correct me if I'm wrong, and I often miss Ontario Energy Board hearings, but my understanding is often there is a line that must be crossed in order to gain approvals, and that line is spelled out.  And I don't see the line here, and I am wondering if you can help me see it.


MR. PENNY:  With respect, Mr. Chairman, I really do think we're in the realm of argument.


The Board has already decided in this case that it's going to determine the -- the statute says that you are to determine the payment amounts that the IESO pays for the operation of these facilities, and this Board, in the methodology hearings, already decided it is going to do that on a cost-of-service basis.


I do think that Mr. Rubin's questions are really about the big picture supply for the province of Ontario, which is not for you to decide in this case.


MR. KAISER:  I think Mr. Penny is right on that, Mr. Rubin.


MR. RUBIN:  Thank you, Mr. Chair.  I will yield to my colleague.


MR. FAYE:  Thank you, Mr. Chair.  I have a few questions that deal with nuclear fuel costs, and that material appears at Exhibit F2, tab 5, schedule 1.  

Has the panel got that up?

MR. MAUTI:  Yes, we do.

MR. BOGUSKI:  Yes.

MR. FAYE:  I am looking at page 2, and starting at line 4, there is a three-step description of the nuclear fuel supply chain.  The first step is to purchase uranium concentrate.  Who do you purchase uranium concentrate from?

MR. BOGUSKI:  We purchase it from suppliers from around the world.

MR. FAYE:  So any suppliers in Ontario?

MR. BOGUSKI:  There are suppliers that are Canadian-based, Cameco being a Canadian-based supplier based in Saskatchewan, with operations in Ontario.

MR. FAYE:  Where would the other suppliers of that uranium concentrate be located?

MR. BOGUSKI:  Globally?

MR. FAYE:  I'm sorry?

MR. BOGUSKI:  Suppliers are located around the world, in Australia, the United States, in Canada, in South Africa, and in Europe, eastern Europe.

MR. FAYE:  Thank you.  You would have long-term contracts in place to guarantee you could get hold of this material?

MR. BOGUSKI:  We have a practice of forward-buying our supply, to be able to manage our supply risk.  And we typically have a procurement strategy, whereby in any given year, we seek to have 25 percent, approximately, from any one supplier in order to deal with supply risk events in the world market.

MR. FAYE:  How far forward would your contracts reach?

MR. BOGUSKI:  So we have a forward coverage curve of roughly ten years, with a declining balance from year 1 and 2 down to the 10th year.

MR. FAYE:  Okay.  If I could move now to the second bullet, this would be line 6, "the purchase of services for the conversion of uranium concentrate to uranium dioxide."

MR. BOGUSKI:  Yes.

MR. FAYE:  Where do you purchase these services from?

MR. BOGUSKI:  We purchase these services from Cameco, who is a supplier in Canada, located in Blind River and Port Hope.

MR. FAYE:  The Blind River facility, is that a conversion or a refining facility?

MR. BOGUSKI:  I don't have the answer to that question.

MR. FAYE:  Is it an operating facility at the moment?

MR. BOGUSKI:  Yes.

MR. FAYE:  Does it produce uranium dioxide?

MR. BOGUSKI:  It converts uranium concentrate to uranium dioxide.  That's my understanding.

MR. FAYE:  I think you mentioned a second facility.

MR. BOGUSKI:  Port Hope.

MR. PAPE:  Port Hope?  Both owned by the same --

MR. BOGUSKI:  Port Hope is both -– pardon me?

MR. FAYE:  Sorry, I interrupted you.  Go ahead.

MR. BOGUSKI:  I said Port Hope is a primary facility where we do the conversion.

MR. FAYE:  When you say "primary", does that mean that it has the majority of the capacity to do this job for you?

MR. BOGUSKI:  It has all of the capacity for OPG.

MR. FAYE:  So you don't have any capacity at the Blind River plant; is that right?

MR. BOGUSKI:  I can provide an answer to the use of Blind River specifically, if you would like to have that as an undertaking.

MR. FAYE:  Yes, I would like that as an undertaking, please, and if there is a difference in the processing that goes on at both of those plants, that is if one is stage 1 an the other is stage 2.

MR. BOGUSKI:  Sure, we can provide a description of what takes place in each of those facilities.

MR. BATTISTA: That will be undertaking J 4.3.
UNDERTAKING NO. J4.3.:  To advise about processing of uranium concentrate to uranium dioxide at Cameco's Blind River plant, and whether there is a difference in processing between the Blind River and Port Hope plants.


MR. FAYE:  Focussing for a moment on the Port Hope facility, is this facility operating?

MR. BOGUSKI:  I beg your pardon?

MR. FAYE:  Is the Port Hope facility operating at the moment?

MR. BOGUSKI:  Today, you mean, or in general terms?

MR. FAYE:  In general terms, is it a producing plant?

MR. BOGUSKI:  Yes.  That is my understanding.

MR. FAYE:  Are you aware of any difficulties at that plant?

MR. BOGUSKI:  I am aware that there was, in the newspaper, a report stating that they had some issues relative to contaminated soil.

MR. FAYE:  Is it true that that plant has been shut down since last August?

MR. BOGUSKI:  The facility that provides services to us is not shut down.  I am not sure of what one, specifically, you are responding to, or referring to, but the one where we get our services is not shut down.

MR. PASQUET:  But the answer is correct.  There is a part of the facility which is currently shut down.  Which part of it, I don't know off the top of my head, but part of the facility is shut down.

MR. FAYE:  But not the part that does the conversion for uranium dioxide?

MR. BOGUSKI:  For OPG.

MR. FAYE:  For OPG?

MR. BOGUSKI:  Correct.

MR. FAYE:  So is it correct for me to assume, then, from what you said, that the Port Hope facility is continuing to supply all of the needs of OPG at this time?

MR. BOGUSKI:  Correct.

MR. FAYE:  And is it your understanding that they will be able to continue to supply that into the future?

MR. BOGUSKI:  That is my understanding.

MR. FAYE:  Moving to the third bullet, "the purchase of services for the manufacture of fuel bundles containing the uranium dioxide."  Who do you purchase this from?

MR. BOGUSKI:  We purchase this from General Electric in Peterborough.

MR. FAYE:  Are they your sole supplier of that?

MR. BOGUSKI:  They are our sole supplier of that service.

MR. FAYE:  So I could just summarize, it sounds to me like you have many suppliers for the original uranium concentrate, and you have one supplier for the conversion services to make uranium dioxide, and you've got one supplier to put that uranium dioxide into fuel rods; is that a correct description?

MR. BOGUSKI:  That is correct.

MR. FAYE:  Would you like to comment on security of supply when you are exposed to one supplier on each of the two latter stages?  I am assuming without those two latter stages, you can't fuel your reactors, is that right?

MR. BOGUSKI:  That is correct.  So you would like me to comment on security of supply related to the latter two stages?

MR. FAYE:  Yes.

MR. BOGUSKI:  We manage our security of supply by holding inventories at various levels in the supply chain.  

For the uranium concentrate, we carry six months' of uranium concentrate at any given time, of an annual year usage.

In terms of the conversion services, we have a contract with Cameco, whereby they maintain an inventory of roughly six months of uranium dioxide on their books in order to manage with the security of supply.  And we also carry one to three months', at any given time, of uranium dioxide for that purpose.

In the case of fuel bundles, we carry a targeted inventory of 12 months in order to manage our security of supply.

We also have two qualified suppliers that meets our quality standards in Canada for fuel bundle manufacturing.  The second is Zircatec Chemical, which is currently contracted by other CANDU suppliers -- or generators.  But they do meet our specifications and they have produced our fuel bundles in the past.

MR. FAYE:  Does Zircatec have spare production capacity if you lose the capacity available at either Cameco -- Zircatec is a bundle manufacture, or a --

MR. BOGUSKI:  Fuel manufacturer, yes.

MR. FAYE:  So they would fill in, if the General Electric plant experienced some difficulty and couldn't supply you bundles; is that right?

MR. BOGUSKI:  You said "would they fill in".  In terms of we would need to have a contract for them to fill in, we do not have a contract with them today.

You asked about capacity.  My understanding is there is some capacity, but not enough capacity to take all of our production without capital investment by Zircatec Chemical.

MR. FAYE:  Are there any other suppliers of the conversion process worldwide, or is Cameco it?  

MR. BOGUSKI:  For our product, there is another conversion service that we did work with General Electric to qualify, and that was in eastern Europe.  But the price was prohibitive, in terms of getting the material from eastern Europe to Canada.  But we did explore that opportunity with General Electric on a basis of buying a fully bundled, fully integrated fuel bundle, which included concentrate, conversion services, and the bundle itself in manufacturing.

MR. FAYE:  Have you had any reports from Cameco on the prospects of their plant continuing full production?  

MR. BOGUSKI:  On a fairly regular basis, there is communication that takes place between the fuel procurement group in OPG and Cameco, and on a contract-by-contract basis we are in touch with them in terms of:  When is the next delivery of the product that they are servicing us?


At present, they have not indicated any difficulty in meeting the contractual requirements that we have with Cameco.


MR. FAYE:  But if that plant does experience further difficulty and has to shut down, it sounds to me like your backup plan is you have 12 months of fuel bundles sitting at either a manufacturing facility or sitting at your plants.  After the 12 months, there's no backup?


MR. BOGUSKI:  That's incorrect.  Since we have multiple sources of supply globally, that is just one of our suppliers.


As I stated earlier, we attempt to target roughly 

25 percent with any given supplier for a given year.


So, yes, it is true, if there was a difficulty in one of the Cameco mines, there could be a disruption in that portion of that particular contract.  They also do have other mines and other facilities globally, and they do seek to fulfil our contractual requirements from within their entire supply network.  


Our contracts are not mine specific.  They are company specific.


MR. FAYE:  Thanks for that.  I must have misled you.  I was asking you about the conversion process, which I understand is a necessary step in the fuel bundle production process.


If the Cameco plant can't supply, then what you have is your inventory to rely on?


MR. BOGUSKI:  On the conversion services, that's correct.


MR. FAYE:  And do you have any plans to try and mitigate the risk, that a one-source supplier might experience difficulties with a plant that appears to be having difficulties, that would interrupt your production?


MR. BOGUSKI:  They have not had any difficulties that I am aware of in the conversion process.  And our history is a long history, where supply has not been disrupted in conversion.


As I stated previously, the number of fuel bundles we carry, as well as the already converted uranium dioxide, in terms of pellets, being another six months that they carry on their books, plus one to three months that we carry, gives us a sufficient supply to be able to manage that potential supply risk.


MR. FAYE:  If I understand you right, the 12 months of fuel bundles, six months of uranium dioxide held by suppliers, one to three months that you hold yourself, that would give you almost two years, 21 months of supply, assuming that there would be no difficulty getting the uranium dioxide packed into bundles.


So you have 21 months of supply to back yourself up.  Do I hear you saying that you think that that is a sufficient safeguard when there is no other conversion facility in the world that you are able to deal with at the moment?


MR. BOGUSKI:  So you made a statement there is no other conversion facility that we are able to deal with at the moment.


So I would like to state that there is a conversion facility that we believe could meet our specifications.  I am not aware of the lead time to be able to fully qualify or have them provide that material to us, but, at this stage, we have done assessments of our supply risk strategy and we feel it is an appropriate strategy, in terms of the inventories that we keep.


MR. FAYE:  I would like to take you back to something you mentioned in connection with that eastern European conversion facility.


You mentioned that you had got some way along the path to qualifying them, but decided not to go further because the cost was prohibitive.


In terms of what you pay to your domestic supplier, could you just estimate, in percentage terms, how much higher that eastern European service was going to be?


MR. BOGUSKI:  No, I don't have that information available.


MR. FAYE:  Would you be able to produce that information?


MR. PENNY:  It's not clear to me, Mr. Chairman, why this is relevant information.


MR. KAISER:  Mr. Faye, can you help us with that?


MR. FAYE:  Mr. Chairman, a large component of operating costs for these plants is the nuclear fuel.


MR. KAISER:  Yes.


MR. FAYE:  They have one supplier domestically, and they have the prospect of a second supplier as their backup supplier.


It's not -- it wouldn't be unusual at all, I don't think, to have to eventually rely on that second supplier, given the problems that Cameco is having at Port Hope, and it would be useful to the Board, I think, to know whether the cost of that supply would significantly increase the costs in this application.


MR. KAISER:  I think that is a fair question, Mr. Penny.


MR. BOGUSKI:  In this test period, we are fully covered with our fuel supply, in terms of bundles and in terms of inventory.  So I don't believe that your question is relevant to this test period.


MR. FAYE:  This 21-month test period?


MR. BOGUSKI:  Between now and the end of 2009.


MR. FAYE:  You have six months of uranium dioxide on hand at your suppliers?


MR. BOGUSKI:  Yes, we do, and we currently have 14.2 months of bundles.  As of the end of April, we have 1.5 months of pellets, plus the six months that they're carrying on their books, and we have seven months of concentrate.


MR. FAYE:  I take the revision to 14.2.  I was working with a number of 12 months that I understood from your evidence --


MR. BOGUSKI:  That is our target.  I was giving you our actual inventory as today -- as of the end of April, I should state.


MR. FAYE:  So if I understand your response right, you are saying you can get three months past the test period and are unwilling to provide the Board with information on what might after that?


MR. BOGUSKI:  I didn't say I was unwilling.  I said that I did not feel your question was relevant to this test period.  That's my personal opinion.  


MR. FAYE:  Are you willing to provide the information?


MR. PENNY:  Well, Mr. Chairman, we're in your hands.


The evidence is clearly that it falls outside the test period, and...


MR. KAISER:  I understand that, Mr. Penny, and in a narrow sense you are right, of course, but I think it is an important area.  If you have the information, if you can let us have it, I don't think it will -- if it's going to be a lot of work, we can deal with that, but if you have the information --


MR. BOGUSKI:  So I don't have that information.


The information that we were seeking through a competitive process was the cost of a fully-loaded fuel bundle, and it had the three pieces of the supply chain to be supplied as one service.


I do not have the breakdown of all of those three components.  We had rough estimates related to the end cost of a fully manufactured fuel bundle, and we had quite a number of areas of risk that were to be transferred to us through the supply chain which we felt we would have no control over, given the location.


We have that information, but that is obviously a confidential negotiation that we were in the process of discussing with the supplier.


MR. KAISER:  Is the name of the supplier confidential, or potential supplier?


MR. BOGUSKI:  General Electric.


MR. KAISER:  This Port Hope question, you mentioned that part of the plant is closed down.  I take it that aspect of the plant is being used by somebody else.  It doesn't impact your -- the supply to OPG.


Is there a concern -- I think this is part of Mr. Faye's question.  Is there a concern that your supply from Port Hope may be in jeopardy?


MR. BOGUSKI:  My understanding, from talking to our fuel experts, is that the portion of the plant that has been shut down was not used in the conversion services for OPG.


MR. KAISER:  Was it used in conversion services?


MR. BOGUSKI:  I don't know what it was used for.


MR. KAISER:  You don't know.


MR. BOGUSKI:  When I asked the question as to, Is there any impact to OPG, it was stated there was no impact to us, because we don't get services from that part of the facility that is closed down.


I am not personally aware of what actually is closed down in that facility.  We can find that out for you, if you are interested.


MR. KAISER:  It would be pretty important to know, wouldn't it?


MR. BOGUSKI:  We contract for conversion services.  The conversion services that we get were not impacted by the decision to close --


MR. KAISER:  Do you know why it was closed down, that portion of the plant that doesn't affect you?


MR. BOGUSKI:  I don't know that.


MR. PASQUET:  There was a proceeding in front of the nuclear regulatory -- excuse me, the Canadian Nuclear Safety Commission.  There was a part of the plant which does not provide services for OPG, for -- which was closed down to deal with an issue that was brought before the Commission.


It is unrelated to the production of fuel for OPG.


MR. KAISER:  Thank you.  Mr. Faye, do you have anything further?


MR. FAYE:  I think Energy Probe would be sufficiently answered on this if we just had your preliminary estimates of what that cost from eastern Europe was going to be, and if that was on a fuel bundle basis, that's fine.  We just want something to compare with, what does a fuel bundle cost you now and what would it cost you if you had to go to eastern Europe and get it.

I don't think that requires a whole lot of digging.  You seem to have that information, because you got to that point before you decided not to go further.

MR. BOGUSKI:  I would have to take that under advisement, in terms of –-


MR. KAISER:  Why don't you consider this, Mr. Penny, over the lunch hour and let us know?

MR. PENNY:  Yes, absolutely, sir.

MR. FAYE:  Okay, my last question is related to something Mr. Rodger questioned you about, and that was page 13 of his exhibit, that chart that we have been over many times.

There is probably no real need to turn it up, but given the discussion that has gone on this morning and the many risks that have been highlighted in the nuclear production cycle, and the additional costs that Pickering A and B are experiencing, is it a fair conclusion to draw that, in hindsight, this was just the wrong nuclear technology to choose?

MR. PASQUET:  The facility was designed -- the Pickering plant was an evolution of nuclear technology, starting with NPD, going to Douglas Point, and then subsequently to the Pickering plant.

It was the best knowledge, the best design, the best state of CANDU technology at that point.

Subsequent to that, the designs have advanced.  We talked a little bit about simplification of design.  We talked about the plants being larger, ultimately ending up with the Darlington design, which is proven to be reliable and cost effective.

MR. FAYE:  Thank you, Mr. Chair, that is all of my questions.

MR. KAISER:  Thank you.  We will take the lunch break at this point and come back in an hour.  Thank you.

--- Luncheon recess taken at 12:51 p.m. 


--- Upon resuming at 2:06 p.m.


MR. KAISER:   Please be seated.  Ms. Campbell, did you want to deal with this confidentiality issue now or later, or what?

Procedural matters:


MS. CAMPBELL:  Is it on?  Yes.  Well, if I remember correctly, it had been anticipated we would deal with it first thing this morning and we didn't.  Perhaps we should deal with it now.  It was the issue of the application 

by -- or, rather, a motion brought by the applicant regarding four specific documents.


MR. KAISER:  These are the four documents in Ms. Reuber's letter of May 9th?


MS. CAMPBELL:  Yes, it is.  


MR. KAISER:  What's the plan?  Everyone will sign the necessary documents and they will go into the confidential record, or is there a dispute as to whether they should be held in confidence in the first place?


MR. PENNY:  Well, I have been given no notice by anyone of any objection to the confidentiality of the information itself.


MR. KAISER:  One of these is Navigant's study on benchmarking?  Is it here somewhere?


MR. PENNY:  It is.  The Navigant issue -- the issue there with Navigant is that it contains proprietary data to them, and part of the deal with them is that we purchase their services, but the contents are confidential.  So it is --


MR. KAISER:  Is this the benchmarking with the other CANDUs?


MR. PASQUET:  Yes.


MR. PENNY:  Yes, it includes the CANDUs.


MR. KAISER:  Anyone here objecting to treating these four documents on a confidential basis?  All right, no objection.  Why don't we do that?  


I presume you have done the mechanics of making sure people have signed the --


MR. PENNY:  Yes.


MR. KAISER:  Have we disclosed these to any of the parties?


MR. PENNY:  Yes, those people -- the arrangement we struck in the interim was that those people that wanted to see them immediately signed confidentiality undertakings and we agreed, on a temporary basis, to provide access to those.  


Others have signed them today and may or may not have actually received the documents at this point.  I'm not sure, because we didn't come armed with copies, I think.


As I understand it, as I said this morning, it often turns out to be the case that parties conduct their cross-examinations without actually having to make reference to the specific data, and, if that is possible to do, then that's the preferred approach.  But if it is necessary to actually get into the meat and potatoes of these documents, then what we need to do is ask those who are either not with the company or haven't signed confidentiality undertakings to leave and go into an in camera session.


If we do have to do that, I guess my suggestion would be that we try to save that for a discrete piece of the transcript.  It just makes it easier to handle that way.


MR. KAISER:  Are any of these, Mr. Penny, to be dealt with by this panel?


MR. PENNY:  I guess three of the -- two deal with fuel.


MR. KAISER:  All right.


MR. PENNY:  And then there is Navigant.  So three of the four are potentially to be dealt with with this panel.  But I guess we have only Ms. Campbell left.


MR. KAISER:  Any of the parties know whether they will have questions of this panel with respect to the three confidential documents Mr. Penny has mentioned?


MR. RODGER:  Sir, we don't know yet.  We haven't received a copy of it yet.  We just signed the declaration today.  If we receive them tomorrow, we could certainly look at them tomorrow when the hearing is not sitting.


MR. PENNY:  Well, my problem with that, Mr. Chairman, is that this has been on the table for weeks, and if my friend, in advance of his cross-examination had wanted to see these documents, all he had to do was sign a confidentiality agreement.  The panel has come and gone.  His opportunity to cross-examine has come and gone.  


He never asked for the documents before, and it doesn't seem appropriate to me that he comes along now, and says, Well, I now would like to sign one and now I would like to maybe have them come back, when we're -- that opportunity was available to my friend.


MR. KAISER:  Why don't we do this?  Sorry, Mr. Rodger, did you have something?


MR. RODGER:  It's okay.


MR. KAISER:  Why don't we do this?  Let's get the documents distributed, number one, to those that have signed and don't have them?  Have a look at them, and we will see if Mr. Penny will accommodate us by having these gentlemen hang around, and maybe after the break you can put your questions to them.  If you can't get prepared in time for that, then we will deal with it.


MR. RODGER:  Thank you.


MR. KAISER:  Is that all right, Mr. Penny?


MR. PENNY:  Yes.


MR. KAISER:  Ms. Campbell?


MR. RODGER:  Are the materials here?  Perhaps we could just get the report.


MR. KAISER:  Before you start, let's just finish up with the paperwork, if we can.


MR. RODGER:  Thank you.


MR. KAISER:  Do you have the documents, Mr. Faye?


MR. FAYE:  No, we don't have a copy.  No, sir, we don't, but we have filled out this and if that's the only copy that's available --


MR. KAISER:  That's the ticket.  I guess you give it to board counsel.


Do you have the documents, Mr. Buonaguro?


MR. BUONAGURO:  No.  I am just arranging to sign the confidentiality agreement so I can get a copy.


MR. KAISER:  Mr. Thompson, do you have them?


MR. THOMPSON:  No, I haven't.  I signed this morning, as well, and am just waiting on them.


MR. KAISER:  It looks like we will have to get copies made.  Do we have enough copies, Mr. Penny?


MR. PENNY:  I'm not sure if we do.  


MR. KAISER:  There seems to be a sudden interest in --


MR. PENNY:  We are just making arrangements to get them.  They will be available later this afternoon.


MR. KAISER:  All right.

Cross-examination by Ms. Campbell:


MS. CAMPBELL:  I left at the front with the members of the panel, and I have already distributed to my friends - if they don't have a copy they will let me know - a single chart that is titled "2007 EUCG data, OPG units and other units within 100 megawatts of Pickering."


MR. PENNY:  Sorry, Mr. Chairman, just before we get started, there was one other preliminary matter left over from before the lunch break.


We said that we would consider this issue of the cost of the alternative source --


MR. KAISER:  Yes.


MR. PENNY:  -- of the fuel bundles.  We initiated some enquiries over the lunch hour, but haven't heard back.  I think what we should do is we will make the enquiry and provide what we can find, so we should probably just give that an undertaking number.


MR. KAISER:  All right.


MR. PENNY:  That would be to --


MR. KAISER:  Is that satisfactory, Mr. Faye?  That was your question, I think.


MR. FAYE:  Yes, sir, that's fine with us.


MS. CAMPBELL:  The undertaking would be the cost of --


MR. PENNY:  It would be to enquire and advise Mr. Faye on what the alternative -- I think it was the eastern European alternative source of supply for fuel bundles, what the order of magnitude of difference was from the existing source.


MS. CAMPBELL:  That will be J4.4.

UNDERTAKING NO. J4.4:  PROVIDE ORDER OF MAGNITUDE OF DIFFERENT FROM EXISTING SOURCE TO EASTERN EUROPEAN ALTERNATIVE SOURCE OF SUPPLY FOR FUEL BUNDLES.


MR. PENNY:  Thank you.


MR. RUPERT:  Before Ms. Campbell starts - maybe I could ask you, Mr. Penny - yesterday Mr. Lacivita was here.  I was asking some questions about this -- excuse me, the segregated mode of operations costs.  He directed me to a document, KT1.9.


MR. PENNY:  Yes.


MR. RUPERT:  I went back and looked at it and it has a bit of the stuff on, but I don't think it really does --


MR. PENNY:  Some, but not all.


MR. RUPERT:  -- what I wanted.  So I wonder if you could undertake to -- I forgot precisely the exhibit now, but you know the one I am referring to?


MR. PENNY:  I know exactly the one you're referring to.  I'm glad you raised it, because we had meant to come back to that, as well.  It slipped my mind, because we also looked at that and it seemed to us that it was part of, but not everything you were looking for, so we will break that out in the way that you described.


MR. RUPERT:  Okay, thank you.


MR. PENNY:  I guess that didn't have a number, so we better give that a number, too.  It's the breakout of the SMO gross revenues.


MS. CAMPBELL:  Okay.  So the breakout of the --


MR. PENNY:  -- SMO gross revenues, by category.


MS. CAMPBELL:  That would be J4.5.

UNDERTAKING NO. J4.5:   PROVIDE BREAKOUT OF SMO GROSS REVENUES BY CATEGORY.


MS. CAMPBELL:  Sorry.  I was waiting for -- I guess I thought there would be another undertaking or something.  So we are done.  All right --

MR. PENNY:  Sorry, yes, we're done.  Thank you.

MS. CAMPBELL:  Okay.  As I indicated, I handed out a chart and it is titled: "2007 EUCG data, OPG units and other units within 100 megawatts of Pickering."  That has been given an exhibit number, which is K4.3.
EXHIBIT NO. K4.3:  Chart entitled, "2007 EUCG data, OPG units and other units within 100 megawatts of Pickering."


MS. CAMPBELL:  Mr. Penny, I don't believe I gave you enough for the panel, did I?

MR. BOGUSKI:  Yes, we have them.

MR. PENNY:  I'm sorry.  You handed out a different one at the lunch break, I think.

MS. CAMPBELL:  It has a different heading.

MR. PENNY:  They have the one from this morning, but not the one that you have just left on our desk.

MS. CAMPBELL:  All right.

MR. PENNY:  I think the only difference is the heading, is that right?

MS. CAMPBELL:  We might as well be precise.

MR. PENNY:  Thank you, Ms. Campbell.

[Ms. Campbell hands document to the witness panel.]

MS. CAMPBELL:  Now, the genesis of this particular chart arises out of an answer that was given to an enquiry made at the technical conference.

I am just trying to locate that bundle of documents which has been buried under yet another copy of somebody's undertaking.  K21.10 is the actual response that was given at the technical conference.  The request was for data from EUCG, and we have heard a lot this morning about how OPG would prefer for what I believe they called an apples-to-apples comparison, to use EUCG.

EUCG, I don't know if you on the panel could answer this, what does EUCG stand for, and who are members of it?

MR. MAUTI:  EUCG stands for Electrical Utility Cost Group.  The members of the EUCG, it's a voluntary organization of nuclear generators.  I believe now 100 percent of all American nuclear generators are now part of the EUCG, as well as various international companies that have joined over the years.

MS. CAMPBELL:  And the material that was provided to all parties arising out of the technical conference was, as I said, K21.10, and I don't know whether -- I think, Mr. Mauti, you were at the technical conference?

MR. MAUTI:  Yes, I was.

MS. CAMPBELL:  I believe you provided the data.  Do you have a copy of the technical conference exhibit?

MR. MAUTI:  Yes.  Yes, I do.

MS. CAMPBELL:  I was wondering if you could just turn it up briefly.

MR. MAUTI:  I have it.

MS. CAMPBELL:  Because it is the information that is in this document that has been reproduced, in part, in this document.

So before we look at the single sheet, I would like to just simply look at the larger document so we understand the source for the information.

MR. MAUTI:  Okay.

MS. CAMPBELL:  And if I look at the face of the document, you indicate that the EUCG data has been provided for 2005, 2006 and 2007.

I note that you -- on the face, again, there are various comments made concerning the data provided, that is that plant capacities are listed.  All plants that are in the EUCG database are included.  The 2007 data is the data available as of Friday, May 16th, 2008.  And where plants have not submitted data, for example, fuel costs, no efforts made to adjust or normalize.  The data is as submitted and extracted from the EUCG database.

Then there is a note, the conversion to Canadian dollars in costs per megawatt hour is conducted solely by OPG is data in official EUCG base is actually in American dollars.

So if I could turn it over and just, if you could explain, as we look across the top of the sheet, what is included and what is not included in this data.


MR. MAUTI:  Okay.  Going across the top, I will just go to the first page right after the cover.

The columns going from left to right, the first column is a plant ID.  You will notice it is just a random numeric sort of number that is a signed to a plant that is submitting.

The next column gives you the specific unit ID within the plant, so hyphen 1, hyphen 2, hyphen 3, you will see, in terms of specific unit numbers.

Third column over gives you the year of the data, obviously.

The next column over is basically the capacity to be used for the purpose of doing a comparison of unit size.

Next column over is the net generation in gigawatt hours, unfortunately with the database not able to format it, so it is a little ugly.  There are no commas and things in there, so I do apologize for that.

Next column across gives you the total operating costs in U.S. dollars.  Now, this is where the EUCG members meet regularly to sort of get an understanding and a common basis for what we consider to be operating costs, and this, as I discussed this morning, is sort of the one key benefit of going to this source, because there are definitions for how operating costs are to be defined, what's to be included, and not.  It tries to look at different corporate structures within different organizations that operate nuclear facilities to try to, again, come up with a common basis for all to be able to submit operating costs.

MS. CAMPBELL:  So could I just stop you right there then?  What you're saying is there is an agreement amongst all of the members of the EUCG as to what's included in operating costs.

MR. MAUTI:  Correct.

MS. CAMPBELL:  Is that why OPG's of the view that a comparison with EUCG fellow members is the most appropriate, because there is a uniform definition of what an operating cost is?

MR. MAUTI:  Exactly, yes.

MS. CAMPBELL:  So included in operating costs would 
be --

MR. MAUTI:  Would tend to be things in our evidence, a few things called OM&A costs.  It would include corporate allocated costs, it would include certain benefit components, to make sure that they're somewhat standardly defined across the industry.  Within our model, we also have variable costs for low- and intermediate-level waste, which is basically a variable cost of generation for nuclear that we would also include in this.

So that's the primary components of the operating costs.  Again, it is very specific definitions, especially when you get down to allocations of common or corporate costs about how to do that.  Not only to a plant but right down to a specific unit.

MS. CAMPBELL:  Thank you.

MR. MAUTI:  The next column across is the fuel costs, again in grossed U.S. dollars.

Then the next column is the total costs, which is basically operating costs, plus fuel costs, divided by net generation in gigawatt hours.  And it gives you a U.S. dollar megawatt, dollars per megawatt hour total cost.

 MS. CAMPBELL:  And the total costs per megawatt hour in Canadian dollars is done by OPG?

MR. MAUTI:  Yes.  There is a conversion that we do with an exchange rate, one standard exchange rate that we use.  We typically use one for a given year to be able to do the conversion.  So we take the U.S. dollar database and just convert that over on a common basis for all of the plants.

MS. CAMPBELL:  Thank you.  Then if I could just drop down on to the second page, I point out that the bottom of the second page, you actually see the words "Darlington".

MR. MAUTI:  Correct.  For our units, where we unblinded them and we provided the specific unit, and station and unit reference.

MS. CAMPBELL:  All right.  If I look at Darlington, the first reference to Darlington, it says, 247-1.  Then two below it is the second reference to Darlington, it is 247-3.  Am I correct that the one and the three indicate different units at Darlington?

MR. MAUTI:  Correct.

MS. CAMPBELL:  Okay.  So if I follow it across, I can figure out that in 2007, I can figure out that the total cost per megawatt hour in Canadian dollars for Darlington 1 is $27.01.

MR. MAUTI:  Correct.

MS. CAMPBELL:  Then $27.69.

So the information, flipping over the next page, there are all of the references on the next page for Darlington and then Pickering B, four units at Pickering B, the three at Pickering A.

MR. MAUTI:  Two at Pickering A.

MS. CAMPBELL:  I apologize.  Two at Pickering A, yes, at least two right now.

If I can now ask you to go to the single sheet, the single sheet has taken -- this has been -- as I indicated to Mr. Penny, this has been put together by Mr. Cincar of Board Staff using the information in KT1.1.


If we look at that chart, we have targeted or attempted to plot on this the OPG units, which are unblinded, and the other units within 100 megawatts of Pickering.


And so this is the comparison that you say is the most appropriate because of the consistency in the definition of operating costs; am I correct?


MR. MAUTI:  The EUCG definition is the most consistent comparative source, yes.


MS. CAMPBELL:  That's right.  So if we are comparing costs to other EUCG members who are the closest in generation to Pickering, which is what we were looking for, we see that Pickering remains very heavily weighted towards the high end of the dollar range, still, in comparison to its other EUCG comparators?


MR. ROBINSON:  That's correct.


MS. CAMPBELL:  And can you tell me, first of all, beginning with Pickering, the two Pickering units -- Pickering A units, can you give me the general reason why Pickering -- sorry, back-track; both of the Pickering units, generally.


From the evidence that has been given and from what I can read in the prefiled evidence, Pickering is at the high end of any cost comparison, whether you do it to Bruce or you do it to EUCG or you benchmark it to other kind of comparators, because primarily of the technology involved?


MR. ROBINSON:  For Pickering A and for Pickering B, the technology involved is quite different than any of these comparators that you have listed here.


As I stated earlier, typically the comparators that you see here are in the 500 megawatt range, and, typical in U.S. plants, a 500 megawatt unit has significantly less components than either of the Pickering A or the Pickering B designs.


Even though the Pickering B design is -- or the age of the Pickering B units is much younger than the Pickering A units, the basic design of the units are quite comparable from the standpoint of the number of components and the complexity of the plants.


So there is a significant difference in the amount of equipment to maintain and to keep functioning in concert with each other to produce reliable output.


MS. CAMPBELL:  Now, you said that it was chiefly the components.  Is it both the number of the components and the design of the components, or are we talking chiefly -- it's chiefly technology?


MR. ROBINSON:  I would say, from the number of components, it is based on the technology.


For example, the 500 megawatt units here that you see at Pickering A and B, for each unit you have two fuelling machines.  These 500 megawatt units that you see comparatively in the U.S. don't have any, and that's very sophisticated technology.


So it's mainly technology and the number of people that it takes to maintain the quantity of the components.  While some are more sophisticated, some are identical.


You have standard valves in the industry, and they would be the same type of valve at Pickering as you would see in the U.S.  There's just more of them to maintain and to keep operating.


MS. CAMPBELL:  So one of the consequences of the -- what you called sophisticated technology is that you require a more highly skilled labour force and more of them?


MR. ROBINSON:  I don't know that I would say a more highly skilled labour force, but more of them.


MS. CAMPBELL:  And if you were comparing the -- on a percentage basis, the "more of them" that you need, these facilities need 10 percent more, 20 percent more staff compared to an EUCG comparable?


MR. ROBINSON:  I don't have a good percentage, but...


MS. CAMPBELL:  So you're unable to assist me in establishing, despite the fact that you have said you need more people, how many more people the Pickering technology would require as compared to an EUCG comparator that doesn't use that technology?


MR. ROBINSON:  It's not a simple calculation, because, as we have stated in the evidence, there are pluses and minuses.  With respect to having four units, you would expect to have some efficiency gains there, and then on the negative side, you have just the number of components and the complexity of the systems.


MS. CAMPBELL:  So you told me that a significant driver of the cost that caused Pickering A and B to fall at the far end of this chart, when compared to EUCG comparators, is the technology.  And connected with that, of course, is an increase in the labour force.


Is there anything else, aside from those two facts that you just stated, that would also be driving the costs and cause them to be so high in comparison so the others?


MR. ROBINSON:  Yes, and that would be what we referred to as the material condition of the plants, the backlogs that we have.  And our expectation is, as we work those backlogs down, the reliability of the units go up, and the number of staff required, then, to maintain those plants in good material condition, once they're there, would be less, also.


MS. CAMPBELL:  My question on the material condition is this -- at least it was that.


My question -- when you discussed the material conditions of the plant, you filed evidence that suggests that what you're attempting to do is clear up that backlog and get them into a state where they will be reliable.  So reliability goes up.  Number of staff required to keep them running actually goes down, because they're more reliable.  Am I correct?


MR. ROBINSON:  That's correct.


MS. CAMPBELL:  Can you explain to me why they have been unreliable for so long and why there has been such a huge material backlog?  I appreciate that you're sort of the new owners, so to speak, but this seems to be -- is this a product of poor maintenance or poor design?


MR. ROBINSON:  It's a product of -- I wouldn't say poor maintenance.  I would say lack of maintenance, because of the design and the large number of components to maintain.


MS. CAMPBELL:  Sorry, are you saying that the design makes it difficult for you to maintain them?


MR. PASQUET:  The specific design is such that there are a large number of components, as Mr. Robinson has indicated.  So the larger the number of the components you have, the more preventive maintenance for them you need to have, the higher the probability that there may be a deficiency that you need to go fix.

So it is the volume.  It's a function of the amount of equipment that we have to maintain to support the plant operation.

MS. CAMPBELL:  So -- perhaps I am revealing my lack of knowledge of nuclear.  So from the moment these were designed, they're of such a nature and such a complexity that maintenance could never be maintained?  That maintenance could never be kept to an appropriate schedule?  I am having some difficulty understanding how there has always been difficulty in maintaining the units.

You can obviously see that they're very costly.  I just don't understand what it is that is driving the inability to keep these at a certain level, and yet you have this belief that you can do so in the future.

MR. PASQUET:  So a multi-point question?

MS. CAMPBELL:  Yes.  Feel free to take it apart.  

MR. PASQUET:  The first element, and we talked this morning a little bit about corrective maintenance backlogs.  Take Pickering B for an example.  Beginning in 2005, and you would have to go reference the specific attachment, we made significant inroads in the corrective maintenance backlog and we've demonstrated we could take it from a relatively high number in the order of 100 plus per unit, and get it down to a benchmark number which is in the order of about 25 corrective work orders per unit.

So we demonstrated that with sufficient effort and resources, that we could achieve that benchmark value and Pickering B did achieve that.

Similarly, Darlington on the elective maintenance front has demonstrated with the right level of investment, that we've been able to reduce the elective maintenance backlog.  So in those areas we have made progress.

By maintaining the plant material condition - i.e. maintain the backlogs down to a relatively low level - you can maintain plant reliability.

MS. CAMPBELL:  So what you're saying is if there is sufficient investment going forward, OPG is confident that Pickering, both A and B, can be sufficiently reliable?

MR. PASQUET:  Yes.

MS. CAMPBELL:  And that the costs will, in fact, start to go down?

MR. PASQUET:  Yes.

MS. CAMPBELL:  And the source of this belief is that if you can do it at Darlington, you can do it with Pickering?

MR. PASQUET:  As I indicated, Pickering B has made significant inroads in the corrective maintenance backlogs, and has shown that it can achieve benchmark values.  And for the elective maintenance backlog, we are actively working those deficiencies to get the numbers down to a benchmark value.

It is not going to occur this year.  It will take a couple of years in order to realistically get the backlog down to the benchmark values.

MS. CAMPBELL:  What about Pickering A?

MR. PASQUET:  Pickering A is in the same area.  Its corrective maintenance backlog is relatively low.  There's still some work to be done on the elective backlogs.

MS. CAMPBELL:  While we're dealing with the EUCG, my eye just fell on materials that were discussed with you this morning by Mr. Rodger, so I might as well bring that up since we are dealing with EUCG comparisons.

This is in the bundle that Mr. Rodger handed around, and that bundle is K4.1, the page is page 13, and it's the upper part of the chart that we were talking about.  The chart is chart number 3, and it originally comes from Exhibit A1, tab 4, schedule 3, page 17.

As I said, it is chart 3, "nuclear benchmarking results" and this morning we talked about, I think you called it PUEC.

MR. MAUTI:  Yes.

MS. CAMPBELL:  We talked about PUEC, the measure PUEC, and we talked about the values that were assigned.

In the right-hand side, the source in the peer group is EUCG for 2006.  Is it possible to get that portion of chart number 3 updated, so we can have the PUEC for Pickering A, B and Darlington, using the EUCG 2007 data?

MR. MAUTI:  Yes, we can.

MS. CAMPBELL:  Thank you.  Could I have an undertaking for that, please?

MR. BATTISTA:  Yes.  That will be undertaking J 4.6.  
UNDERTAKING NO. J4.6:  To update the first box, "production unit energy costs" in chart 3 from Exhibit A1, tab 4, schedule 3, page 17, using EUCG data for 2007.


MR. PENNY:  And that's to update the first box, production unit energy costs using EUCG data for 2007.

MS. CAMPBELL:  While we are on that chart, if I could just go to the next box underneath that, that's got the unit capability factor.

It shows for Pickering A, B and Darlington, then it has the box, the heading "Nuclear".  I believe, from the discussion this morning, the nuclear is the average of Pickering A, B and Darlington; am I correct, the value that appears there?

MR. MAUTI:  For unit capability factor, you're talking about?

MS. CAMPBELL:  Yes.

MR. MAUTI:  Yes.  It's not a simple average of the three, but it is a weighted average of the three.

MS. CAMPBELL:  Now, the comparison there is to CANDU, and it says the median is 86.4.

So the only of the three listed that achieves better than median is Darlington, and the top quartile is 92.4, so not even Darlington makes that.  That's correct, is it not?

MR. MAUTI:  Correct.

MS. CAMPBELL:  Okay.

Can you tell me where the source of that information is?  It says "CANDU".  Where did that come from, that information?

MR. ROBINSON:  That comes from World Association of Nuclear Operators, WANO.

MS. CAMPBELL:  Okay.  Who belongs to WANO, aside from OPG?

MR. ROBINSON:  Typically all of the world operators outside of the U.S.

MS. CAMPBELL:  Okay.  I see that the comparison is to CANDU, and the source group is OPG WANO data.

How did you separate that out?  How did you source the particular CANDU data from the WANO data?

MR. PASQUET:  I believe we just took the data that was attributed to a certain station and then separated it.

If you go to the business planning information that was submitted, there is a chart there that breaks out the CANDU facilities and the OPG units, as well.  There is a chart there that shows for capacity factor, and the nuclear performance index breaks out for CANDU.

MR. ROBINSON:  L4-2, schedule 2, attachment 3, and I don't know specifically whether WANO breaks this out for us, or whether we take the data and break it out itself, but it comes from WANO.

MS. CAMPBELL:  All right.  I'm sorry.  It was L4-2?

MR. ROBINSON:  L4-2, attachment 3, page 5.

MS. CAMPBELL:  I believe that is the nuclear plan.  Am I correct it is the nuclear business plan we spent some time on this morning?

MR. ROBINSON:  That's correct.

MR. MAUTI:  Nuclear operations, yes.

MS. CAMPBELL:  I'm sorry.  Nuclear operations.

Which page would that be that you are referencing?  Is it page 5?

MR. PENNY:  Page 5.

MS. CAMPBELL:  Page 5.  Thank you.

Now, if I could just ask you, the CANDU data, does that include CANDU reactors all over the world?

MR. ROBINSON:  It does.

MS. CAMPBELL:  Okay.  So it would include India?  So any place a CANDU reactor has been successfully sold is included in this?

MR. ROBINSON:  Yes.

MS. CAMPBELL:  Okay.  Thank you.  So this is not just limited to the handful in Canada?

MR. ROBINSON:  That's correct.

MS. CAMPBELL:  Thank you very much.  So this is CANDU across the world, so to speak?

MR. ROBINSON:  That's correct.

MS. CAMPBELL:  Okay.  This is to the -- I see it is performance generation, and it tells me it is to the end of 2006, and I note that this plan itself is dated December 2007. 

Is there a possibility of getting that information updated?  This is, as I said to the end of 2006.  We are now in May 2008.  Is it possible to get an update of that information?  

MR. ROBINSON:  I am not sure when they do the rollout, but we can take a look at that, yes.

MS. CAMPBELL:  Could you, please, and advise us?  If it is possible to update that information, could you do so?

MR. ROBINSON:  Yes.

MS. CAMPBELL:  Thank you.

MR. PENNY:  Yes, we can do that.  I just note that you are referring to 2007, and we will see whether we can get the update for 2007.  But I raise it only to note that it appears that it's a three -- correct me if I'm wrong, but it's a three-year average?


MR. ROBINSON:  Yes.


MS. CAMPBELL:  So could you add 2007?


MR. PENNY:  So it wouldn't be -- all I'm saying is it wouldn't be 2007 stand-alone.  It would be dropping one old year and adding 2007.


MS. CAMPBELL:  I thought if you could update it adding the 2007.


MR. PENNY:  Yes.


MR. BATTISTA:  That will be undertaking J4.7.

UNDERTAKING NO. J4.7:  UPDATE WITH 2007 NUMBERS EXHIBIT L4-2, APPENDIX 3, PAGE 5.


MS. CAMPBELL:  Now, I -- sorry, I asked that.


Then just going back to chart 3, but keeping the business plan open, The nuclear performance index that is referenced there, again, it says -- we've value for Pickering A, B, and Darlington nuclear.


MR. ROBINSON:  Yes.


MS. CAMPBELL:  And the CANDU, it says median is 74.6.  So Darlington is above the median and the top quartile is 85.8, and Darlington is in that first quartile?


MR. ROBINSON:  That's correct.


MS. CAMPBELL:  Okay.  Again, it says CANDU, and the information is taken from the OPG WANO NPI data.


Is that the same data source that we were discussing when I was referencing the generation?


MR. ROBINSON:  It is.


MS. CAMPBELL:  So it is the same data source?


MR. ROBINSON:  It is.


MS. CAMPBELL:  Okay.


MR. ROBINSON:  And you will find on page 8 of the business plan that breakout.


MS. CAMPBELL:  Okay, thank you.


And that indicates that the three Darlington units currently rank in the CANDU top quartile, which is what is referenced in chart number 3, and it points out that Pickering A and B are in the lower quartiles of performance largely due to a poor ranking in generation performance from long-planned outages and high forced losses.


MR. ROBINSON:  That's correct.  There are roughly ten key indicators that go into the nuclear performance index.  Seventy percent of those are safety indicators.  The 30 percent is broken up -- the 30 percent, the balance of the 100 percent, is broken up by unit capability factor and forced loss rate.  And that's where you find that Pickering A and Pickering B are losing their points on the nuclear performance index.


MS. CAMPBELL:  I notice that this is from -- it compares OPG nuclear from the second quarter of 2007 to world CANDU in the first quarter of 2007.


Is there a possibility of getting an update of this material, also?


MR. ROBINSON:  There is a potential of that.  If we can do that, we would.


MS. CAMPBELL:  Could you find out if it is possible and, if so, provide us with a bit of an update?


MR. ROBINSON:  We could.


MS. CAMPBELL:  Thank you.


MR. BATTISTA:  That will be characterized as undertaking J4.8.

UNDERTAKING NO. J4.8:  UPDATE with 2007 numbers exhibit l4-2, appendix 3, page 8

MS. CAMPBELL:  With regard to performance cost, I notice that in the business plan you did not do a -- it's at page 6, the performance for cost for EUCG as opposed to data from WANO.


MR. ROBINSON:  That's correct.  WANO does not collect cost data.


MS. CAMPBELL:  Okay.  So they are simply for performance and reliability?


MR. ROBINSON:  That's correct.


MS. CAMPBELL:  I shouldn't say "simply".  It's a significant subject matter, performance and reliability.  And for costs we look to EUCG?


MR. ROBINSON:  That's correct.


MR. MAUTI:  Yes.


MS. CAMPBELL:  All right.  Just on chart number 3, and on page 7 of the business plan, broken out in a chart form are the elective maintenance backlogs that you have made reference to as being one of the reasons why Pickering's costs are skewed, and one of the indicators, you looked to establish increased reliability and hopefully lower costs.  And that is at the very bottom of chart 3.  


The comparison here, I notice, is OPG versus U.S. industry.  What does "U.S. industry" mean?


MR. ROBINSON:  There is not a WANO indicator for backlogs.  So the way that we would get this data is through utility working groups that we belong to, and, as I mentioned this morning, we do comparisons against a number of the U.S. utilities.  And one of the ones that we look for, because it is an indicator of future performance, is backlog.


Again, as with the EUCG data, the numbers that we benchmark against are relatively standard from the standpoint of what they would call corrective maintenance, what they would call elective maintenance, what they would call other maintenance.


So that's the benchmark that we use, because it's the best that we can get, because it's really industry working groups that put that together, not a formal organization like WANO.


MS. CAMPBELL:  Why does WANO not have backlog data?  Are there no backlogs in the rest of the world for nuclear operation?  No one else has them, but...


MR. ROBINSON:  They do.  However, as we have said, the industry has driven their backlogs down, and that's why you see the performance of those units better than ours.


Why they didn't include this, I could only speculate.  And one of the reasons is it's very hard to get a common definition of what a deficiency on a piece of equipment might be called.  So we use the best information that we have.  


I don't know why the industry organizations, like WANO, don't carry that.


MS. CAMPBELL:  Thank you.


I would now like to turn to material that was provided earlier in the day -- or actually yesterday, but was given a number today.  It's K4.2, and it is a bundle of documents, a very colourful bundle of documents, put together by Staff.


And the first page simply sets out how the net revenue deficiency is broken down.  What I would like to actually start to turn to, now that we have canvassed costs fairly extensively against what you say is the apples-to-apples comparison, I would like to move on and actually start discussing the OM&A.


One of the things that we did have, though, that was touched on by a couple of other people is a slide that compares the P-U-E-C -- I'm sorry, PUEC is just not something that comes easily to mind.  It reminds me too much of people saying PUEC.  Remember back when Buicks -- anyway, I'm showing my age.


Slide 8, the PUEC production unit energy cost for Bruce Power and OPG -- and I am not going to talk to you about the actual cost, because I understand, from the evidence that you have given, that you have some difficulty accepting that Bruce is an apples-to-apples comparison.  Am I correct, or have we -- has somebody persuaded you that it is, in fact, a terrific comparison?


MR. MAUTI:  The Bruce data presented, for example, on slide 7, I believe that is, no confidence that that is an apples to apples.


MS. CAMPBELL:  I want to go to the PUEC.


MR. MAUTI:  Okay.


MS. CAMPBELL:  Which is the Bruce Power -- which shows Bruce Power's PUEC, and OPG's.


What I want to talk about is, keeping in mind that there are significant differences, so OPG being responsible for Bruce waste management costs may well affect pricing -- or cost per unit, sorry.

What I would like to talk about is just the trend, and I would simply like to raise with you the trend lines.

One of the things that this establishes is that OPG's trend line continues to go up, and Bruce's, well, it sort of rocks back and forth but stays well below that of the line for OPG.

We have had a discussion about various reasons why certain costs relating to Pickering -– rather, all of the costs relating to Pickering are extremely high.

Can you advise me whether the reasons that you have given for the cost drivers for Pickering are what causes that trend line to continue to go up for OPG?

MR. MAUTI:  I believe it would, and perhaps one way that we can view this is rather than using a composite OPG PUEC curve -– see, I can say it a little bitter.

MS. CAMPBELL:  Mm-hmm, you can.

MR. MAUTI:  If you broke it out between the three stations, Darlington, Pickering A and Pickering B, you perhaps would get a better sense of what the cost drivers are on a station-by-station basis.

So looking at Darlington on a comparable basis of putting its PUEC in for the 2005-2007 period, their PUEC would be in the neighbourhood of $24, $29 and $32 a megawatt hour.  So that would all be significantly below sort of the Bruce comparator line.

On the flip side of that, the Pickering A and Pickering B ones would be significantly higher than the composite Bruce lines drawn on the chart here.

So, again, putting them together into one composite PUEC calculation for OPG, since we do have very different drivers on the Pickering A and B versus the Darlington sort of situation, is what sort of skews the line to show the way it does here.

MS. CAMPBELL:  Can I ask you, I would like to move to slide 2, which simply -- just as an overview.

That is simply to indicate the significance of the OM&A as accounting for 50 percent of the upward pressures.

If you look on the following slide, you see that nuclear OM&A is 90 percent of that.

What I would like to talk to you about is, first of all, I would like to get to -- if I can find the right sheet, I apologize.  I would like to move to slide 4, which shows the breakdown, and what I would like to spend some time are on are the staffing and labour issues that relate to this.  It is a clearly a very significant cost driver.

The evidence that seems to be turning up is F2-T2-S1, page 20.  I'm sorry.  Did I say F1?  I meant F2, tab 2, schedule 1, and also F2, tab 2, schedule 1, table 2, which is "base OM&A nuclear".

Just on page 20, starting at line 5, the reference is to table 2, which demonstrates that the majority of the base OM&A costs are staff labour, which account for approximately 73 percent of the total base OM&A expenditures.

You make the statement:  "that are comparable to other nuclear utilities."  And I believe that is a reference to, when you say "other nuclear utilities", am I correct you are making a reference to EUCG there?

MR. MAUTI:  Correct.

MS. CAMPBELL:  Is that the comparator?

MR. MAZZA:  Correct.

MS. CAMPBELL:  Am I correct that the comparator, specifically the undertaking that relates to that is the undertaking L14-15, which talks about comparing EUCG labour costs on a percentage basis to OPG's nuclear OM&A -- or sorry, labour costs?

MR. MAUTI:  That is correct.

MS. CAMPBELL:  Perhaps we could turn that up too.  I appreciate that having all of these open at once may be somewhat tiresome, but there is a reference back and forth.  So that's L14.  It is an SEC interrogatory, and that interrogatory asked for the source of the statement that the 74 percent, the fact that the proportion of OPG's base OM&A cost derived from labour was 74 percent was comparable to other nuclear facilities.

It also asked to provide any benchmark data that OPG has in comparing labour's costs with those nuclear facilities.

So starting, first, with the source of this statement, I understand, if I go to the second paragraph, OPG indicates that it doesn't have an explicit utility benchmark for the ratio of labour costs to total base OM&A costs.  It's directly comparable to the manner in which OPG captures labour effort.  But the data available from EUCG for nuclear utilities can be adjusted.

What is it about the way that OPG captures labour effort that makes it difficult to find comparables?

MR. MAUTI:  The way the data is reflected in the EUCG, which would include the definitions that all of the members have collectively agreed that they would use, looks at specific costs for a plant and terminology they use, such as on-site employees versus off-site employees, which would be those that perhaps are in a corporate group or a central training facility or some other facility that's nuclear-driven, but not at the station.  The EUCG data sort of buckets the costs those ways.

So we would have to go in and try to understand the components of the labour.  We would just call all of that "labour" within OPG.

The only benchmark data we would have is to go into the detail, the EUCG database and be able to pull out what represents labour to us; it would be a combination of perhaps two or three factors in the EUCG database.

MS. CAMPBELL:  And so when I look at the response to this, at paragraph 3, you have the EUCG, the 2006 EUCG data says the industry, U.S. industry average for direct labour cost is approximately 52 percent of total operating costs.

Then you make certain assumptions.  You just talked about the fact that when you look at OPG's costs, it's one bucket that has a number of things in it, and that EUCG splits those things apart.

For the purposes of responding to this query as to what's the comparator, how do we know what others are doing, you have added back in to the EUCG data so that you come up with a comparable of 68 percent; am I correct?

MR. MAZZA:  We're not adding to EUCG data.  We are just combining what already exists in the EUCG data that are put into different buckets, which when added together is comparable to our labour.

So, again, the definition of direct labour that you quoted in the third paragraph, includes on-site employees only.

As you saw from the database in the EUCG, it is very much a plant unit-driven database, so the staff that are specific to a plant and a unit are identified as direct labour.

If you have an organization that has centralized nuclear services that aren't directly tied to one plant or one unit, they would be considered off-site employees as part of the EUCG database.

The same way we would have employees within some of our support organizations that aren't directly tied to a specific station, yet they're part of our nuclear labour that we're talking about in terms of that 73 percent.  So, again, it is just trying to link the different components of the EUCG database to labour.


MS. CAMPBELL:  And the conclusion at line 39 of that answer is that the EUCG data would reveal that 68 percent of the total operating costs are comparable to the 73 or 

74 percent that -- labour costs that OPG has.


MR. MAUTI:  Correct.


MS. CAMPBELL:  Was there any thought given to having a comparator to other CANDU operators with regard to labour costs, as opposed to EUCG?


MR. MAUTI:  Well, again, the source of the data that we would get for comparators in 2006 would have been against any other utility that was in the EUCG database.  And in the 2006 data, there was no CANDU in there.


MS. CAMPBELL:  Okay.


MR. MAUTI:  So we would have no other basis to compare labour costs for other CANDU utilities.  We wouldn't have that data available anywhere.


MS. CAMPBELL:  And WANO doesn't collect labour costs?


MR. ROBINSON:  That's correct, they don't.


MR. MAUTI:  No.


MS. CAMPBELL:  Right.  And there are other CANDU reactors in Canada.  In fact, one of the documents that was the subject of the confidentiality application was a benchmarking study against other Canadian CANDU reactors and -- operators, rather, nuclear operators.  Was there any thought given to doing a comparison of costs against those who formed the basis for the Navigant study?


MR. MAUTI:  We did not directly approach any of those other Canadian counterparts to specifically try to get labour cost data from them.


MS. CAMPBELL:  Was there a reason why you didn't do so?


MR. MAUTI:  In the past, there hadn't been a large receptiveness to provide that detail to us.


MS. CAMPBELL:  So it wasn't concerns about the size of the database or the comparability?  It was simply a reluctance on others to participate?


MR. MAUTI:  I would have to speculate that it is commercially-sensitive data they would have in terms of the cost to operate their plants that they would not be freely willing to participate in that.


MS. CAMPBELL:  All right.  So what you're saying is OPG is unable to offer any benchmarking data that benchmarks labour costs against other Canadian CANDU operations?


MR. MAUTI:  Not at this time, no.


MS. CAMPBELL:  If I could take you to table 2, table 2 has seven lines, of which I would think four all relate to labour.


The first is labour, regular.  Labour regular is what?  Full-time employees with -- sorry, full-time employees?


MR. MAUTI:  The full time I believe in this category here, it also includes labour costs for temporary employees.


MS. CAMPBELL:  Okay.  So labour regular is full and temporary; full-time and temporary?


MR. MAUTI:  I believe so.


MS. CAMPBELL:  And "overtime" is overtime for...


MR. MAUTI:  For full-time and temporaries, as well.


MS. CAMPBELL:  And augmented staff, that's also a form of temporary?


MR. MAUTI:  It is -- augmented staff would be individuals that we retain specifically to fill vacancies within our organization on a temporary basis.


MS. CAMPBELL:  And line 6, "other purchase services", I note from page 21 of the text that other purchase services represents 11 percent of the total base OM&A and includes work done by specialized contractors?


MR. MAUTI:  Correct.


MS. CAMPBELL:  My first observation is that between 2007 actual to 2008 plan, there is an increase of about $100 million. Can you explain what drives that increase and what that represents?


MR. MAUTI:  I believe the largest component of that would be part of the nuclear generation development group.


MS. CAMPBELL:  And that indicates a planned hiring of specialized contractors?


MR. MAUTI:  The refurbishment and the new build as part of the nuclear generation development, a large portion of that work program is outsourced and not done by OPG staff.


So the assessments and work related to that tend to be contracted out, but I believe the projects panel can get into the details specifically of those kinds of contracts and initiatives.


MS. CAMPBELL:  So it's driving a large increase in other purchase services in 2008 and 2009 because it goes down not particularly a great deal compared to the jump that it makes from 2007 to 2008.  It goes down approximately 17 million between 2008 and 2009.  That is as a result of the new build, so to speak, the new generation that is planned, the new nuclear?


MR. MAUTI:  Correct.  Between 2008 and 2009, that goes down $12 million in that group, and, yes, more or less the majority of that decrease.


MS. CAMPBELL:  So the increases that you see in labour regular across the top are not related to any of the new projects.  They're simply to maintain the current complement and increase them somewhere?


MR. MAUTI:  Any staffing increases related to the new projects, while they would be minor, there would likely be -- there may be increases in staff related to the NGP program, but a majority of those costs tend to be outsourced.  So I cannot say 100 percent that any volume change in labour is only driven from current operations.


MS. CAMPBELL:  So when you are assessing -- sorry.  When OPG came up with the 73 percent, that direct labour costs accounted for 73 percent of the nuclear base OM&A, was it counting lines 1, 2, 3, and 6?


MR. MAUTI:  It would definitely not include line 6, because a large portion of purchase services are non-specific labour driven.


It's specific tasks, work and things that are not labour oriented.  They're, you know, purchases of specialized sort of skills and technologies or products or whatnot, or...


MS. CAMPBELL:  I'm sorry, I'm a little confused.  I had understood from the answer that you gave a little while ago that the $100 million related to the hiring of contractors for the new nuclear generation that was planned in 2008 and 2009.


Am I incorrect?  Is most of that $100 million not for that?


MR. MAUTI:  It is contracts to work on the assessment of the new build initiative and the generation development refurbishments, not -- when I say "contractors", it is not necessarily 100 percent labour-driven work force being hired.


MS. CAMPBELL:  Is it possible to get a breakdown of what that $100 million is composed of, or do I have to wait for the project panel?


MR. MAUTI:  It would likely make more sense, since that group is specifically talking to the work being undertaken as part of that project.


MR. PENNY:  We will warn them that you want to know.


MS. CAMPBELL:  Put them on notice, please.


MS. CHAPLIN:  Can I interrupt for a moment?  Mr. Mauti, can you just help me, because -- so there would be dollars in the base OM&A budget related to the refurb and new build separate and apart from what's in the project OM&A budget for new build?


MR. MAUTI:  Well, through the test period, the amounts for new build and refurbishment I believe only show up in the base OM&A evidence.


MS. CHAPLIN:  So the line item for project OM&A -- I am looking at, I'm sorry, Exhibit F2, tab 1, schedule 1, table 1, which is total operating costs or the operating cost summary.  So it has a line item for project OM&A, but you're saying that for the test period, that that line item is not including the new build work?


MR. MAUTI:  Correct.


MS. CHAPLIN:  Okay, thanks.


MS. CAMPBELL:  Mr. Chair, I am just about to shift into a different subject matter.  I wonder if it might be an appropriate time to take the afternoon break.


MR. KAISER:  All right, 20 minutes.


--- Recess taken at 3:16 p.m.


--- Upon resuming at 3:42 p.m.

MR. KAISER:  Please be seated.

Ms. Campbell.

MS. CAMPBELL:  Thank you.

Over the break, Mr. Robinson, I think I heard you say that there was a correlation between the reduction of backlogs and unit capability.

MR. ROBINSON:  I said that over the break?

MS. CAMPBELL:  No, I'm sorry.

[Laughter]

MS. CAMPBELL:  Yes.  I was spying.  I had you bugged.  I had the room bugged.  I know everything.

No.  I'm sorry.  Over the break, my memory -- flawed as it may well be -- is that there was a link between elimination of backlogs, increase of reliability, which, in turn would be an increase in unit capability.  Am I correct?

MR. ROBINSON:  Correct.

MS. CAMPBELL:  Okay.  Can I ask you then to go back to chart 3, which is on page 13 of the bundle?  It's the AMPCO bundle that was handed out by Mr. Rodger this morning.  Page 13, chart 3, "nuclear benchmarking results".

MR. ROBINSON:  Yes.

MS. CAMPBELL:  We had a very brief discussion about backlogs, and I didn't actually talk about the elective maintenance backlogs.  But if I look at the backlogs, I notice a big difference between Pickering A and Pickering B, 450 versus 850.

MR. ROBINSON:  Correct.

MS. CAMPBELL:  But when I look at unit capability factor, although there is a significant difference between the backlogs, I don't see a corresponding increase in unit capability, which would be the increased reliability that you were talking about.

In other words, I thought there would be a correlation.  Can you explain that?

MR. ROBINSON:  The Pickering A units have just come out of a very extended shutdown, and a lot of the unplanned capability there is discovery work coming out of those long shutdowns, and so even though the elective backlogs are lower than Pickering B, there was some expectation when we brought those units back that their capability would not be as good over the short-term, but would improve over time.

MS. CAMPBELL:  So to summarize, what you are saying is the effect that you were talking about, the correlation is evident over time?

MR. ROBINSON:  Yes.

MS. CAMPBELL:  And that it's not yet apparent in the statistics that you provided?

MR. ROBINSON:  Well, I think, if you look at Darlington and improved performance at Darlington, you can better see that correlation of reduction in backlog with corrective and elective maintenance and improved production.  You see that the forced loss rate at Darlington in 2007 -- I don't have the exact number -- but it was fairly low compared to where it had been.

So that, we believe, is a direct correlation to reducing the corrective and elective maintenance backlogs.

MS. CAMPBELL:  Do you expect that the result will be as apparent with Pickering, given the fact that it is much older technology and much more difficult to maintain?

MR. ROBINSON:  I don't expect that Pickering B will run as well as Darlington, but I would expect to see improved performance as a result of material condition improvements, i.e. the reduction of the backlogs.

So I would expect to see better performance as those backlogs come down, yes.

MS. CAMPBELL:  Do you expect that the performance will ever be as good as that of Darlington?

MR. ROBINSON:  I don't expect it will be, no.

MS. CAMPBELL:  And that's something that would not occur -- sorry, that's something that even a refurbishment could not achieve?

MR. PASQUET:  I think --

MS. CAMPBELL:  Something later for another panel?

MR. PASQUET:  Well, you know when we go through the refurbishment studies that are currently undergoing now, looking at future performance as one of the activities that will be taken into consideration when they put together the business case for doing refurbishment.

So that work is still ongoing at this point in time, but future performance is one of the things what will be considered.

MS. CAMPBELL:  Okay.  But --

MR. ROBINSON:  A refurbishment does not change the complexity of the technology.

MS. CAMPBELL:  So you're still stuck with the underlying structure, so to speak?

MR. ROBINSON:  That's correct.

MS. CAMPBELL:  Thank you.  So there is only so much that can be done?

MR. ROBINSON:  That's correct.

MS. CAMPBELL:  So the decision really becomes how much more do you spend?

MR. ROBINSON:  That's correct.

MS. CAMPBELL:  Okay, thanks.

I would like to turn now to an update that was filed this morning.  The update is Exhibit L, tab 16, schedule 16, table 1.  It's the operating cost summary of nuclear.  

MR. ROBINSON:  Okay.

MS. CAMPBELL:  What I am actually looking at is the bottom lines, 14, 15 and 16.

This is the total regular staff FTEs, which I take it is full-time equivalents.  What I would like to discuss with you first of all is a change in the numbers between what was initially filed on November 30th, 2007 and an update that occurred here, and it relates, specifically, to the 2009 plan.

In the 2009 filing on November 30th, the number that was shown for total staff FTEs was 7,298.  When you updated in March 2008, that figure jumped significantly to 7,933, which is approximately 636 more nuclear regular FTEs.

Can you tell me why that jump occurs in 2009, between the two filings?

MR. MAUTI:  Do you have the original evidence, Josie?

MR. RUPERT:  Ms. Campbell, just so I am clear -- and I may have an incomplete binder -– but the page that I had in my binder prior to this morning's update was dated April 15th, 2008, and it appears to have the same numbers as the update today.

MS. CAMPBELL:  I am talking about the initial filing, which was November 30th, 2007.

MR. RUPERT:  Okay.  So it isn't a result of today's update.  It is a result of a filing on April 15th.  That what is giving rise to the question; am I right?

MS. CAMPBELL:  Actually what I was trying to do, I thought since everybody had this single sheet that it would be the easiest to use this.  I am sorry if I have confused matters.

MR. RUPERT:  Okay, thank you.

MS. CAMPBELL:  What I am talking about is a change in a number that occurs November 30th, 2007 filing, and is reflected in the update that was filed today, which contains the numbers that were put in in March 2008.

MR. MAUTI:  To be clear, we're not talking about L16-16 at this point, then?

MS. CAMPBELL:  We are talking about L16-16, but the numbers in L16-16 that I am going to be addressing were the original numbers that were in the update.

So I am talking about a change that occurred between the November -- the initial filing and the update that occurred in 2008.  I should not have tried to shortcut it.

So let's just put it this way:  November 30th, 2007, the total regular staff FTEs for 2009 were 7,298.  When there was an update in March 2008, that number jumped by 636, and is now 7,933.

MR. MAUTI:  The difference in the numbers that flow into L16-16 are also in F2-1-1, table 1.

MS. CAMPBELL:  Mm-hmm.

MR. MAUTI:  Which the original November 30th filing was based on, so the regular staff in 2009, in that original filing, was based on the 2007 business plan for nuclear.


The updated number 7933 from the March filing reflected the 2009 regular staff FTEs as per the 2008 business plan.  So that would have been the delta or the difference between the two business planning sort of cycles for the year 2009, the 2007 business plan to the 2008 business plan.


MS. CAMPBELL:  And the driver for the increase?


[Witness panel confers]


MR. MAUTI:  The evidence on F2, tab 2, schedule 1, table 3, which are the FTE numbers that are sort of the basis for the comparison, and looking at the original November 30th filing to March, two of the largest changes would be staff within two organizations.  The inspection and maintenance services staff go up approximately 170 staff.  That's the strategy to bring in full-time staff to displace contractors and augmented staff within the inspection group.  I have a feeling that would be the lowest-cost alternative going forward for that.


The second largest increase is within the NGD organization for approximately 100 staff, and that would reflect the advancement of that program from the 2007 to the 2008 plan, in terms of the specific work to go forward on both the new build and refurbishment initiatives.


MS. CAMPBELL:  Well, since -- we're at F2, tab 2, schedule 1, table 3, are we?


MR. MAUTI:  Yes.


MR. PASQUET:  That's correct.


MS. CAMPBELL:  Can I just ask you, 2008, we're almost half way through 2008 and you have got -- you have plans to hire for 2008 that show an increase.  If I look at the bottom, line 41, it jumps from 7587 to 8109.  How much hiring has taken place that is in accordance with the 2008 plans?


MR. MAUTI:  Well, one thing I guess to bear in mind is 2007, the number we're quoting at the bottom is an actual head count --


MS. CAMPBELL:  Right.


MR. MAUTI:  -- at the end of the year in 2008.  And 2009 is a level of effort in terms of new full-time equivalents.  So there is a bit of difference in comparison between the two.  One is an actual head count at a point in time, and one is a level of effort to support the labour dollars over the test period.


But there is an increase that is required in terms of hiring between the end of 2007 into 2008.  We have a variety of programs.  The work force development plan looks at certain key -- sort of key skills and key skills repairs that I think Mr. Robinson has talked to previously.


In terms of actual numbers where we are at a point in time in terms of our hiring plan at the end of May, I don't have that with me right now, how close we are to achieving this.


MS. CAMPBELL:  I guess I am just asking how accurate your forecast is for 2008, whether you are able to give me some comfort on the degree of accuracy of the forecast.


MR. ROBINSON:  Well, again, the 2008 number is an FTE number.  The 2007 number is an actual head count at one point in time.  So it makes it very difficult to compare actual to actual, but we do have an ongoing hiring program to bring in nuclear operators, to bring in engineering people, to bring in mechanical and control maintenance.  


Just on the engineering side, we hire 72 new graduates every year into our engineering organization.


So those programs are continually ongoing based on the business plan requirements for staffing.


MS. CAMPBELL:  Moving on to the topic of hiring and trends, I would like to discuss with you the conversion of non-regular to regular staff.  There seems to be a trend.  I am going to refer to L1-39 and L1-40.


Specifically when I look at L1-40, there is discussion of the fact that there is a downward trend away from non-regular staff towards regular staff.


I am wondering why it is that OPG feels that this is the most cost-effective approach as opposed to using temporary or contract staff?


MR. MAUTI:  In setting the work to be done over the business plan, we estimate the kind of work that is regular and ongoing and the level of effort to do that work, a combination of our collective agreements, and if the work is regular and ongoing, it would likely be prudent to actually hire people in to do the work as opposed to continuing to use sort of non-regulars in that position.


The amount of training, as those people continue on in those functions that are ongoing, it would be beneficial to have those people on staff as opposed to using non-regulars.


MS. CAMPBELL:  And am I correct that approximately 

90 percent of your staff is unionized?


MR. MAUTI:  Probably around the right number, yes.


MS. CAMPBELL:  Okay.  And does that have an impact on your ability to use non-regular or temporary staff?


MR. PASQUET:  Sorry, can you repeat the question again, please?


MS. CAMPBELL:  Sorry.  That was very ineloquently posed.  What I am trying to find out is whether there is -- because you're in a highly unionized environment - approximately 90 percent are unionized - whether there is some in the collective agreement that prevents you from using, for example, a hiring hall, or something like that, to fill work needs that you might have that are more temporary in nature.


MR. PASQUET:  So where we have work of a temporary nature, which is nominally bargaining unit work for which we want to get contracted out, there is a process which we have to follow.  It nominally involves a so-called purchase service agreement, for which we have to go to the bargaining unit and get their approval to actually, in essence, contract out work which would normally be completed by the bargaining unit.


MS. CAMPBELL:  What I would like to turn to now are some questions on nuclear fuel costs and away from labour.

At the technical conference, OPG advised that the consulting forecast that was used was from the summer of 2007.  Can you explain why it was that the forecast that was used was for 2007 rather than January 2008?

MR. BOGUSKI:  Our business plan cycle starts in the June/July period.  We need to submit our business plans in the August period for review and challenging, so we use the latest forecast available, which was in July of 2006, for the 2007-2011 period, and a similar timeframe, July of 2007, for the 2008-2012 period.

MS. CAMPBELL:  So the numbers that were used did not reflect the corresponding drop in uranium prices?

MR. BOGUSKI:  Correct.

MS. CAMPBELL:  All right.  And that will come into the next plan?

MR. BOGUSKI:  Correct, into the business plan.

MS. CAMPBELL:  Into the next business plan, I apologize.

What specific uranium market price did OPG assume for 2008 and 2009 in preparing the current application?  Would it be simply July 2007 all the way through?

MR. BOGUSKI:  No.  As we have seen in the evidence, uranium is purchased and it enters into our working capital, and so all of the contracts, there is a cost associated with each contract based on either market-based price or a base price index.

So it carries through in the working capital on an average inventory basis as it moves through the supply chain.  At the point that it is delivered to our fuel bay, it is then transferred over to base OM&A at the average cost of that fuel bundle.

MS. CAMPBELL:  Would it be possible to provide an updated forecast of OPG's nuclear fuel cost, based on the most recent forecast?

MR. BOGUSKI:  We have done that.  As of last week, the fuel forecast for spot market moved down to $60 U.S. per pound, and for the long-term price, it is $90 U.S. per pound.

So that did -– and that is from an April forecast called the "April 2008 outlook".  As a result of that forecast, I did ask our fuel specialist to rerun the numbers, and it does reduce the variability for our 2009 forecast, which we stated in our evidence as a variability of $24 million plus, to minus seven million.  It reduces that variability to plus 5.5 million to minus 0.9 million.

MS. CAMPBELL:  And will you be filing that update on a piece of paper?  Will you be updating the source of that that is contained in the application?  I believe that appears somewhere in the application.  Would it be possible to file that updated?

I'm sorry.  Perhaps I am causing additional work here.  My memory is that there is a chart with that on it.  You may advise me that my memory, once again, has failed me.

So there is no chart to be updated?

MR. BOGUSKI:  We have provided the estimates of our business plan for 2008.  We have provided it for 2009.  We have updated our evidence.

We have not updated a fuel forecast.  The fuel forecast continues to swing significantly.  If you would like me to talk to supply and demand risk, it continues to change, as we saw previously in 2005 and 2006 and 2007, very rapidly.

You asked me a question related to what are the current prices and if those prices held, what would be the impact on 2009 forecast, and that's the numbers I gave you.

There is no indication that these prices will hold.

MS. CAMPBELL:  Thank you.

In the evidence you indicate that OPG has five contracts that are either market-related or indexed.

MR. BOGUSKI:  Correct.

MS. CAMPBELL:  And that change in the market prices doesn't actually impact the existing index contracts, because it's based on a base price which escalates with changes in published economic indicators.

MR. BOGUSKI:  Correct.

MS. CAMPBELL:  Right?  Not market prices.

MR. BOGUSKI:  For those that are base price indexed, correct.

MS. CAMPBELL:  For those that are base price indexed.

You indicated in response to an undertaking, and for those of you who are following at home, L1-66, that better cost certainty for OPG is created by these indexed contracts, because the published economic indexes are generally less volatile than market prices.

MR. BOGUSKI:  Correct.

MS. CAMPBELL:  Given that, it appears from the evidence that OPG has chosen to shift from 46 percent of their contract quantities from being market-related in 2007 to 64 percent being market-related in 2008.  That is a chart -- and perhaps I could take you to that -- we are in F2, tab 5, schedule 1.

It is chart 2, and chart 2 is on page 6 at the very, very top.

MR. BOGUSKI:  Correct, yes.

MS. CAMPBELL:  So can you explain why there is that shift?

MR. BOGUSKI:  Yes, I can explain why there is that shift.  During that period of time when we did our procurement strategy, market prices were escalating significantly, and it turned very rapidly into a speculative market and a seller's market.

We had difficulty filling all of our forward-curve contracts when we went out for tender in the 2006 period.  And the contracts that we were able to negotiate, we had less flexibility in our negotiations than at times when the price is either declining or flat.

When we went out in 2007, the market had already started to decline and we had better flexibility in gaining more favourable conditions, and as you can see, the 2009 number flips, again, to 37 percent market and 63 percent base price indexed.

So it is a matter of what is available in the marketplace at the time we tender, the conditions that we get back, and then a decision whether we're willing to accept those conditions or not.  And since our priority is security of supply, at certain times we are obligated to negotiate provisions that would otherwise not be in the marketplace if the market trend was doing something different.

I would like to say that market-based pricing in a declining market will favour us.  Base price will favour us if it's a rising market.

As I stated previously, it is very unclear as to what the future holds for uranium pricing, given that there is both elements of supply risk and demand risk in the marketplace today.

MS. CAMPBELL:  I would like to ask you a question about something that appears on page 5.

MR. BOGUSKI:  Yes.

MS. CAMPBELL:  It starts at line 16, it has the bar beside it.  And this states that OPG's uranium concentrate requirements are expected to be met over 2008, 2009 through deliveries with existing contracts with five suppliers and the partial draw-down of existing inventories.

What percentage -- what did you mean by "partial draw-down", what percentage of existing inventories were included -- involved, rather?

MR. BOGUSKI:  So there is an ongoing replenishment of inventory and draw-down, and then top-up as the supply chain moves through.  And I have to find that number on Inventory -- at line 19, inventory provides 204,000 kilograms of uranium.  So it is still within our targeted inventory levels of six months.  


So over that period, 1,348,000 kilograms of uranium is provided by the contracts, and inventory draw-down is 204,000 kilograms of uranium.  On a percentage basis, it looks like about 3 percent.


MS. CAMPBELL:  Given the increase in nuclear fuels, why wouldn't there be a higher draw-down on inventory?


MR. BOGUSKI:  Pardon me?  Could you ask that question again?


MS. CAMPBELL:  Given the increase in fuels --


MR. BOGUSKI:  Yes.


MS. CAMPBELL:  -- why wouldn't you have drawn down more from inventory, because it --


MR. BOGUSKI:  Because of supply risk.  Security of supply is significant.  In the marketplace in 2006, we were unable to fill our forward coverage curve, because inability for the market to supply us with -- we put out tenders and we were not able to fill all of our contracts.


The market was going up significantly.  Speculators had entered the marketplace.  The nuclear renaissance was starting to drive forward buying of uranium on a speculative basis for the plants that had, as yet, not received permission to build new plants, but people were already starring to lock in uranium.


At the same time, there was two supply events, one in Cigar Lake, Cameco, and at the Olympic Dam in Australia, which reduced the amount of production available.  And the draw-down of inventories related to previously-held inventories was starting to dry up.


So there was insufficient inventory at that time, and our decision has been a conservative one, in terms of security of supply and to not take risk on drawing our inventory down.


MS. CAMPBELL:  Now, I have a question about the proposed nuclear fuel cost variance account.


I know that previous questions that had the words "variance account" have always -- a person who asked the question is always told to wait for the variance account panel.


MR. BOGUSKI:  Hmm-hmm.


MS. CAMPBELL:  And this goes to risk and obviously why there is a need for a variance account.


Should I ask this panel or should I wait for the variance account?


MR. BOGUSKI:  Related to supply and demand risk, I can answer questions.


Related to the mechanism for calculating variance, I would refer it to the other panel.


MS. CAMPBELL:  Tell you what.  Why don't I pose the question?


MR. BOGUSKI:  Okay.


MS. CAMPBELL:  I will set it up, and then if you tell me that this is a question that should be asked of a different panel, then they will have advance notice of it and can think about it carefully.


Essentially what I am -- I guess what I should first look at and give you an overview on is that you have talked a great deal about the risk of supply and how important it is to have indexed contracts to cover off risk, as much as possible, when you are dealing with a commodity that is somewhat volatile.  At least recently, it has been quite volatile.


OPG, you have also explained how it is -- when we looked at chart 2, how you choose which type of contract to go into.  And, again, it is with an eye to reducing risk; am I correct?


MR. BOGUSKI:  Correct.


MS. CAMPBELL:  Okay.  So the biggest concern with the uranium supply is protecting against both the risk of not having enough supply; right?


MR. BOGUSKI:  Yes.


MS. CAMPBELL:  And the cost risk?


MR. BOGUSKI:  And third is quality.


MS. CAMPBELL:  And quality?


MR. BOGUSKI:  Yes.


MS. CAMPBELL:  But the establishment of a variance account is to control cost risk, is it not?


MR. BOGUSKI:  Yes.


MS. CAMPBELL:  Okay.  So it is strictly cost risk.  So we talked about the fact that you try to control risk through the use of index contracts?


MR. BOGUSKI:  Yes.


MS. CAMPBELL:  And you make a decision -- you make a decision based on a review of the market as to what type of contract you want to enter into, and obviously sometimes you can do what you want to do and other times you can't, but you're always looking for that; right?


MR. BOGUSKI:  That's right.  You're looking for that blend.


MS. CAMPBELL:  Okay.  So you have given me -- I believe you gave me an answer as to why it would not be prudent to enter into 100 percent indexed contracts.


MR. BOGUSKI:  Correct.


MS. CAMPBELL:  Okay.  You have taken a number of steps to reduce and get rid of risk.  What I am trying to understand is:  Where is the significant risk that requires OPG to establish a variance account?


MR. BOGUSKI:  If we turn to the interrogatory related to the market pricing -- let me just find it.


If you turn to Exhibit L, tab 1, schedule 64, you can see the reduction in prices from January to March 2007.  If we looked at the longer-term curve prior to that, going back as far as 1988, prices were in the $20 range, and then they ended up spiking up to the $136 range in a 12-month period, and then back down again.


So there is a lot of uncertainty in the marketplace.  I think we did provide evidence on the July 2007 market survey that was done by UEX Consulting.  I think that was called into evidence, asked for -- and a survey was done at that time with all of the suppliers and all of the purchasers, the generators, to give their determination of what was happening in the marketplace.  


At that time, less than 50 percent of the suppliers felt that the market had already topped out and was on the decline. 


Others described another impending spike because of the continued supply risk and the demand risk, and others talked about the potential for uranium being treated as a commodity and acting more like petroleum.


So there is a great deal of uncertainty as to what the future will hold, in particular, the supply risk that I talked about, the demand risk and the potential for a speculative market to emerge for uranium.


So it is by no means certain that the spike that we saw in the 2003 to the current rate that it is sitting at is over.


MS. CAMPBELL:  Can you tell me why OPG believes that it's appropriate that 100 percent of the risk associated with the contracts entered into by OPG should be borne by the ratepayer? 


MR. BOGUSKI:  Well, in terms of the prudence that we hold, I understand that -- getting into the mechanics of the variance account, I can't speak to that, but I understand that any application related to the variance account would be subject to us proving that we have been prudent in our procurement of uranium.


MS. CAMPBELL:  But why should the ratepayer bear 100 percent of the --


MR. BOGUSKI:  It's the world price of uranium, and if we -- we believe that if we are prudent in our mechanisms for managing supply risk, price risk and quality of risk, that that would be an appropriate request.


MS. CAMPBELL:  Okay, thank you.  Those are my questions.


MR. KAISER:  Thank you.

Questions from the Board:


MR. RUPERT:  Panel, I just have a couple of questions on Pickering A and Pickering B.


I am not going to deal with a lot of these pages, but it would be helpful if you could turn up Exhibit F2, tab 2, schedule 1, table 1.  That's the summary table of the base OM&A.


MR. ROBINSON:  Could you give us that again?


MR. RUPERT:  Exhibit F2, tab 2, schedule 1, table 1.


MR. ROBINSON:  Yes.


MR. RUPERT:  Do you have that?


MR. ROBINSON:  Yes.


MR. RUPERT:  It shows there is about a billion-three, a billion-four of base OM&A.  I guess that is maybe a bit overstated, because I am told the generation development is not part of that, but the top of the page is what I want to focus on, which is the base OM&A for the three nuclear stations, and even if you look at the 2009 planned -- and then that's 800 million of a billion-three.


Combining the Pickering A and Pickering B, it is about 475 million, which is far higher than Darlington, which of course has -- itself has a higher nameplate capacity than A and B combined; right?  Darlington is 3600 megawatts or something to that effect, and A and B are less than that.  Then if you go over to the next two pages over to table 3, which is the number of full-time employees at the stations themselves, for 2009 Darlington has got, it looks like 1,764.  Pickering A, 1,053 and Pickering B, 1,573.

     Again, just in full-time employees, there's upwards of 900 more full-time employees at the two Pickering stations than the Darlington station.

     So even before you get into the vagaries of how much these stations run, just on an OM&A dollar per megawatt of capacity, or FTE per megawatt of capacity, clearly the Pickering stations are not in the same league as Darlington.  There is no question there.

     Then you have been led through a lot of these benchmarking things and studies you have done and so on.  The reason I want to just focus on that is, first of all, starting back on this mandate, the memorandum of agreement that was referred to today, and this is the document in section A3 from the shareholder that directs that you benchmark your nuclear activities against two things; one, CANDU nuclear plants worldwide, and secondly, top quartile private and publicly owned nuclear electric generators in North America.

     Now, is there any reasonable possibility, in your view, that Pickering A or Pickering B or the combined Pickering plant could ever, for example, be in the top 50 percent of CANDU worldwide?

     MR. ROBINSON:  In the top 50 percent?

     MR. RUPERT:  Yes, not in the top quartile, just over 

the median.  Is there a reasonable chance Pickering A and B could, on a sustained basis, have performance like that relative to other CANDUs in the world?

     MR. PASQUET:  In which category are you referring to?

     MR. RUPERT:  Well, in any of the categories listed.  Unit cost -- or I guess you haven't got unit cost for CANDU worldwide.  Operating capability, how much is running, for example, any of the things that you are supposed to benchmark against CANDU worldwide for, is there any reasonable chance Pickering A and B could be in the best half of that group?

     [Witness panel confers]

     MR. RUPERT:  And the similar question:  Is there any reasonable possibility that Pickering A and B could be in the top quartile of private and publicly owned nuclear generating stations in North America?

The reason I ask that, and you don't have to search for a lot of numbers, is it strikes me if we're going to benchmark something and you're being directed to benchmark something, there must -- in my view, at least -– be some reasonable possibility the benchmark you are using is a quasi-target.  It is something that is reasonably seen to be feasible, achievable, perhaps a stretch, but it's the objective.

     Everything I heard today and your testimony about the 

technology and the lower output from these plants compared to Darlington, all suggest that these plants are unlikely to ever emerge into the star category in North America nuclear plants.

     So I am wondering, to use this benchmarking, is this really what the company is using to develop the plans and performance objectives for Pickering?  Is it the top quartile of North American plants?  Is that the internal objective the company has?

     MR. PASQUET:  Okay.  So, a multi-phased part of your question, so the Pickering plants will always be challenged when compared against the larger units, the newer units.

     If you look at the -- we have gone through a lot of the benchmarking data.  We have talked a little bit about the data which was presented in the business plan.  So the Pickering plants are competing against larger units, newer units, and so they're going to have a tough time competing on the same level playing field, because of what we have talked about here before.

     Is there an opportunity for performance to improve?  Yes, there is an opportunity for performance to improve.

     MR. RUPERT:  I guess my question, this is where I am heading towards, is there's big numbers in this application for OM&A, and this is just base OM&A before you get to outages and so on.

     And it strikes me, at least, that it is not reasonable to use, for example, the top quartile of publicly and privately owned nuclear generators in North America, to say:  That's what I am going to judge the OM&A in Pickering by.  That's what I am going to judge the reliability at Pickering by.

It seems to be me the real experience is totally different from that.  Unlikely, as I understand it, to get there any time soon.

So my question for you is:  What do you do internally?  These benchmarks are nice, but they seem to sort of, if I can put it this way, you could run them every six months every year and it would probably confirm the obvious.  Pickering is challenged, to use your term.

     So what do you use internally to say -- given Pickering's challenges, given the technology issues that are there, and given some of the operating issues that are there -- what do you use internally to say:  This is the right amount of OM&A for this particular plant and this is what we're striving towards.  This is the right cost per megawatt hour that we're striving towards.  Continuous improvement is nice, but doesn't tell you much about what are you actually aiming towards.  It doesn't help me understand how much of this OM&A budget ought to be included in your rates and how much is just because it's a rate regulation and we can collect all of the OM&A from 

nuclear.

What do you guys use internally to say:  This is what we're telling the Pickering people that they have to meet.

     MR. PASQUET:  Again, I will refer to the business plan.  If you go into the individual stations -- and that's L4-2, attachment 3 and 4 -- each of the individual stations -- there is a Darlington component.  There is a Pickering B and there is also a Pickering A, which are the key deliverables.

     MR. RUPERT:  Which page are you on again?

     MR. PASQUET:  Sorry, for Pickering B, it is page 21.  For Pickering A, it is 24.

     Okay?  And so when we put together our business plan, we develop the key deliverables for the plant and so for the business planning period, for the money that we are investing in the plant, these are the deliverables that we are looking to get out as a result of that investment.

     So it looks at capacity, it looks at forced loss rate, it looks at nuclear performance index.  I don't need too go through the whole list, but there is a number of performance indices that we're looking to achieve.

     Then ultimately, looking at the projects and base OM&A, is the investment that we are looking to put into the plant to achieve those results.  And so I am not sure if that answers your question, but those are the indicators that we look to achieve, performance indication or performance objectives that we look to achieve by making that investment.

     MR. RUPERT:  I will leave aside the production part, because I guess that probably is a later panel on your capacity payment proposal, but because you're not at risk totally for your production -- at least in your proposal.

     So you're saying the bottom line, for example, total regular staff which ties into the table I led you to a little while ago, that is your best estimate.  Given the production, that is the optimum number of employees to maximize the value of that plant?

     MR. PASQUET:  Correct.  So those are the numbers -- number of regular employees that we believe we need to safely run the plant and to achieve the deliverables we have mentioned on this page.

     MR. RUPERT:  So when you do this benchmarking that you are directed to do by the shareholder, how do you explain to the shareholder that these benchmarks don't really matter?

     MR. PASQUET:  I don't think "don't really matter" is what we would say.

     Certainly on maintenance backlogs, the comparison is a valid comparison and we need still to strive for that.

     For the nuclear performance index, there are sub-indices associated with safety that certainly we can strive for and we are achieving.

     And so to say that we don't use any of those, I think it's a simplification.  The Pickering plant is challenged against the newer plants and also the larger units, when you look at it on a price basis.

     MR. RUPERT:  Well, I will leave the other question of capacity.  I will get into the capacity proposal that you've got, which is not the right question for this panel, I don't think.

     The other -- this is the last aspect -- was you have talked a lot about the technology of these plants today and I guess this is -– obviously, the technology has been there since they were built.  This is not something you just discovered two years or five years ago or seven years ago.  I thought there were all of these offsetting benefits that were supposed to be part of a CANDU design.

     What I have heard today leaves me with the impression that CANDU gives you all of the practical complexity without much of the benefit that was supposed to be there.  So you have Pickering A and B which have huge technical complexity and multiple pieced of equipment that you've talked about, and I haven't heard anything about the supposed offsetting benefit to all this complexity.  Is it there?  Is there nothing there at all?

     MR. PASQUET:  If you look at the comparison of Darlington -- and I don't want to take you away from your question -- but if you look at the comparison of Darlington compared to other CANDUs, it is certainly performing well against the other CANDUs and it is in the same league as some of the other U.S. utilities, when you compare comparable unit size.  So there is a comparison there.


Again, as we have talked, with the Pickering A and B plants being an older plant and smaller-sized unit, it is not an apples-to-apples comparison.


MR. RUPERT:  I appreciate that.  I will leave my questions there for now.  Thanks.


MR. KAISER:  I wonder if I could just follow up on that point.  I am going to refer you to the Navigant report.  I am not going to deal with any confidential information.  This is the report that Mr. Penny distributed this afternoon.


That report compared Pickering A, B and Darlington to the CANDUs.  And at page 43, it shows Darlington is -- I am just talking about operation and maintenance, which is the big number.  Page 43, the Darlington is well below the CANDU benchmark.


MR. PASQUET:  You are referring to the Navigant study itself?


MR. KAISER:  Yes.


MR. PASQUET:  Okay.


MR. KAISER:  Page 43.  I just looked as this very quickly over the break.


So Darlington, which I had thought was the darling of your fleet, is well below the CANDU benchmark.  I thought you just told Mr. Rupert it compared favourably.


MR. ROBINSON:  Well below the benchmark.


MR. KAISER:  You see the two graphs?  The dark is the CANDU benchmark?


MR. ROBINSON:  Correct.


MR. KAISER:  Grey is OPG.  I am talking about operation and maintenance, and it is well below.


MR. ROBINSON:  So the number of people at Darlington is greater than the CANDU benchmark, and yet, on a cost perspective, Darlington is better than the CANDU benchmark.


MR. KAISER:  What are you telling me?  This measure that Navigant is using is not meaningful when they compare OPG to the CANDU benchmark, and it shows that -- all right, let me just back up.  


Mr. Rupert asked you what I think is an important question:  What is your goal here?  We understand the problems with benchmarking, but you must have a goal.


At what point would you be satisfied?  I take it you are not satisfied today with these operation and maintenance costs insofar as they relate, at least, to Pickering A and B; or are you?


MR. ROBINSON:  No, we're not.


MR. KAISER:  Right.  One of the things I noticed in the Navigant report - this is at page 9, and this is where they described their job or what you had asked them to 

do - is:  

"What level of cost and operational performance is justified?"


And then in phase 3, this is page 9:  

"What specific initiatives and actions are needed to achieve the identified performance improvement targets?"


So it would appear that you hired Navigant, in part, to answer exactly the question that Mr. Rupert put to you, which was:  What level of costs and operational performance is justified; i.e., where can we get these Pickering A 

and B units to?  They will never be as good as the U.S. median.  You have said that, more or less.


What's the goal?


MR. ROBINSON:  And our target for Darlington is to be in the top quartile.  Our target for Pickering B, as laid out in the last few business plans, is to achieve an 85 percent capacity factor with a 5 percent forced loss rate.


MR. RUPERT:  Do you have a cost per megawatt hour target, as well, for those plants?


MR. ROBINSON:  Um...


MR. MAUTI:  As per the business plan --


MR. RUPERT:  It is that sheet you showed me, the business plan?


MR. MAUTI:  Yes.  There is one for each of the stations.


MR. KAISER:  Did Navigant give you an answer to this question?  Did they come up with a recommendation with respect to either the production unit energy cost, the cost per megawatt or, for that matter, the capacity/capability factor?  


Did they give you their opinion as to what your goal should be with respect to these Pickering units?


MR. ROBINSON:  No.


MR. KAISER:  And did they give you any advice as to what specific initiatives and actions are needed to achieve the identified performance improvement targets?


MR. ROBINSON:  No.


MR. KAISER:  Are they going to?


MR. ROBINSON:  No.


MR. KAISER:  So phase 3 of this report, which was develop and execute the implementation plan, they didn't get there?


MR. ROBINSON:  That was not --


MR. KAISER:  I am just reading what I read to be their terms of reference at page 9.  Am I reading this wrong?


MR. BOGUSKI:  This is a description of what benchmarking is often used for.  If you look at the header, it says: 

"Benchmarking is often the first phase of a larger ongoing performance improvement initiative."


MR. KAISER:  Right.


MR. BOGUSKI:  My understanding is they were hired to do phase 1, which is benchmark the staffing levels at OPG versus CANDU equivalents.


MR. KAISER:  So phase 2, 3 and 4 they weren't asked to do?


MR. ROBINSON:  That's correct.  That's ours.


MR. KAISER:  And when are you going to do phase 2, 3 and 4?


MR. ROBINSON:  We have been working on those phases, although not specifically laid out and designed according to the Navigant study, but things like operating processes, practices and behaviours, driving the level of performance that we want, we do that through benchmarking that we do on the common practices that we see in the fleet and the industry.


I gave you -- one example of that is in the process around control of work activities.  So we go out and look at how the best people do that, and we then look at how we're doing it and make changes to do that.


And so this is -- this really is a continuous improvement program that we take the elements of and practice on a routine basis.


MR. KAISER:  But I take it you agree that the task described in this report as phase 2, "What level of costs and operational performance improvement is justified?", is an important question.


Do you think you have answered it satisfactorily at this point?  I mean, do you have a clear idea of what the goal is?


MR. ROBINSON:  I believe we have --


MR. KAISER:  Or are you still working on the goal?


MR. ROBINSON:  No.  I believe we have a clear goal.  We set out an improvement program on Pickering B.  It was called 85/5, and the reason it was called 85/5, because we were targeting an 85 percent capacity factor and a 

5 percent forced loss rate.


At Darlington, obviously we're targeting higher than that, because we believe that capability at Darlington is better than that, and we're demonstrating that on a day-to-day basis.


If you look at forced loss rate at Darlington, again, over the 2007 period, it was less than one, which is a very good performance.


MR. KAISER:  Thank you.  Mr. Rupert asked you this and you answered it, and I don't remember the answer.


Do you have a target for the cost per megawatt hour for each of these three plants?


MR. PASQUET:  Yes.


MR. ROBINSON:  The target that we have is laid out in the business plan, as is the --


MR. KAISER:  What's the target for Pickering A, the cost per megawatt hour?  According to Mr. Rodger's material, Pickering A is now at 68.  Pickering B is at 50.


MR. MAUTI:  If you turn to the business plan, page 24, the Pickering A deliverables over the planned period, production unit energy costs, you see at the second line from the bottom from 76 and 77 in those two years.


MR. KAISER:  The number is what, 76?


MR. MAUTI:  Seventy-six and 77, eight and nine.


MR. KAISER:  Thank you.  Mr. Rupert also referred you to this memorandum of agreement.  This is the August 17th, 2005 agreement between the shareholder and OPG and this reference to benchmarking in paragraph 3 of that.


Given that mandate - I guess we could call it that - by the shareholder, do you make regular presentations to your board of directors on benchmarking?

MR. ROBINSON:  As you see in the business plan, there are -- there's the benchmarking data that we talked about, so the formal presentation to the board during the approval of the business plan itself, on a quarterly basis, we make presentations to the nuclear oversight committee of the board and we go through performance with respect to our plan, and obviously the plan is compared back to this benchmark data.

MR. KAISER:  So when would the last presentation to the board have been, with respect to benchmarking?

MR. ROBINSON:  I would have to say the December '07 presentation, which actually has the benchmark data in it.

MR. KAISER:  All right.  Could we get a copy of that, or do we have a copy?

MR. ROBINSON:  It's L4-2, attachment 3.

MR. KAISER:  That's what went to the board?

MR. ROBINSON:  That's correct.

MR. KAISER:  And that type of information goes to the board quarterly or annually?

MR. ROBINSON:  This one goes to the board annually.

MR. KAISER:  Did the results of the Navigant report go to the board?

MR. ROBINSON:  I don't know.

MR. BOGUSKI:  I don't know.

MR. KAISER:  Can I ask you to go to the two documents, the colour document that Board Staff put together, in particular slides 8 and 9?  And then to Mr. Rodger's bundle, page 13.  This is chart 3 that has been well killed, at this point.

I just want you to, if you can, gentlemen, you or some of your associates just add some information.

On chart 8, we have this production unit energy cost and this is over the period 2002 to 2007.  We're comparing Bruce, the figures, with the OPG figures.

First, could you break out the OPG figures into Pickering A, Pickering B and Darlington?  So rather than one red line, we will have three different lines.

Secondly, could you add the figures for those years that would correspond to what's in Mr. Rodger's page 13?  That is the U.S. industry median in his document, it's $24.00 a megawatt hour.  If you could just graph those years for me?

Then if you could turn over to the next page, this is slide 9 of the Board Staff material, and again, this is over the same period.  This is the unit capability factor, capacity factor, in this case, again, Bruce being compared to OPG.  Could you again break out the OPG figure into the three components, Pickering A, Pickering B and Darlington, and could you add the data for the CANDU median?  Which, one figure is in Mr. Rodger's page 13, but you presumably have access to the annual data, and if you could just add that data so we see a more detailed graph.  Can I leave that with you?

MR. ROBINSON:  We can do that, yes, sir.

MR. KAISER:  Can I have an undertaking number for that?

MR. BATTISTA:  Yes.  That is undertaking J4.9.
UNDERTAKING NO. J4.9: To break out OPG production unit energy cost, 2002-2007, on chart 8 into separate numbers for Packiering A, Pickering B and Darlington


MR. KAISER:  Finally, I just want to go to page 3 in Mr. Rodger's material.  This is his bundle, again, and he was referring you back to some of the evidence.  We had a brief discussion.

This is where you are forecasting the unit cost per megawatt hour.  Again, it is all of the nuclear facilities combined.  You have that dropping from 5,590 in 2007 to 5,139 in 2008.  We now have a couple of months of data, certainly the first quarter of this year.  Are we on target to reduce costs by that amount?

MR. MAUTI:  From memory, I believe the PUEC value is as per our target to date for the first quarter of 2008.

MR. KAISER:  So what is the cost for the first quarter of this year?  Is it 5,190 or 5,139?  Or what is it?

MR. MAUTI:  I don't have the PUEC number.

MR. KAISER:  Can you get it?  You must have it.

MR. MAUTI:  Yes, I have it, but I don't have it with me.

MR. KAISER:  That would be the first quarter's number, the unit cost per megawatt hour.

MR. RUPERT:  Can I interrupt you, Mr. Chair, because the PUEC number is in your first quarter submission, which is in your public financial statements.  But the chart on page 3 of Mr. Rodger's package is -- I take it the numbers there are not what you would define to be PUEC.  Am I right on that?  Because you disclose, for example, in the first quarter of 2008 that the PUEC for the nuclear group for the three months ended March 31st was $39.49, which doesn't seem to be comparable to these numbers.

I assume there is some -- which basis do you want it on?  

MR. KAISER:  What I want is what's comparable on to page 3.  Page 3 is from your evidence.  We have unit cost per megawatt hour, whether they're PUEC or something else.  The forecast for 2008 is 5,139, down from 5,590.  I want to know what the first quarter number is for 2008.

MR. MAUTI:  Well, we will produce the results on the same basis as the data here.

MR. KAISER:  All right.  Now, gentlemen, you have the volume going up in 2008 compared to 2007, it's going from 44.2 to 51.4, and correspondingly, costs go down.  There appears to be a relationship between production going up and costs going down.  There's some form of economy of scale here.

Then when we go from 2008 to 2009, we notice that the production is going down, dropping now from a forecasted 51.4 in 2008 to 49.9, and lo and behold, unit costs are going up from 5,139 to 5,208.

What causes forecasted production to go up, and then turn around and go down?  Why this drop in volume in 2009?

MR. ROBINSON:  In 2009, there's a large outage at Darlington that takes all four units out at the same time.  It's called a vacuum building outage.  That's once every 
12 years at Darlington and once every 10 years at Pickering station, so in 2009, you have a vacuum building outage at Darlington, 2010 you have a vacuum building outage at Pickering, which will take all six units down.

MR. KAISER:  Thank you, gentlemen.

MS. CHAPLIN:  Just to follow on one last slightly different angle on this benchmarking question, you have explained the challenges that Pickering A and B face because of the more complex technology.  So they would, in any event, be challenged to compete cost-wise with other nuclear plants.  Is that correct?

Then you have also explained that an additional factor is the material condition at Pickering A and Pickering B, and I think you have particularly linked that to the maintenance backlogs and that that is an additional factor for the higher costs.  Is that correct, is that paraphrased relatively correctly so far?

MR. PASQUET:  Yes.  Yes.

MS. CHAPLIN:  Yes?  Okay.  So what I am interested in is, and what you, I believe in answer to some questions to Ms. Campbell, what you indicated was over the longer term, when those backlogs are brought down to the industry standard level, we should expect to see improvements in the unit costs for Pickering A and Pickering B.  That's correct, too?

MR. ROBINSON:  That's correct.

MR. PASQUET:  Yes.

MS. CHAPLIN:  Although because of the technology differences, they will perhaps still not be as good as other types of units, because of age and size and that.

I guess what I am interested in know is, why -- and there was some questions also as to how the maintenance backlogs got to the state that they were at.  What I perceive is that, as part of your materials, you're saying that in a sense extra money needs to be spent now in order to continue to bring those backlogs down to meet the industry standard.

MR. ROBINSON:  That's correct.

MR. PASQUET:  That's correct.

MS. CHAPLIN:  So why would it be that ratepayers should pay for that now?  Why should that not have been -- why should ratepayers pay for that correction, if I could characterize it that way, to bring that maintenance backlog down to an industry standard and, therefore, in a sense bring those Pickering A and B costs sort of to the optimal level that can be achieved for them, given their technology? 

[Witness panel confers]


MR. PASQUET:  So by making the investment, the objective is to get increased production and lower costs for the generation that's coming into those units.


So I guess by making the investment, the ratepayer then also gets the benefit, as well.


MS. CHAPLIN:  Okay, I will leave it there.


MR. KAISER:  I wonder if I could just follow up on that.  One of the jobs we have - and I am sure you appreciate this - is to make sure a utility is operating efficiently and, if it's not, then the ratepayer shouldn't pay; the shareholders should pay.  It is the shareholder's responsibility, through the board of directors of any of these companies, including yours, to operate efficiently.


I understand the Pickering argument that it's bad technology, and you have it and it doesn't look like many other people have it, and it has costs and you are stuck with it, more or less.


But when I look at Darlington - this is back to this page 43 - which I understood not to have this disability, and this -- and the quote is:

"Most Darlington organizations are staffed above the benchmarks." 


You look at operation and maintenance.  You look at the CANDU benchmark, and you are 20 percent higher than the rest of the guys.  I am trying to struggle -- why shouldn't we say, These guys are not operating as efficiently as the other CANDUs.  That extra cost, which is measured here by Navigant, that shouldn't be borne by the ratepayers.  Is there something wrong with this data?  Am I drawing the wrong conclusion?


MR. ROBINSON:  I would say, yes, you are drawing the wrong conclusion.


The Navigant study was done at one point in time, and that point in time was early 2006 for OPG.


I don't know when the Navigant study was done on the other CANDU units, but it is really dependent upon where you are at that point in time.


At that point in time, we had invested additional resources, for example, in maintenance, to bring the backlogs at Darlington down, and that's part of that process that we went through of looking at your targets, putting your initiatives in place, and then driving through to those.


So from that aspect, I would expect to see at Darlington more operations and maintenance people, at that point in time, than I would at the other benchmark utilities.


Again, the lead-in to the Navigant is benchmarked against the best performers, and, quite frankly, the Canadian nuclear units, Darlington is one of the best performers.


So that's why you would see the difference in the Navigant numbers, and Navigant is not numbers that you drive to.  They are indicators that you can use for opportunities to go look at and see if there are things that you can learn and things that you can do to reduce your overall costs.


Again, I go back to it's one point in time.  The Darlington numbers, for example, include that extra effort that we were doing at that point in time to drive that backlog down, and it did what it was supposed to do and you will see those numbers at Darlington coming down in the future.


MR. KAISER:  So with respect to this conclusion, this advice that Navigant gave you at page 43, those Darlington organizations are staffed above the benchmarks, you would say, yes, but that was true at the time, but it was a temporary situation.  If you were to look at 2007, it would be closer?


MR. ROBINSON:  I wouldn't say necessarily that it would be closer.  Again, one of things that you want to do when you do benchmarking is, when you are benchmarking against the best, then you can look at those and say, you know, they're doing this better than we are.


But Darlington station is performing better than any of the Canadian CANDU plants, and, therefore, we would have to be very careful about where we looked for opportunities for reduction at Darlington so that we would not drive the performance in the wrong direction.


MR. KAISER:  So the CANDU benchmark that Navigant is using is not the right benchmark; is that your point?


MR. ROBINSON:  I don't want to say it is not the right benchmark.  It is a benchmark and we use it for what it was designed to do, and that is to compare us against the other CANDU units.  And we can use that, then, to look at opportunities.


We can take those numbers that Navigant gives us.  We can look at where the outliers are, which organizations they are, and make an assessment, then, on whether or not we have the right staffing levels, or maybe we need -- maybe there's an opportunity to reduce there.


The operations and maintenance area, for example, in this report, there is an opportunity for us to reduce that, based on the fact that we had increased staff to drive that backlog down.


MR. KAISER:  I understand.  That seems to be exactly what they're suggesting to you, and did you take any action as a result of this, I will call it a recommendation, that your staffing levels appear to be high compared to the other CANDUs?


You said there was an opportunity.  That's a politer way of putting it, I suppose.  As a result of this conclusion, this recommendation by Navigant, did you take any action?


MR. ROBINSON:  We, over the course of the business plan, basically followed the process that is laid out, and looking at the targets that we have, looking at how we achieve those targets and looking at how other folks achieve those targets, if in fact they are achieving them.


So I go back to the best example, because it's the one that comes to mind.  Yes, we looked at the operations and maintenance numbers at Darlington.  We looked at them compared to this benchmark, and we said, Yes, they're high.


We then said, Do we know why they're high?  We said, Yes, we do.  We forced them high to deliver this product, and we're delivering that product now and those numbers will come down.


MR. KAISER:  Thank you.


MR. BATTISTA:  Mr. Chairman, there was a request you made and we didn't give it an undertaking number.


MR. KAISER:  Okay.


MR. BATTISTA:  If the applicant heard it, he can roll it into 4.9, or we could make it a separate one of 4.10.  It had to do with updating K4.1, page 3 with the first quarter results.


MR. KAISER:  Right.  Give that a separate number.


MR. BATTISTA:  That will be undertaking J4.10.

UNDERTAKING NO. J4.10:  UPDATING K4.1, PAGE 3 WITH THE FIRST QUARTER RESULTS.


MR. KAISER:  Mr. Penny, I think what is left is any questions that the other parties might have with respect to the confidential document.


MR. PENNY:  Yes.


MR. KAISER:  And I don't know whether you want to deal with that now or in the morning?


MR. PENNY:  Well, as I understand it, we were challenged on the photocopying, and I am not sure that hard copies have been delivered to everyone.


MR. KAISER:  Okay.  Well, let's deal with it at 9:30 in the morning, then.


MR. PENNY:  Mr. Rodger has a copy --


MR. KAISER:  I'm sorry, we're not sitting tomorrow.  9:30 on Thursday.


MR. PENNY:  No, we don't sit tomorrow.  I just wanted to say, Mr. Chairman, again, perhaps you overruled me on this, but I am not sure.  This letter for the submission was sent out on May the 9th, and we indicated in that letter that anyone who wanted to see this, who signed a confidentiality agreement, could see it.


A number of people did, and did see it.  And we do have to bring these gentlemen back from Pickering.  So I guess I renew my concern that parties are not being responsive to opportunities, and that that, it seems to me, is not an appropriate way for the hearing to be conducted.

MR. KAISER:  Well, I think you are right.  We would ordinarily deal with it right now, but if we have a paper glitch, I am not sure whose fault that is.  But I think we have to give the document to the parties so they can have an opportunity to deal with it.  Maybe I should have asked earlier.  I am sure they will improve upon that at 9:30 Thursday.

MR. PENNY:  Thank you, sir.


--- Whereupon the hearing adjourned at 5:03 p.m. 
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ERRATA:

Page 15, line 16
"end year forecast" forecast should be energy forecast"
Page 53, line 4
"422.1 million" should be "$22.1M"
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