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Monday, June 2, 2008

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


MR. KAISER:  Please be seated.  

Mr. Penny.

Preliminary matters:


MR. PENNY:  Thank you, Mr. Chairman.


Before we begin this morning, I will note on the record that we have provided answers to undertakings J1.3, J5.2 and J5.4.


Also, in a bundle in that group of documents, there is a new document which the nuclear waste panel will speak to.  We thought, in reflecting on the questions that were asked, that it would be useful to pull together all of the information on the nuclear waste revenue requirement impact into one place.


So Mr. Long will speak to this later when we get to that panel, but we're just providing that now.


Then for today's -- for this panel's purposes, we have prepared a summary schedule, which we will ask be given an exhibit number in due course, and then also a bundle of excerpts from the evidence that are helpful in responding to the Board's five or six questions that were posed the other day.  


So we will ask -- I will ask the witnesses to walk through -- I will be asking the witnesses to walk through this to answer the Board's questions.


Maybe we can actually give those exhibit numbers now.  My suggestion is we give the bundle of excerpts, the document called "OPG Direct Examination Documents Brief", the next exhibit number.


MR. BATTISTA:  That will be Exhibit K6.1.

EXHIBIT NO. K6.1:  DOCUMENT ENTITLED "OPG DIRECT EXAMINATION DOCUMENTS BRIEF"


MR. PENNY:  Thank you.  Then the refurbishment/new builds approvals requested.


MR. BATTISTA:  That will be Exhibit No. K6.2.

EXHIBIT NO. K6.2:  DOCUMENT ENTITLED "REFURBISHMENT/NEW BUILDS APPROVALS REQUESTED".


MR. PENNY:  Thank you very much.  So today we have to testify the nuclear projects panel.


We have Ms. Laurie Swami, Mr. Craig Sellers, Mr. Randy Leavitt and Mr. Mark Arnone.  I would ask that they be sworn, please.

ONTARIO POWER GENERATION - PANEL 6 - NUCLEAR PROJECTS

Mark Arnone, Sworn


Randy Leavitt, Sworn


Craig Sellers, Sworn


Laurie Swami, Sworn

Examination-in-chief by Mr. Penny:


MR. PENNY:  Thank you, Mr. Rupert.


Since you are sitting in alphabetical order, I will start on the right in reverse order.  Ms. Swami, you're currently the director of licensing new generation development for Ontario Power Generation Inc.?


MS. SWAMI:  That's correct.


MR. PENNY:  In that role, as I understand it, you have responsibility for the licensing of new nuclear generation and refurbishment projects?


MS. SWAMI:  I'm sorry.  Okay, could you repeat that, please?  I'm sorry.


MR. PENNY:  Yes.  In your current role, you have overall responsibility for the licensing of new nuclear generation and refurbishments?


MS. SWAMI:  That's correct.


MR. PENNY:  That includes regulatory submissions and commitments in support of the Pickering B refurbishment assessment?


MS. SWAMI:  That's correct.


MR. PENNY:  And also your responsibility included the completion of the environmental assessment for the new nuclear generation projects?


MS. SWAMI:  That's correct.


MR. PENNY:  You, I understand, have a bachelor of science in engineering chemistry?


MS. SWAMI:  That's correct.


MR. PENNY:  And also a master's of business administration, which you obtained in 1994?


MS. SWAMI:  That's correct.


MR. PENNY:  You have been with OPG since 1986?


MS. SWAMI:  Yes.  Ontario Hydro.


MR. PENNY:  Sorry.  Well, it was Ontario Hydro then.


MS. SWAMI:  Yes.


MR. PENNY:  You're absolutely right.  And, Mr. Sellers, let me turn to you.


You are currently the chief engineer for nuclear new build?


MR. SELLERS:  That's correct.


MR. PENNY:  Immediately prior to that position, you held the position of vice president of engineering and modifications and were the chief nuclear engineer for OPG?


MR. SELLERS:  That is correct.


MR. PENNY:  And in connection with your current role, you are responsible for all elements of OPG's nuclear engineering, including -- sorry, let me back up.


In your position you held immediately prior to your current position - in other words, as chief nuclear engineer - you were responsible for all of the elements of OPG's nuclear engineering, including the regulatory requirements in the context of your nuclear regulator?


MR. SELLERS:  That is correct.


MR. PENNY:  And as chief engineer for nuclear new build, you are responsible for the technical design and operations input into your investigation of new nuclear development?


MR. SELLERS:  That is correct.


MR. PENNY:  You, sir, have a bachelor of applied science in chemical engineering from the University of Toronto?


MR. SELLERS:  Correct.


MR. PENNY:  And you have been with Ontario Hydro, and then OPG, since 1979?


MR. SELLERS:  Correct.


MR. PENNY:  And you have been at -- you were the chief nuclear engineer from 2006 to -- April of 2008?


MR. SELLERS:  That is correct.


MR. PENNY:  And your current position you have obviously held since April 2008?


MR. SELLERS:  Since the beginning of May.


MR. PENNY:  Thank you.  You are a member of the Professional Engineers of Ontario?  


MR. SELLERS:  That is correct.


MR. PENNY:  Mr. Leavitt, you are the director investment management at OPG?


MR. LEAVITT:  That's correct.


MR. PENNY:  In that role, you are responsible for seeing -- overseeing the development and maintenance of OPG's nuclear project portfolio?


MR. LEAVITT:  Yes.


MR. PENNY:  You have got a bachelor's of science in mathematics and physics?


MR. LEAVITT:  Yes.


MR. PENNY:  You also have a master of science in nuclear physics from Queens University.


MR. LEAVITT:  That is correct.


MR. PENNY:  More recently, you have graduated from the Ivy Executive MBA program?


MR. LEAVITT:  That's correct.


MR. PENNY:  You have been with Ontario Hydro or OPG since 1982?


MR. LEAVITT:  That's correct.


MR. PENNY:  And you have held your current position since 2006; is that right?


MR. LEAVITT:  Yes.


MR. PENNY:  And, Mr. Arnone, getting to you, sir, you have a bachelor of engineering, mechanical?


MR. ARNONE:  That's correct.


MR. PENNY:  You have been with either Ontario Hydro or OPG since 1990?


MR. ARNONE:  Yes.


MR. PENNY:  And you are currently the director of projects and modifications for OPG Nuclear?


MR. ARNONE:  That's correct.


MR. PENNY:  In that role, you are responsible for overseeing and delivering the major nuclear projects associated with operating nuclear units?


MR. ARNONE:  Yes.


MR. PENNY:  You are also a member of the Professional Engineers of Ontario?


MR. ARNONE:  I am.


MR. PENNY:  Panel, you are collectively responsible for, and either prepared or supervised, the preparation of the evidence on the nuclear projects that has been filed in this case?


MR. ARNONE:  Yes.


MR. LEAVITT:  Yes.


MR. LEAVITT:  Yes.


MS. SWAMI:  Yes.


MR. PENNY:  Also in relation to the interrogatory answers that were posed on the nuclear projects in the nuclear project area, you either prepared those or they were prepared under your supervision?


MR. ARNONE:  Yes.


MR. LEAVITT:  Yes.


MR. SELLERS:  Yes.


MS. SWAMI:  Yes.


MR. PENNY:  Do you adopt that evidence for the purposes of this hearing?


MR. ARNONE:  I do.


MR. LEAVITT:  We do.


MR. SELLERS:  We do.


MS. SWAMI:  Yes.


MR. PENNY:  There were a series of questions posed to us recently by the Chairman of the OEB Panel, and I understand that you have information to respond to those questions.


The support documents are in Exhibit K6.1, and then there will be reference made to Exhibit K6.2.


The first couple of pages of this bundle is the -- just for reference purposes, is the excerpt from the transcript where those questions were posed, and we have just labelled them 1 through 5 in the margin.  


So why don't we just start with number 1?  That was the question of whether all of the capital expenditure evidence with respect to nuclear build was in base OM&A.  I guess there is some uncertainty about what's capital, what is OM&A, and so on.  So can we start with that, and clarify that issue?


MS. SWAMI:  Certainly.  I would like to refer to page 4 of the bundle.  On page 4, you can see Exhibit D2, tab 1, schedule 3, page 11 of 11.


In this table is a summary of the expenditures with respect to new nuclear, and you can see, on line 3 of this package, that the nuclear expenditures are all in base OM&A.  It is 75.3 for 2008 and 67.2 for 2009.


MR. PENNY:  Is OPG seeking anything with respect to new nuclear capital?


MS. SWAMI:  Not at this time, no.


MR. PENNY:  Then let's move to the second question.


MR. RUPERT:  Mr. Penny, this panel will, however, be able to deal with questions in respect of the line 3, the new nuclear build in base OM&A, if there are questions?

MR. PENNY:  Absolutely.

MR. RUPERT:  Okay.

MR. PENNY:  Let's then turn to the second question.  That had to do with what approvals that OPG is seeking from the Board with respect to the nuclear projects area.

MR. LEAVITT:  So with respect to the nuclear project area, I would ask you to turn to page 5 of Exhibit K6.1.  Chart 1 was previously filed in response to interrogatory L2-42, and indicates the capital and OM&A project expenditures for 2008-2009.

OPG is requesting approval of these OM&A and capital expenditures as itemized on line 4 of the table, at 189 million in 2008, and 330.8 million in 2009, for capital.

And on line 8, as 144.6 million in 2008 and 137.1 million in 2009, for OM&A.

MR. PENNY:  I would say, just before moving further into this, Mr. Rupert, specifically, I know you added to one of these, dealing with the nuclear projects, a further request for a list of all of the approvals, and that isn't in this bundle just yet.  We are working on that.  That will be done shortly.

So today we are just focussing on the nuclear projects piece, but we haven't forgotten that and we will be giving you that shortly.

MR. LEAVITT:  It should also be noted that the 2008 values are for fiscal 2008.  The test period runs from April to December 2008, and on page 6 of Exhibit K6.1, we have broken out those capital expenditures falling from Q2 to Q4, on a facility basis.

The same information will be provided for the OM&A portfolio at a later time.

In addition, OPG is requesting approval of the rate base, which includes a contribution from those capital projects coming into service or partially into service during the test period.

If I could ask you to turn to page 7 of Exhibit K6.1, you will see the in-service additions are summarized in table 2.  For 2008, in column B, the in-service additions are 225.8 million.  For 2009, again, in column B, the in-service additions are 177.1 million.

MR. PENNY:  Thank you.  Then there was a second part to that.

Ms. Swami, you were going to address that?

MS. SWAMI:  Yes.  I will address refurbishment and new build approvals requested, and I would refer you to Exhibit K6.2, which provides an overview of the various areas where this information is collected.

So for refurbishment, we are seeking disposition of the variance account, which is currently for refurbishment, at 16.2 million.  And if you would refer to page 8 of the bundle, this is Exhibit J1, tab 1, schedule 1, table 4.  You can see line 4 provides 16.2 million for year ending 2007.

We are also seeking approval -- I am referring back to the second exhibit -- seeking approval of the OM&A expenditures for the test period.  We have Pickering B at 6.2, Darlington at 18.5, and 22.7 in 2009.  Again, these are annual figures.

If you refer to table -- I'm sorry, page 4 of the bundle, again, this is Exhibit D2, tab 1, schedule 3 of the evidence.  You can see lines 1 and 2, which is the Pickering B refurbishment and the Darlington refurbishment, columns F and G for 2008 and 2009.

We are also seeking approval of the Pickering B project OM&A.  Again, referring to chart 5, page 4, you can see on line 5, the project OM&A for Pickering B refurbishment is 5.1 million.  And we're seeking approval of the project capital funding for Pickering B of 148.8 million, and that is line 6 of chart 5.

Finally, for refurbishment, we are seeking approval of a variance account for the test period, for the differences between future expenditures and our current forecast of expenses.

I am moving on now to the new nuclear.

For new nuclear, we are seeking disposition of the existing variance account.  Again, if I refer to table 4 on line 3, the nuclear development deferral account is $11.7 million.  This is listed again on Exhibit J1, tab 1, schedule 1, table 4.

MR. PENNY:  That's at page 8?

MS. SWAMI:  Page 8.

MR. PENNY:  Thank you.

MS. SWAMI:  We are also seeking approval of the OM&A expenditures for the test periods and again, referring back to page 4 of the bundle, chart 5, on line 3, you see the new nuclear is 75.3, 67.2 million for 2008 and 2009.  Again, this is for the annual numbers.

Finally, we are seeking approval of a variance account for the test period, for the differences between future expenditures and those currently forecast.

MR. PENNY:  All right.  So that was with respect to the second question and specifically what approvals we're seeking with respect to the nuclear projects.

Then the third question had to do with the specific projects that make up that rate base that we spoke to earlier.

Mr. Leavitt, you were going to speak to that.

MR. LEAVITT:  Yes.  Again, for the record I will refer to the bundle of evidence K6.1.  Page 9 of this evidence lists the projects that will be going in-service or partially in-service during the test period.

The totals reconcile with page 7 of the bundle, previously submitted as Exhibit B3, tab 3, schedule 1, table 2.

MR. PENNY:  And so those, we see for the total in-service totals for 2008, totals the 225 million, and for 2009, totals the 177 million?

MR. LEAVITT:  That's correct.  In-service totals 225.821 million for 2008; 177,067,000 for 2009.

MR. PENNY:  Question 4, then, perhaps arose as a result of my use of language, but the issue, I think, is to clarify with respect to the Pickering B refurbishment, whether there is a project budget that has been approved by the board, by the OPG's board.

MS. SWAMI:  Yes, and OPG's board approved a budget, a business plan for 2008 to 2010 for nuclear generation development and services.

I refer to the bundle, page 10, and this is in response to interrogatory L4-2, attachment 2 in the evidence filed.

If you could look at page 11 of this evidence, this is the business plan that was approved for Pickering B.  There are two components.  The Pickering B refurbishment phase 1, which is 6.2 million in 2008, and for the Pickering B refurbishment project phases 2 and 3, there is OM&A and capital approvals listed for 2008 to 2010, and those are the amounts that were approved by the board as a business plan.

For future expenditures under phase 2 and 3, we would use our normal processes for releasing funds through the board of directors, should this project be approved going forward. 

MR. PENNY:  Then are there also approvals from the Board with respect to Darlington, just while we're on the subject of board approvals?


MS. SWAMI:  That is correct.  If you proceed through this package, it only provides the Pickering -- I'm sorry, page 12 of the bundle provides the Darlington refurbishment and new nuclear development business plan approvals that were received from the board of directors, as well, and that, for Darlington refurbishment, you can see in 2008 it is 18.5; 2009, 22.7; and 2010, 22.3.  


For new nuclear you can see in 2008 the 75.4; 2009, 67.2; and 2010, 43.4.


MR. PENNY:  And then, finally, with respect to the fifth question, to perhaps a further refinement of what you have already spoken to, but the question was, specifically, what amounts -- what projects and what amounts must be accepted by the Board under the regulation?  And specifically the question had to do with the Pickering B refurbishment 6(4)(2)(i).


MS. SWAMI:  Yes.  If you could refer to the Exhibit K6.2, the items under the refurbishment, the dollar values that are listed on line 1 through 4 are the amounts that need to be accepted.


MS. CAMPBELL:  Which page were you making reference to, please?


MS. SWAMI:  K6.2, which is the single sheet.


MS. CAMPBELL:  Thank you.


MR. PENNY:  And that is, as I understand it, because the amounts spent fall within the project budget --


MS. SWAMI:  That's correct.


MR. PENNY:  -- that was approved by OPG's board of directors?


MS. SWAMI:  That is correct.


MR. PENNY:  Now, obviously, Mr. Chairman, if you have follow-up questions, we're in your hands as to how you want to deal with that, but we can either do it now, later.  But that is all I have by way of examination-in-chief.


MR. KAISER:  All right.  Let's see if there are any questions with respect to this.


MR. RUPERT:  I just have one.  We may get into it later, but it was to do with Pickering B refurbishment, and particularly the $148.8 million of proposed capital expenditures in 2009.


What led, in part, to the question that we asked -- Mr. Kaiser asked was something in Exhibit D2, tab 1, schedule 3, page 6.  Do you have that there?


MS. SWAMI:  Yes.


MR. RUPERT:  Chart 2 on that page.  We were just curious, because the lead-in of the chart says that:

"The filing also includes very preliminary phase 2 capital costs associated with undertaking major refurbishment project.  These are presented in chart 2.  We confirmed and revised, as necessary, as part of phase 1 work."


Then immediately following the table, it says:  

"Phase 2 costs for 2008 and 2009 in chart 2 are associated with first year refurbishment expected to commence around 2013 if approved."


So the question we had when we were looking at this is, even though there has been this budget of 148.8 million approved, it sounded like the actual expenditure of that money and proceeding with that work was contingent on other decisions that had yet to be made.  I wanted to understand what decisions had yet to be made before any work might proceed under that phase 2.


Maybe that is something for later or now.  Maybe you could clarify.


MS. SWAMI:  Certainly.  I could clarify that.


Our business plan was approved by the board of directors, and we are continuing to work on the feasibility study and preparing a business case for approval by our board of directors with respect to Pickering B.


So the decision to actually refurbish Pickering B has not yet been made.  We anticipate that decision will be made no later than early next year.


MR. RUPERT:  So I am just -- we have had -- the question was we are kind of wondering what approved work for capital budget in 2009 means today, if the actual decision to refurbish the unit has yet to be made.


MS. SWAMI:  So the funding was approved so that if there is a decision to move forward with refurbishment, we would begin the work under the capital projects.  This is essentially getting long lead item contracts in place, and those types of activities, that we can be prepared for 2013 if there is an approval.


Because these are capital expenditures and the project won't come into this particular test period, these capital expenses do not actually affect the rates at this point in time.


MR. RUPERT:  I understand.  But it just sounds like if there is no decision made to refurbish Pickering B, then none of the money that has been budgeted in this 148 million would actually flow.  It would all be contingent upon a board decision to do the refurbishment?


MS. SWAMI:  That's correct.  We would not spend $148 million should there not be a decision to proceed.


MR. RUPERT:  All right.  Thanks.


MR. KAISER:  Can I just follow up on that?  I thought I heard you say that the reason you had this pre-approval, if I can call it that, was to take care of long lead items.  Are you spending money on this, or not?


MS. SWAMI:  Not currently.  We are not spending money on it, and we would not spend money on it unless there is a positive decision with respect to refurbishment.


MR. KAISER:  All right.


MR. PENNY:  I think the timing issue that affected this principally, Mr. Chairman - I think you have heard this before and it was also touched on in the prefiled evidence - was that the business part of the decision of whether to proceed was originally anticipated to have been done earlier, and then the work necessary to come to that decision required that it be deferred a little bit.


MR. KAISER:  Thank you.


Any other parties have any questions of this panel with respect to this material?  Mr. Warren.


MR. WARREN:  I do, sir, and with apologies.  I can't write as fast as they can speak, so I was going to ask them as part of my cross-examination just to go back over some of the points they made just so I have them all.


MR. KAISER:  All right, that's fine.  Mr. Penny.


MR. PENNY:  I have no further examination-in-chief, so we can proceed.


MR. KAISER:  Mr. Thompson.

MR. THOMPSON:  Mr. Warren is going to take the lead, sir, on this.


MR. KAISER:  All right.  Thank you.

Cross-examination by Mr. Warren:


MR. WARREN:  Panel, with apologies, I am afraid I can't write as fast as you speak, so I have to go back over some of these matters.  Let me try to put my questions in context so that you can understand where I am coming from, and it may make it easier for both of us.


When the Board asked Mr. Penny to ask you certain questions about what projects required approval, I want to get a sense of not just what projects require approval, but what projects may have been approved by your board and the tests that this Board should apply when it looks at those projects.  So that is directionally where I am going.


Could you just take a few minutes and go back for me, so that I can, in particular, get the evidence references, on the second of the questions, which are the approvals which are sought in this case for nuclear.

I wonder, panel, if you could just go over those again so that I make sure I have got them.


MR. LEAVITT:  Okay.  With respect to the evidence K6.1, on page 5 of that evidence --


MR. WARREN:  Yes.


MR. LEAVITT:  -- we have listed the total expenditures for 2008 and 2009 for each of the capital and project OM&A portfolios.  So those are the amounts that are budgeted to be spent in those years, and we are requesting approval of those amounts.


MR. WARREN:  Is that the total amount for which you are seeking approval in this proceeding with respect to nuclear projects?


MR. LEAVITT:  The total amount is, as indicated in '09, total project cost, 333.6 million for 2008, 467.9 million for 2009.

MR. WARREN:  Now, the other items that the panel members mentioned with respect to, for example, refurbishment, are they included in those numbers?

MR. LEAVITT:  You can see line entries for refurbishment capital at row 3, 148.8 million in 2009; and OM&A, at row 7, at 5.1 million in 2009.

MR. WARREN:  And there are also amounts in there at lines 2 is the P2/P3, that's Pickering P2/P3 isolation project.  There is capital expenditure for which you are seeking approval in 2009; is that correct?

MR. LEAVITT:  That's correct.

MR. WARREN:  And there is an OM&A with respect to that isolation project of 14 million in 2009; is that correct?

MR. LEAVITT:  That's correct.

MR. WARREN:  Now, if I could -- just looking at that page, the new nuclear component of the figures on that page are what?  Is it line 1, "capital project"?

MR. LEAVITT:  No.  There no new nuclear on this page.

MS. SWAMI:  So if I could just go back, the new nuclear project is currently funded through base OM&A.

MR. WARREN:  Right.

MS. SWAMI:  It has no capital expenditures.

So you would not see any capital funds for new nuclear in line 1 of this chart on page 5.

MR. WARREN:  So if there is no new nuclear in the capital projects on line 1, those figures of, I have 172 in 2008, 172 in 2009; that is comprised of what?

MR. LEAVITT:  That is the nuclear project portfolio that services the 10 operating units within nuclear, so that's comprised of the many projects that are being implemented across the nuclear fleet.

MR. WARREN:  And those projects are the ones that are itemized on page 9 of this bundle; is that correct?

MR. LEAVITT:  Page 9 is not all-inclusive.  Certainly, some of these projects make up that total.

These projects listed on page 9 are those that are coming into service or partially in-service during the test period.  We have other projects that will not come into service until after the test period, for example.

MR. WARREN:  Now, with respect to all of the projects -- with respect to which of the projects for which you are seeking approval, 2008-2009, are there any of those projects for which this Board, in this hearing, has to make a decision that the costs have been or will be prudently incurred?

[Witness panel confers]

MR. LEAVITT:  The budgets that are referenced on page 5 have been approved by the board of directors.  I believe the answer is "no".

MR. WARREN:  So that if I am right -- sorry, do I understand your question, then, that with respect to none of the amounts on page 5 does this Board need to make a decision that the costs will be prudently incurred?

MR. PENNY:  Let me interject, Mr. Chairman, just to say that the -- I think we're at cross-purposes here, because this panel isn't necessarily conversant with the legal tests under the regulation, although that's, in part, what 6.2 is intended to address.

I think the answer to the question is:  If you look at 6.2, that the portion of the request that falls under the refurbishment section that 6(2)(4)(i), that is not subject to a prudence test, as we interpret the regulation.  It is subject only to the accuracy of the amounts recorded by OPG attributable to those amounts.  The amounts attributable to new nuclear, under 6(2)(4)(i) are subject to a prudence test.  And the balance, the 225 million for '08 and the 177 million for '09, those are not specifically subject to Ontario regulation 53/05.  Those are ordinary course expenditures and are subject to ordinary course review.

MR. KAISER:  Your witness said there is no nuclear in page 5.  Did that mean that the answer to Mr. Warren's question is yes, that none of this is subject to Board approval, because it all relates to refurbishment?

MR. PENNY:  No, because, for example, line 1, "capital projects", that's not refurb.  That is ordinary course activity.

MR. KAISER:  So there are three categories?  New nuclear, refurb and this other?

MR. PENNY:  Other.  That's right.  And other, ordinary course capital activity, all of these, for example, all of these projects that are coming into service, that's subject to ordinary course review.

New nuclear is, I guess, the way I would put it is the regulation directs you to allow those amounts, but subject to a prudency test.  And with respect to Pickering B refurbishment, the regulation directs you to allow those amounts, not subject to a prudency test, provided they meet the test of falling within the project budgets that were approved by the OPG board of directors.

MR. WARREN:  Thanks for that, Mr. Penny and panel.

Let me just take the answer that your counsel has given and if I could attach some numbers to it, looking at page 5, let's take those three categories.

The refurbishment, for which no prudency test applies, assuming it has been approved as contemplated by the regulation, that would be lines 3 and 7; is that correct?

MS. SWAMI:  That's correct.

MR. WARREN:  Now, the new nuclear, for which using the mid category, it has been directed, the spending has been directed by the government, but a prudency test applies.  That would be in which line and which amount?

MS. SWAMI:  So if I could just ask you to flip the page to page 4?

MR. WARREN:  Right.

MS. SWAMI:  That would be on chart 5.  This is referred to Exhibit D2, tab 1, schedule 3, in the base OM&A portion?

MR. WARREN:  Right.

MS. SWAMI:  All of the new nuclear expenditures are listed on line 3.

MR. WARREN:  Right.

MS. SWAMI:  That is not in this project OM&A and capital expenditure, which is on page 5.

MR. WARREN:  Sorry, panel.  Sorry to be so slow, but I don't follow the answer.

MS. SWAMI:  So there are three categories of funding.

MR. WARREN:  Right.

MS. SWAMI:  There is base OM&A.

MR. WARREN:  Right.

MS. SWAMI:  There is project OM&A, and there is project capital.

MR. WARREN:  Right.

MS. SWAMI:  The new nuclear falls under the base OM&A funding, not under project OM&A or project capital.

MR. WARREN:  Okay.

MS. SWAMI:  The evidence on page 5, this exhibit L, tab 2, schedule 42, is capital and project OM&A funding, not base OM&A.

MR. WARREN:  So the new nuclear that's subject to some form of prudency review, is in what amount?  Is that what I found on page 4?

MS. SWAMI:  Yes, that is correct.  That would be line 3 on page 4, in chart 5.

MR. WARREN:  Some 142 – roughly -- million dollars, is that --

MS. SWAMI:  Somewhere in that area.

MR. WARREN:  I am not going to hold you to that number.  I just added it in my head, so it is very fragile.

Then the third category is ordinary course expenditure, which is subject to a prudency review.  Looking at page 5 of this bundle, the ordinary course expenditures are found where?

MR. LEAVITT:  Ordinary project portfolio expenditures for the fleet are found in line 1 at $172 million in each of the years 2008 and 2009, and also in line 5 at $118 million for each of 2008 and 2009.


MR. WARREN:  All right.  Thanks, panel.


Could I then turn to the question of the tests which you feel this panel should apply in determining prudency, okay?


In that context, if you could turn up your prefiled evidence at Exhibit D2, tab 1, schedule 1, page 1 of 14 and following?


MS. CAMPBELL:  I'm sorry?


MR. WARREN:  D2, tab 1, schedule 1.


Do you have it, panel?


MR. SELLERS:  Yes, we do.


MR. LEAVITT:  Yes.


MR. WARREN:  Now, let me begin on page 3 of that evidence, where you talk about what I take it, panel - and correct me if I'm wrong - to be the beginning stages of identification of a project.


It goes through a number of stages, which are detailed on pages 3 and 4.  Beginning on page 3, at line 18, you say that there is -- and I quote:  

"When an issue or opportunity is identified as a party screening form ..."


Sorry:

"... a party screening form is completed by the responsible engineer, technical content in order to first..."


This is my gloss on it, first characterize the issue and, secondly, rank the potential impact, and then using standard prioritization criteria based on (a) probability of occurrence, (b) potential consequences of the issue, and (c) the urgency of implementation.


Now, is it -- do you require, as part of this proceeding, for this panel to assess whether you have -- whether those are the correct tests to apply at the beginning stage, and whether or not you have applied them correctly?  Is that part of the relief you are seeking?


MR. LEAVITT:  We propose to present the management process used to select and prioritize projects and present the results of those decisions.


I am not aware that this hearing will get into a judgment on a project-by-project basis of the decisions made.


MR. WARREN:  Okay.  Could I then ask you to turn up page 14 of this same exhibit?  So it is Exhibit D2, tab 1, schedule 1, page 14, the very last line, very last sentence beginning at 17:  

"It should be noted that significant improvements have been made to the project management process to reduce the variances due to project delays during the historic period."


Now, just keeping your finger on that, if you could turn back to page 5, it says, beginning at line 13:

"The asset investment screening committee was created in late 2006.  The asset investment screening committee consists of members of all nuclear sites and nuclear finance."


Now, was -- when I see the sentence "that significant improvements have been made to project management process to reduce the variances due to project delays noted in the historic period", is the asset investment screening committee created in 2006 what those improvements consist of?


MR. LEAVITT:  That is definitely part of the series of improvements, but it is not exclusive to asset investment screening committee.


MR. WARREN:  Let me deal, first, with what the committee does.


It is in the nuclear division; is that correct?


MR. LEAVITT:  That is correct.


MR. WARREN:  And it consists of -- or does it consist of members of -- representatives from individual nuclear projects, whether at Darlington or Pickering or wherever?


MR. LEAVITT:  The voting committee members are the directors of engineering at each of Darlington, Pickering A and Pickering B, as well as the director of engineering from central engineering, the chief nuclear engineer and the director of investment management from finance.


MR. WARREN:  Are any of those folks representatives of the corporate team of OPG, generally, or is it just -- are they just representatives of the nuclear division?


MR. LEAVITT:  I sit on the committee as the director of investment management.  I report to corporate finance.


MR. WARREN:  Now, looking at page 5, continuing with the description of the work of the asset investment screening committee, it says:  

"This committee has the mandate to review project recommendations and evaluate acceptance of new projects to be added into the nuclear project portfolio from an OPG nuclear fleet perspective."


What does it mean?  What do the words "OPG nuclear fleet perspective" mean?


MR. LEAVITT:  They mean that we don't necessarily draw a boundary at the business units and allocate each business unit their share of the portfolio funding.


Instead, as new projects come up, they are examined on a level playing field with respect to the priority and urgency of the issue against projects from other business units.


So it is a fleet perspective upon which the decisions are made.


MR. WARREN:  The next sentence says:

"The committee evaluates the project value, relative priorities, schedules and cost estimates of the submitted projects and the doability constraints on the organization as a whole."


Now, for each of the projects for which this Board must approve on the basis of a prudency test, have these tests been applied for each of them, project value, relative priority schedules, and so on, including doability?


MR. LEAVITT:  Yes.


MR. WARREN:  And can you tell me, how is this panel to make an assessment of whether or not first those are the correct tests, and, secondly, whether they have been prudently applied to each of the projects for which you are seeking approval?


MR. PENNY:  Mr. Chairman, if I might interject before -- I am happy to have the panel answer the question.  I was reflecting on a similar question Mr. Warren asked a few minutes ago.  It seems to be that there is both a legal aspect to that and a factual aspect, and I am going to only speak to the legal aspect and OPG's position, because it seems to me implicit in the question, is:  What is the legal test?


It is -- our position is that the legal test is, I think, well known to the Board, that it is satisfied that management has made prudent decisions.


What we're saying is, in terms of the process, that -- we're not saying that the Board has to accept that process, but we are saying that we think it is a good process and the Board can take comfort from it, and that Mr. Warren is perfectly at liberty to explore that with these witnesses.


But that is really -- the legal position is that 

the -- that our process is not necessarily the legal test, but we say it meets the legal test.


MR. WARREN:  Thanks for that, Mr. Penny.  Just following up on the observation which your counsel just made, do I take it that it is your position, panel, that this is a good process and that, having followed it, the conclusion to be reached is that the investment is depending on whether actual or forecast has been prudently done; is that fair?


MR. SELLERS:  That is correct.


MR. WARREN:  Is it fair for me to say, panel, 

that - and correct me if I'm wrong -- there is a mountain of evidence in this case and I may very well have missed it, but is it fair for me to say that there is nowhere in the evidence any further breakdown or analysis of what these tests of project value, relative priorities, schedules, cost estimates and doability constraints are?  


That is nowhere in the evidence, other than as they appear in those words; is that fair?


MR. SELLERS:  That is correct.


MR. LEAVITT:  That is correct.


MR. WARREN:  Okay.  Now, panel, you said to me that this asset committee screening committee was one of the significant improvements that had been made.  This is referring back to page 14.


What are the other significant improvements that have been made to project management, and where would I find them in the evidence?

MR. LEAVITT:  One of the improvements that was made had to do with the size, the right-sizing of the portfolio, to essentially standardize the portfolio envelope for both the capital and OM&A portions, and ensure that it correlated with a doability limit that we were experiencing in the organization.

This has helped us to minimize variances.

Another improvement was the prioritization and ranking process itself, that was developed just prior to the establishment of the asset investment screening committee.  So with a new format to analyze and judge projects put into place, it allowed us to better select those projects to proceed.

MR. WARREN:  What were the criteria that you used, members of the panel, to determine what improvements were required or what were the appropriate ones?  Did you self-select from your own, or did you look, for example, at other -- did you benchmark it, going to other projects in other jurisdictions?

MR. ARNONE:  Sorry, is your question related to the improvements in project management as a whole?

MR. WARREN:  Yes.

MR. ARNONE:  Many things were done within the organization on the execution side, so after the process changes that Mr. Leavitt spoke of, on the execution side of our project portfolio, we did benchmark with other organizations.  We have aligned ourselves, our training, our procedures and processes with the Project Management Institute.  We have also aligned our, again, the training processes with the Construction Industry Institute, which is throughout North America.

So we have made a number of structural changes to the way we execute projects on the project management side, to ensure that we have the control, the oversight and the ability to execute, as Mr. Leavitt said, to be able to execute along that doability limit.

MR. WARREN:  Is there a summary somewhere, Mr. Arnone, of what you looked at and what the summary of what these improvements are?  Was there, for example, a report, internally, or some document that you prepared internally summarizing these project improvements and how you arrived at them?

MR. ARNONE:  I don't believe we have a summary document that developed.  But as we benchmarked and went through those improvement processes, we were changing and adapting to ensure that we were following best practices throughout the last number of years.

MR. WARREN:  And were these improvements sent to the OPG board for their consideration and approval?

MR. ARNONE:  The process that we use to document it through procedures within the nuclear organization are sent through their chief nuclear officer, for giving authority and approval to execute.

MR. WARREN:  Is that -- sorry, these are the overall improvements or project by project?

MR. ARNONE:  The overall improvements to the project organization was approved through the chief nuclear officer, and the process, procedure hierarchy that we have.

He is the approval authority for all of that work.

MR. WARREN:  So it didn't go to the OPG board.  It was the chief nuclear officer who approved it?  Have I got that right?

[Witness panel confers]

MR. ARNONE:  I don't believe it went to the board of directors.  However, the processes were delivered to a subcommittee of the board of directors at numerous opportunities over the last couple of years.

MR. WARREN:  Can I, then, turn to a specific component of the work that's going do to be done?  And that is the isolation project.

Can you just describe at a high level, sir -– or panel, what that consists of?

MR. LEAVITT:  Do you have a reference?

MR. KAISER:  It's on Page 5 of the bundle.

MR. WARREN:  The cost consequences of it, if you wish, are on page 5 of the bundle that was put in this morning.  There's a P2/P3 isolation project, for which you are seeking approval for capital expenditures of 17 million, 2008, 10 million, 2009.

MR. LEAVITT:  Okay.  Units two and three at Pickering, a decision has been made to place those units in safe storage, which is the first stage of decommissioning.

The work associated with putting these into safe storage involves defueling the units and essentially rendering the systems inactive on those units and placing them into an inactive state for a number of years.

Where the costs are associated with the decommissioning of the unit, they will be funded separately from a segregated decommissioning fund.  But where some of the work was deemed necessary to allow the contingent safe operation of unit 1 and unit 4, the units on either side of 2 and 3 that will continue operation, we called those isolation costs, and they are not funded by the decommissioning fund, and in fact, will be funded from the project portfolio monies that we're now seeking.

MR. WARREN:  When we look at the three categories that we talked about, the three categories of expenditures, there was ordinary course, new nuclear and refurbishment.

Did these spending -- that doesn't come from the decommissioning funds on the isolation project, would that be ordinary course expenditures?

MR. LEAVITT:  Sorry, sir?

MR. WARREN:  When I was asking you earlier, stumbling through, trying to find out which categories of funding for which you sought approval from the Board, there were three categories.  There was ordinary course expenditures, there was new nuclear and there was refurbishment.

I am wondering, for these P2/P3 isolation project expenses that don't come from the decommissioning fund, would they be categorized as ordinary course expenditures?

MR. LEAVITT:  Well, I would say that the work can be viewed as standard project work, but you only do it when you are decommissioning a unit.

So in that sense, I think it would have to be considered a little extraordinary.

MR. WARREN:  Okay.  But is it in the category of expenditures for which this Board has to make an assessment of whether or not the costs are prudently incurred?

MR. PENNY:  Yes.  In that categorization, again, the answer is "yes".  In other words, it is not specifically covered by Ontario regulation 53/05.

MR. WARREN:  Thanks for that.

MR. PENNY:  It flows from a decision of the board not to return the 2 and 3 to service.

MR. WARREN:  Now, there are, if I look at page 5 of the bundle that you filed this morning, in the P2/P3 isolation project capital, capital expenditures of 17 million in 2008, and 10 million in 2009; is that correct?

MR. LEAVITT:  That's correct.

MR. WARREN:  Now, am I right, sir, that -- or panel -- when the isolation project begins, these P2/P3 are not generating electricity?

MR. LEAVITT:  They are not generating electricity.

MR. WARREN:  And when the isolation project is completed, they're effectively spent.  They will no longer generate electricity.  Is that right?

MR. SELLERS:  That is correct.

MR. WARREN:  They're not even available in reserve to produce electricity, are they?  

MR. SELLERS:  That is correct.

MR. WARREN:  So using the term that is used in the regulatory field, they are no longer and never will be "used and useful"; is that correct?

MR. SELLERS:  That's correct.

MR. WARREN:  And either for you or for Mr. Penny, the issue of the accounting treatment of these expenditures is for another panel.  Is that right, Mr. Penny?

MR. PENNY:  I guess we're not sure what you mean by "accounting treatment".  I mean they're not in a deferral account.  They're in the revenue requirement.  At least the carry-on, the capital stuff and the OM&A is in the revenue requirement.

So I am not sure what you mean.  If you want to --

MR. WARREN:  Well, in the ordinary course, Mr. Penny, projects which are no longer used and useful are not placed in -- are not considered capital.

MR. PENNY:  I understand now what you mean, Mr. Warren.  Thank you.  That's helpful.

As Mr. -- I think the misunderstanding you're operating under is -- maybe you didn't hear what Mr. Leavitt said.  Mr. Leavitt said that these expenditures are not incurred to decommission 2 and 3.  They're incurred to keep 1 and 4 running.

MR. WARREN:  So they should be considered, I take it, to be the capital expenditures in relation to 1 and 4, which are and will remain used and useful; is that correct?


MR. PENNY:  That's right.


MR. WARREN:  Okay, thank you.


MR. RUPERT:  Can I just ask a further question while we're on that point?  Mr. Leavitt, you're also saying, then, that the OM&A aspect of this, not to mention this capital aspect shown on page 5, none of those amounts, none of those expenditures, were ever contemplated in the accrual of the decommissioning liability that's on the balance sheet now?  


So even apart from capitalization or expensing, there is a third option, which is to charge them against the liability that has been set up, and none of these amounts were ever contemplated in booking that liability?


MR. LEAVITT:  That's correct.  When the liability was originally conceived, the notion was that we would be decommissioning all four units in a fairly short time period.


We are now decommissioning two units with every intention of running the remaining two units for many years.  This has resulted in additional work to achieve adequate isolation of the decommissioned units and the running units.


MR. RUPERT:  That was contemplated that all four units would shut down at the same time?  Presumably you tend to stagger the project.


MR. LEAVITT:  Not all at the same time, but all within the same time frame, one after another, if you will, as opposed to shutting down two units, and then running the other two for another ten years, say.


MR. KAISER:  Could you let us know just in layman's terms what kind of work is going on here?


I understand you are obviously trying to isolate the working units from the ones that are coming out of service, but what is it you have to do?


MR. SELLERS:  Well, I will take a start at it, if you will.


There are certain shared electrical supplies that would be on units 2 and 3 that we want to transfer over to 1 and 4, because the intent is to de-energize and deactivate units 2 and 3.  So that would be one of the projects that would be considered as part of the safe storage application.


There are controls on the unit 2 and unit 3 control panel that need to be transferred over from units 2 and 3 to units 1 and 4, respectively.  Those would be typical of the projects that would be encountered in the OM&A and capital portion.


MR. KAISER:  If that's the case, just going back to Mr. Rupert's question, these costs would arise unless you're going to take them all out simultaneously, wouldn't they?


MR. LEAVITT:  I think in some the original assumptions for decommissioning, there is time to consider which units you would decommission first.


We didn't have that choice in the decision to take unit 2 and unit 3 to safe storage, but it could be programmed such that the units, with the containment controls -- unit 2 could be one of the latter units to be decommissioned and, therefore, not involved in moving those controls.  


But it is also quite possible that some of the costs for isolation or redirection of electrical power supplies were underestimated in the original decommissioning studies.


MR. SELLERS:  Just to add to that, I think it is a matter of timing, as well.  In the initial concept of the decommissioning of four units, you would expect that the timing of the decommissioning of the four units would transpire over probably a one- to two-year period just by the critical components that would be requiring to come out of service.


In this particular application, we intend to operate units 1 and 4 for a sustained period of time into 2024.  So it is a much longer period of time, rather than the shorter period of time if all four units were coming up for decommissioning.


MR. KAISER:  Thank you.


MR. WARREN:  Panel, again, with apologies, I have to go back and see if I can -- this is a day for you to walk a moron through the daisies.  I apologize for that.  


I want to understand what has been approved by the OPG board with respect to refurbishment.


Again, panel, when we were talking about the three categories of expenditures which are before the Board, looking again back at page 5 of the bundle, three categories were expenditures in the ordinary course, new nuclear and refurbishment, and the observation was made that in the category of refurbishment, there was no prudency test need to be applied, because that had been approved by the OPG board.  Okay?


Now, I just want to understand -- and this is a follow-up to a question I think Mr. Kaiser asked earlier, but I want to make sure I understand it.


If you look at D2, tab 1, schedule 3, page 6 -- sorry, starting at page 4 of that exhibit, D2, tab 1, schedule 3, page 4.


If you could just keep -- also keep your finger on the bundle that you supplied this morning at page 5 that we have been looking at?


When I look at the lines 3 and 7, categories of refurbishment, both capital and OM&A, now, as I understand it, the decision whether to refurbish will be made by the OPG board some time, you think, in the early part of 2009; is that right?


MS. SWAMI:  No later than early 2009.


MR. WARREN:  But because of the time line, if it is going to be refurbished, you want it refurbished and up and running by 2013.  It was the total cost of refurbishment -- or, sorry, a substantial portion of the cost of refurbishment was included in the business plan; is that correct?


MS. SWAMI:  No, I would not say that a substantial portion of refurbishment was included in the business plan.


The numbers that are listed in the business plan are on page -- of the bundle, on page 11.


MR. WARREN:  Okay.


MS. SWAMI:  Under Pickering B refurbishment project phase 2 and 3.


MR. WARREN:  Right.


MS. SWAMI:  This is the early work that would be required as we move into and if the refurbishment was approved.


MR. WARREN:  So do I take it, going back to page 5 of your bundle and looking at the refurbishment capital required in 2009, it is your position that the $148 million for 2009 has been approved by the OPG board, even though a decision has not yet been taken whether to proceed with the refurbishment; is that right?


MS. SWAMI:  That's correct.  So the business plan has been approved, and if there is a positive decision for refurbishment, OPG will use its normal processes for releasing those funds prior to any of those funds being expensed.


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


MR. KAISER:  Thank you.  Mr. Thompson.

Cross-examination by Mr. Thompson:


MR. THOMPSON:  Thanks, Mr. Chairman.


Panel, forgive me.  I am still a little bit confused as to some of these expenditures.


Perhaps if I could just back up to a high level and have you distinguish for me.  The expenditures that we're talking about, you seem to indicate that they're all capital-type expenditures, but some are in base OM&A, and then others are in other categories of expense.


Just stopping there, do I understand that correctly?


MR. LEAVITT:  I don't think so, or at least perhaps I could elaborate.


There are two categories of expenditure, OM&A and capital.  We can have project portfolios in either of those categories of expenditure, OM&A or capital.


In addition, there is this other expenditure category called base OM&A, which deals with the more routine operations and maintenance and doing of the business.


MR. THOMPSON:  All right.  Well, just go to page 4 of Exhibit K6.1, which you discussed with others, and at line 3, for example, we have new nuclear build.


In the test period, Mr. Warren did some math there, and I think, in total, we have about $143 million for 2008 and 2009, new nuclear build.  Is that correct?

MS. SWAMI:  That's correct.

MR. THOMPSON:  Okay.  Now, to me, that would be capital expenditures, but you are telling me that is not capital?

MS. SWAMI:  That's correct.  So at the project initiation phase, we typically fund that through base OM&A.  The new nuclear project currently is at that phase of project.

There are many decisions that have yet to be made, and there is much work to do to actually define what this project will look like at the end of the day.

MR. THOMPSON:  Okay.  So we're spending $143 million in this timeframe on what?  Big picture.

MS. SWAMI:  Sure -- 

MR. THOMPSON:  Just doing the studies and all of that stuff?

MS. SWAMI:  So there are a number of elements that we're doing.  The first one is, as we have been directed by the Ontario government to begin the federal approvals process, we have begun that process.

We have initiated an environmental assessment, which is underway currently.

We have initiated some of the other licensing activities that are required, as in the evidence, we have submitted a site preparation licence application to the Canadian Nuclear Safety Commission.  Those are part of the works that we're doing.

We continue to evolve those projects, understanding how the site would be laid out, for instance, what is the work required to support a new nuclear plant at the Darlington location.

At the same time, we are beginning the process and we have been supporting the government on doing technology assessments.  There are a number of nuclear technologies available, and the government had requested that OPG support them through that process.  That work was done.

We are continuing to support the Infrastructure Ontario process, which is going through the request requests for proposal for a new nuclear plant in Ontario, and there are a number of activities that support those works.

We are implementing some of the project management tools that we will need as we go forward in this project, so we are trying to set out a framework to manage the project.

And finally, we have to begin the process of preparing for operational readiness, should the Darlington site be selected as the new nuclear location.

So those funds represent all of the work that we will need to do in order to be ready, should Darlington be selected as the location.

MR. THOMPSON:  And all of that goes through OM&A.  It's not capitalized, not earning a return in rate base, none of that stuff?

I am used to the gas business, where labour related to a project is normally capitalized, but that doesn't happen in the early stages.

MS. SWAMI:  Yes.  For Ontario Power Generation the early stages are covered in the base OM&A, and there are many activities that still have to be completed before we actually have a firm project in place.

As you know, there has been no decision yet for new nuclear in the province.

MR. THOMPSON:  Okay.  Just on that same exhibit, lines 1 and 2, this would, again, be, I gather, early stages of Pickering B refurbishment, Darlington refurbishment.  It's all in OM&A?

MS. SWAMI:  That's correct.  Those works are to do the feasibility study for those projects, so that is defining what the scope of work would be.

We have been doing things like plant condition assessment to understand what the actual condition is and what investment might be required, should there be a refurbishment.  Those are the types of activities we have had underway.

MR. THOMPSON:  Okay.  We are told that under the regulation, because the OPG board of directors have approved those amounts in the business plan, that's the end of it as far as this Board is concerned.  Do I understand the position correctly?

MR. PENNY:  As long as they fall within the budgets approved.

MR. THOMPSON:  Okay.

MR. PENNY:  If they go over -- if OPG spent more than the budgets approved, then OPG would have to justify that on a prudency basis.  But if they fall within the budget, the project budgets approved, we say the regulation does not require any further review.

MR. THOMPSON:  These amounts currently fall within the Budget; am I correct?

MS. SWAMI:  Sorry, that's correct.

MR. THOMPSON:  Okay.  Line 3, though, I think we're told this is subject to some sort of scrutiny by this Board as to reasonableness.

My question is:  What are the criteria that should be applied to assess whether it's reasonable to spend $143 million on a warm-up?

MS. SWAMI:  So we have laid out the project looking at what the government has directed us to do or requested support for.

In doing the licensing work program, we have put in place a number of checks and balances to ensure that we're doing it the most cost-effective manner that we can.  We have started the environmental assessment as an example, by performing a gap analysis against current information, so that we could limit the amount of new information we needed to gather.

And we have had several external bodies look at our work to ensure it meets the tests of the Canadian Environmental Agency and the Canadian Nuclear Safety Commission.

MR. THOMPSON:  What do you do internally to satisfy either your peers or your superiors that $143 million is feasible, as opposed to something less or something more?

Are there some rules that apply?

MS. SWAMI:  In this case, there is a large uncertainty with respect to this project.

Clearly, new nuclear plants have not been built recently in this province.  And so we have put together our estimate of what the project would entail, and we present that through our normal management structure, including our executive committee, and finally we present that information to our board of directors for insight and guidance on whether the appropriate structure and work is put in place.

MR. THOMPSON:  Well, what when is the last time OPG considered a new nuclear build?

MS. SWAMI:  I --

MR. SELLERS:  That would have been during the era of Ontario Hydro when we built the Darlington facility.  That would have been in the timeframe of late '80s, early '90s.  

MR. THOMPSON:  And were the costs in this initial phase anywhere near $143 million?

MS. SWAMI:  I cannot comment on the costs.

MR. THOMPSON:  Can anybody help me with that?

MR. SELLERS:  Sorry, can't help you.

MR. THOMPSON:  Would it be convenient to break here, Mr. Chair, for the morning recess?

MR. KAISER:  Yes.  20 minutes.

--- Recess taken at 10:49 a.m. 

--- Upon resuming at 11:13 a.m.


MR. KAISER:  Please be seated.


Mr. Thompson.


MR. THOMPSON:  Thank you, Mr. Chairman.


Panel, just back on page 4 of K6.1, we have been discussing the base OM&A here.


Now, we have base OM&A, and then we have project OM&A, and there is project OM&A and further detail on the next page.


Can someone just explain to me what are the criteria that are applied to distinguish base OM&A from project OM&A?


MR. LEAVITT:  Yes.  If I could refer you to Exhibit D2, tab 1, schedule 1, page 1.  The project criteria are defined starting at about line 13 in that evidence.


Basically, to clear something as a project in OM&A is a management decision, but the criteria we use to help us with that decision is if the work itself has a materiality of greater than $200,000 per generating unit, if it has a clear duration associated with it, a well-defined start and end date, if it's incremental to what we would call regular work - that is, there is something special or irregular about the work - and we often refer to a frequency.  


If it's something we're doing once -- less than once every six years, we might consider projectizing that work as opposed to considering it a part of our work maintenance.


The last factor is that it will be run as a distinct project with well-defined sponsorship and management if we decide to categorize that work as a project.


MR. THOMPSON:  Okay.  So just to put some flesh on this, in page 4, there is new nuclear build.  It's in the base, and then we have the Pickering B refurbishment in project OM&A.


My understanding was Pickering B refurbishment is something that may not go ahead in the end.  Have I got that straight?


MS. SWAMI:  So the decision on whether to proceed with refurbishment has not yet been made by the OPG board of directors.  


The base OM&A that you see for Pickering B refurbishment, the 6.2, is part of our phase 1 activities.  This is on line 1 of chart 5 on page 4 of the package.  


MR. THOMPSON:  What's on line 5, then?


MS. SWAMI:  Okay.  Then on line 5, that's project OM&A, and those dollars, the 5.1 million in 2009, we would not spend those dollars unless there was approval to proceed with refurbishment.  So that would be part of the larger project.


MR. THOMPSON:  Yes.  But my question is:  Part of it made it into the project classification, where the bulk of it is up in base OM&A, and I am just asking why.  How can that be?


MS. SWAMI:  Okay.  So for Pickering B, the base OM&A portion is only for the phase 1 portion of the work.


The phase 1 is where we go through the identification of the project.  We scope what the work would be.  We do a preliminary costing.  All of the work that is required to prepare the business case summary for the board to make a decision, all of that work is considered phase 1.


If we proceed with refurbishment, we move into what we call phase 2 and 3 of refurbishment, and that becomes a project.  And that would become capital project, primarily, but there is also a portion that we call project OM&A, and that was where that 5.1 million comes.


If you look at line 6, the remainder for 2009 is $148.8 million.  So that's the beginning of the actual capital project.


MR. THOMPSON:  All right.  Well, I don't want to dwell on this, but is there some sort of economic feasibility analysis that supports the 5.1 million of project OM&A for Pickering refurbishment B?


My understanding is it's a project, if you can sort of fence it off --


MS. SWAMI:  That's correct.


MR. THOMPSON:  -- time wise, scope of the work, and that kind of stuff.  Is that big picture?


MS. SWAMI:  Yes.  So perhaps it would be best to look at D2, tab 1, schedule 3, and if we look at page 5 -- I am going to refer to subsequent pages, as well.


On page 5, chart 1, which is at the very bottom of the page, there is a description of base and project OM&A.  So the project OM&A that you see, the 5.1 million, is referred to as "planned projects on hold".


These are projects that were identified through the normal process that my colleagues have described, but when they looked at the business cases for these particular projects, they determined that they should only go forward should refurbishment be approved.


So that's where that 5.1 million of base OM&A project -- sorry, project OM&A comes from.


MR. THOMPSON:  All right.


MS. SWAMI:  If I go over to the next page, page 6 of the evidence, in chart 2 you can see the refurbishment phase 2, the project capital, the first -- the line 126.1 million in 2009, and you see a similar planned projects on hold, project capital of 22.7.  And, similarly, these are projects that were identified through the normal process which were determined would only proceed should refurbishment be approved.


MR. THOMPSON:  All right.  And that number gives you the 148.8 million --


MS. SWAMI:  That's correct.


MR. THOMPSON:  -- that we see on page 4, and 22.7 of it is on hold?


MS. SWAMI:  That's correct.


MR. RUPERT:  Ms. Swami, can I just ask?  I got the impression earlier today, when you responded to my question, that, in effect, the entire 148.8 million is on hold.


MS. SWAMI:  That is correct.


MR. RUPERT:  So this chart 2 on page 6 distinguishes 22.7 million from 126.


Are we to make anything of that distinction or just assume the whole 148 is on hold?


MS. SWAMI:  The entire amount is on hold pending the decision, and the planned projects on hold is a portion of work that was identified through the normal processes, and that was put on hold so that we could -- because of pay-back conditions and other factors for those particular business cases, they were put on hold earlier.  


That work would proceed should there be a decision on refurbishment, a positive decision on refurbishment.


MR. RUPERT:  Okay, thanks.  Sorry, Mr. Thompson.


MR. THOMPSON:  Okay, thanks.


Well, let's move from the distinction between project and base to the distinction between an OM&A project and a capital project.


What are the criteria that lead to the classification of a project as OM&A versus a classification as capital?


MR. LEAVITT:  If I could draw your attention to Exhibit A2, tab 2, schedule 1.


MR. THOMPSON:  A2, tab 2, schedule 1, yes.


MR. LEAVITT:  Correct.  The classification of expenditures is discussed in section 4.1 of this evidence, which begins on page 4.


MR. THOMPSON:  Well, just describe it to me in your own words.


MR. LEAVITT:  I'm just waiting for everyone to get there.


MR. THOMPSON:  Oh, okay.


MR. LEAVITT:  So according to the rule, generally accepted accounting principles, investments are classified as OM&A unless they meet the capitalization criteria, as outlined in the evidence.

We capitalize acquisitions and construction of new assets, as it states, the rehabilitation, improvement or maintenance of existing assets, if they meet the criteria that are spelled out in the evidence.  These criteria being that the benefits extend beyond the current year of expenditure, that they meet or exceed the materiality threshold -- and we have different materiality thresholds dependent on the type of expenditure -- and it either extends the life or increases the output of the asset.

We can capitalize replacement activities as well, if the benefits extend beyond the current year and the expenditure meets the materiality threshold.

The materiality thresholds are defined on page 6 of the same evidence, and you can see there the differing values for materiality, depending on whether it is software, telecom, buildings or generating unit assets.  So those criteria are applied on a project by project basis to determine the categorization.

MR. THOMPSON:  Okay.  So the process is something is identified as a project, by applying the project criteria that you mentioned a few moments ago that are in the, I think, the capital budget nuclear piece.

MR. LEAVITT:  That's correct.

MR. THOMPSON:  And then once something is classified as a project, if it doesn't fit the capital definition, by default it becomes OM&A?

MR. LEAVITT:  That's correct.

MR. THOMPSON:  So just looking at the numbers, then, with respect to projects, I believe we see those at page 5 of Exhibit K6.1; am I right?  Nuclear project costs are shown in this chart?

MR. LEAVITT:  Chart 1?

MR. THOMPSON:  Yes.

MR. LEAVITT:  Yes.

MR. THOMPSON:  That's distinguishing costs from base OM&A nuclear costs, as I understand it.  Is that fair?

MR. LEAVITT:  I think primarily distinguishing project costs as either capital or OM&A.

MR. THOMPSON:  Right.  But this, just looking at total project capital at line 4, I make it to be about $518 million.  Would you take that, subject to check?  Maybe that is not right.  $519 million; fair?  That's 189 in 2008 plus the 330.8 in 2009.

MR. LEAVITT:  Yes.

MR. THOMPSON:  And my understanding, that doesn't include any of the stuff that appears on the previous page at line 4, the 190 million.


Am I right there?

MR. LEAVITT:  That's correct.

MR. THOMPSON:  Okay.  So we've got 519 million of project capital, and then down at line 8 we have about close to 282 million, I think, of OM&A.  Would you take that, subject to check?

MR. LEAVITT:  281.7.

MR. THOMPSON:  Right.  And all that money, $281.7 million is flowing through to rates in the test period.  Right?

MR. LEAVITT:  Yes.

MR. THOMPSON:  And the other stuff, the 519 million, which is capital expenditure, am I correct that if I look at page 7 and 9 of this handout, that you are anticipating about 402.9 million will be in-service in the test period.

MR. LEAVITT:  That's correct.  I haven't done the math, but those numbers represent those capital projects that will come in-service or partially in-service in the test period.

MR. THOMPSON:  Correct.  So that of the $518 million project capital in 2008 and 2009 shown on page 5 of your handout, about 403 million, give or take, is expected to close to rate base in the test period?

MR. LEAVITT:  Yes.

MR. THOMPSON:  The other expenditure would expect to close to rate base in periods beyond the test period; is that right?

MR. LEAVITT:  That's correct.  With the implementation of projects across multiple units at a site, we will typically see a capital project extend many years.

MR. THOMPSON:  And so coming back to what this Board should be doing with all of this, my understanding is, at line 1 of this on the back of Page 5, "capital projects", we are looking at 172 million of capital expenditure in 2008 and 2009, and that's subject to prudency review, is it?  In this case?

[Witness panel confers]

MR. LEAVITT:  These values have been approved by the board of directors as the portfolio envelopes for capital and OM&A.

MR. THOMPSON:  Right.  I understand that.  But I understood your counsel to say, he called this ordinary course capital projects, distinguishing it from refurbishment.

As I understood him to say that this is something the Board should be should be looking at, in terms of whether it is reasonable or not reasonable.  Is that your understanding?

MR. LEAVITT:  That's correct.

MR. THOMPSON:  Okay.  So how do we determine that?  Are there any business cases, feasibility studies, profitability indexes, this kind of thing with respect to any of this capital expenditure?  I didn't see it in the evidence.

MR. LEAVITT:  I think the evidence outlines the management process used to establish the project portfolio.  We might begin by, you know, examining the doability of the portfolio, given the magnitude of the envelope, confirm that a reliable and prudent process is used to determine the selection of projects into that portfolio, and then perhaps examine how the performance of the execution of these projects is implemented once they are declared a project in progress.

MR. THOMPSON:  Well, I wasn't so much interested in process as results of the process.

Are there economic -- is there a business case and scenarios supporting this $344 million of expenditures?

MR. KAISER:  Or put differently, you referred earlier to this asset investment screening committee.  I guess it was Mr. Warren who was questioning on that.  

Are there reports from that committee approving the projects that fall into this amount that Mr. Thompson is referring to?

MR. LEAVITT:  Yes.  The asset investment screening committee meets every month to review proposals for new projects or new funding from the project portfolio.

So individual business case summaries are prepared for each potential project, as well as a part A and a part B screening form that pull the salient points out of the business case and define the probability of an unfortunate occurrence, the consequences -- should that thing happen -- and the urgency of coming up with a solution.

As well as trying to characterize the business driver associated with the expenditure, and the net present value or the incremental economic benefit of proceeding with the investment.

So these types of factors are reviewed at the asset investment screening committee each month for new project proposals.

MR. KAISER:  But at the end of the day, I take it the asset investment screening committee makes a decision?

MR. LEAVITT:  They do, sir.

MR. KAISER:  Approving the investment?

MR. LEAVITT:  Or not approving the investment.

MR. KAISER:  Or not approving.  Can you produce those that relate to the dollars that Mr. Thompson is questioning you about?

MR. LEAVITT:  Yes.

MR. KAISER:  All right.  Does that help?

MR. THOMPSON:  Yes.  Can we have an undertaking?


MR. BATTISTA:  That will be characterized as undertaking J6.1.

UNDERTAKING NO. J6.1:  TO PRODUCE THE AISC APPROVAL REPORTS FOR OM&A  AND CAPITAL PAYMENTS FOR THE  AMOUNTS ATTRIBUTED TO 2008/2009 ON PAGE 5 OF EXHIBIT K6.1


MR. PENNY:  Sorry, can we just clarify what the scope of that is?  It could be quite voluminous.  Is it in relation to page 9, everything that is coming in service in the test period?


MR. KAISER:  I thought it was with respect to page 5 of the bundle, the $172 million in each of 2008 and 2009 for capital projects.


MR. THOMPSON:  Yes, that was my question.


MR. PENNY:  All right.  So it is to produce the AISC approval reports for the amounts attributed to 2008/2009 on page 5 of this bundle.  Thank you.


MR. LEAVITT:  I would just ask that we recognize that the asset investment screening committee is a new committee.  It may be that some of the expenditures slated to occur in 2008/2009 are still occurring under approved business case summaries that were approved before the asset investment screening committee came into being.


MR. PENNY:  All right.  But we can identify those, in those cases.


MS. CHAPLIN:  I would like to just ask a clarifying question.  You may have gone over this in your direct and I might have missed it.


Can you explain to me the connection between the -- there's the total project listing on page 9.  Those are all of the projects that are going to be included in rate base in the test period.


What is the relationship between that list and the figures of $172 million for each of the test years on the page 5 chart?


Am I correct that, for example, there would be projects -- that there would be projects on page 9 that don't have any capital expenditures for 2008 and 2009?


MR. LEAVITT:  That would be unlikely.  Perhaps I could start with the other number first.  The numbers on page 5 that itemize the capital expenditures in those years, the $172 million, represent how much money will be spent on the entire project portfolio.


Some of those projects will come to completion during the test period and some won't.  Some will take longer than that, because we have to, say, implement a project on multiple units at the same station.


So that's the expenditure on projects that will be completed in the test period and projects that will not.


The subset of projects that will be completed during the test period, or partially completed, is then itemized on page 9 of K6.1.


MS. CHAPLIN:  But presumably the list on page 9 also must include projects from prior years, because the amount is greater.  It is -- in 2008, it is $226 million, which is greater than the total for 2008 on page 5.


MR. LEAVITT:  Absolutely.


MS. CHAPLIN:  It is including projects that were prior.  So my first answer is, yes, it includes project for which there is  no incremental capital expenditures in 2008 or 2009?


MR. LEAVITT:  I'm sorry, I think it would be unlikely that a project would close in 2008 or 2009 without some expenditure.


MS. CHAPLIN:  Oh, but it could be quite low and the bulk of the expenditures were in prior periods, and that is why the $226 million is --


MR. LEAVITT:  That's correct.


MS. CHAPLIN:  Okay.


MR. LEAVITT:  If there was no expenditure, we would be closer to 2007.


MS. CHAPLIN:  Okay, thank you.  That helps me.  Thank you, Mr. Thompson.  I'm sorry.  


MR. THOMPSON:  Just on that point, though, if we broadened this table to include projects for which money is being spent in 2008 and 2009, but would not be in service, we would have larger numbers.  That would take us closer to the 500 million and maybe even above, because some of these dollars come from prior periods?


MR. LEAVITT:  That's correct.


MR. THOMPSON:  Okay.


In terms of the project OM&A in the test period, are there -- well, what is there to demonstrate that the total of $281 million is feasible?


You talked about documents that you are going to produce in response to the last undertaking on the capital side.  My question is:  What is there on the OM&A side, if anything?


MR. LEAVITT:  Exactly the same process is used.  Exactly the same asset investment screening committee meeting, the same forms, and, in fact, the same business case summaries are prepared regardless of the funding categorization of the project.


MR. THOMPSON:  So could you add to the undertaking the support for the project OM&A totalling $281.7 million?


MR. LEAVITT:  Once again, we can certainly provide minutes of meeting a decision criteria for those decisions that were made after the asset investment screening committee came into being.  Some of these expenditures, of course, are going to be incurred from decisions that took place in earlier years.


MR. THOMPSON:  So could we add that to the undertaking?


MR. PENNY:  Yes.  It sounds actually like it is the same documents, but we will add that to the undertaking and subject to the same qualification that Mr. Leavitt just gave.


MS. CHAPLIN:  Just so I am clear, Mr. Thompson, you're asking for just the minutes of this committee meeting.  You are not asking for the business case summaries themselves and the screening forms?


MR. THOMPSON:  I thought they were one in the same.  Maybe I am confused.


MR. KAISER:  I thought it was the report that approved the expenditure, whatever that was.


MR. PENNY:  Yes, yes.  I didn't understand it was necessarily the minutes.  If it turns out that it is the minutes, then that's the document, but it is the document that approves the expenditure that we're looking for.


MS. CHAPLIN:  But that's not necessarily going to go to the economic feasibility or the material that would be in a business case summary, or will it?


I guess I am a little confused, because on the hydroelectric side we saw business case summaries for some projects, and that's what --


MR. PENNY:  We have business cases on the nuclear projects in the evidence, as well, of course.  No one has asked about that yet.


MS. CHAPLIN:  Okay.  I will just leave it at that then.


MR. PENNY:  Sorry.  They are project summaries, not BSCs.


MS. CHAPLIN:  They are different than what we have seen on the hydroelectric side?


MR. PENNY:  Yes.


MS. CHAPLIN:  We haven't seen a net present value analysis.  We haven't seen cost benefit, feasibility, any of that.  I thought that was what Mr. Thompson was trying to get at, and it doesn't sound to me like how the undertaking has been characterized includes that, yet.


MR. KAISER:  I thought it did.  Let's make it clear that it will be the approval with any accompanying feasibility analysis that supports the approval.


MR. PENNY:  Yes.  That was my understanding, as well.


MR. SELLERS:  So I understand it, you will want the business case summaries for the projects that approved for the test period?


MR. KAISER:  For those that relate to the expenditure of 172 million in each of 2008 and 2009.  That's what we're dealing with now; is that correct, Mr. Thompson?


MR. THOMPSON:  Yes.  And I have added to that the project OM&A, as well, for 2008 and 2009.


MR. KAISER:  I think, as Mr. Penny says, they're probably the same document.  They just break up the expense in those two categories after they approve them.  We will see, in any event.


MR. PENNY:  Yes.


MR. THOMPSON:  So are we on track, folks?


MR. PENNY:  I think we are clear about what it is we're looking for.  Thank you.


MR. THOMPSON:  My last question goes to refurbishment, generally.


You talk about this in Exhibit D2, tab 1, schedule 3.  And at page 1 of this evidence, you talk about the life expectancy of Pickering B and Darlington, and so on.


Page 2, you talk about, in the second paragraph -- well, down in refurbishment, multi-year outages.


My question of OPG is this:  Is there some contingency plan in place for the test period, as well as beyond, for an unexpected complete outage of some considerable duration?


Specifically, are the existing fossil fuel plants being maintained for backup purposes until you have replacement capacity for these units that are reaching the end of their useful lives?


[Witness panel confers]


MR. PENNY:  We will just confirm, Mr. Chairman, I am happy to have the witnesses respond, but it sounded like a system planning question.  I wasn't quite sure how that lands on costs in the test period.

MR. THOMPSON:  Well, it is system planning, but it is test period as well as beyond.

There is a contingency where you have, I would suggest, an unexpected outage of the other two Pickering A units, for example.  What's the contingency plan if that happens in the test period?

MR. PENNY:  Sorry, if what happens?

MR. THOMPSON:  The nuclear units go down and stay down.

MS. SWAMI:  Just for clarification, is it contingency for generation?

MR. THOMPSON:  I'm sorry?

MS. SWAMI:  Replacement generation.


MR. THOMPSON:  Yes.  My clients are concerned about whether these fossil fuel plants are being maintained for backup purposes in the test period, and it's for this kind of contingency they think it would be appropriate.

My question of you:  Is that taking place?

MR. PENNY:  That does seem to me to be -- that we're in the wrong hearing for that question.  That is an IPSP question, in my respectful view.

MR. THOMPSON:  I have confined it to the test period.  Why does it belong here?

MR. PENNY:  The fossil plants are unregulated.  This group has nothing to do with the fossil units.  It's a separate business unit, and it has nothing to do with the regulated price for the stuff that we're talking about in this hearing.

MR. THOMPSON:  Well, I am in your hands, Mr. Chairman.  I suggest it is certainly important to my clients.  I would like an answer in this case, if we could get it.

MR. PENNY:  I guess all I would say, Mr. Chairman, is whether it is important to Mr. Thompson's clients or not is not the test of relevance.

The test of relevance is whether it goes to the payment amounts for the regulated facilities during 2008 and 2009.

MR. KAISER:  I think that is right, Mr. Thompson.  It may be a question for something like the IESO.  I am not sure it is relevant to this hearing or OPG.

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

MR. KAISER:  Thank you.

Mr. Stephenson.
Cross-examination by Mr. Stephenson:


MR. STEPHENSON:  Thank you, Mr. Chair.

My name is Richard Stephenson.  I am counsel for the Power Workers' Union.

I just have one issue, I hope very briefly.  I have seen some media reports that have indicated from the Minister of Energy that the decision with respect to at least the siting of new nuclear may be made as early as this month.

My question for you is this:  Assuming that that is, that a decision is announced some time as early as this month, does that decision impact at all on anything that you have asked for in the application?

So for example, let's assume for a moment that the Minister announces that the site of the new nuclear is going to be the Bruce, what does that do, if anything, to what you have asked for in your application?

MS. SWAMI:  I would only be speculating on what the decision may or may not be.

OPG, as part of our plan and our submission, has estimated what OPG would need to do, should Darlington be the selected site.

MR. STEPHENSON:  I understand that point.  But let's just assume for a moment -– and I am going to come to the question if Darlington is selected in a moment -- but let's assume for a moment -- I appreciate this is hypothetical, but it could easily happen before this case is decided.  Let's assume for a moment that the other alternative is chosen.  You have put money in your application in some respect, in respect of anticipated potential new build at Darlington.

My question is:  Let's assume for a moment there is an announcement that makes that outcome not the chosen outcome; does it affect, in any respect, what you are asking for in this application?

MS. SWAMI:  Sorry.  I can't specifically address that uncertainty, but there are many uncertainties with respect to new nuclear.

For instance, we don't know specifically what technology might be deployed.  We don't know what the contents of such a decision would be.  We can't predict many of the aspects.

So as a result of that, OPG has established a preliminary budget, which was approved by the Board.  We have also, through this process, sought approval of a variance account for future changes in expenditures versus the current forecast.

So those will all be captured through that process.

MR. STEPHENSON:  Now let me just deal with the alternative potential outcome for a moment and see if the answer is the same.

Let's assume for a moment that the Minister announces that Darlington is, in fact, the site; does that affect anything you have asked for in the application, in the accepts of, does any of your proposed expenditures go from one category to another or anything like that, simply because you now have enhanced certainty with respect to that project going ahead?

MS. SWAMI:  Again, I can't speculate on what the decision will be.

MR. STEPHENSON:  Sorry.  Let me just interrupt.  Not asking you to speculate about what the decision is.  I am asking you to assume that is the decision, for the purposes of this question.

MS. SWAMI:  What would the decision be?

MR. STEPHENSON:  That the site of new nuclear will be Darlington.

MS. SWAMI:  So the answer would be the same.  There are many uncertainties still associated with the project.

We will be entering into our planning phase.  We will consider whatever the decision that the Minister makes and we will capture any variances through the variance account that has been proposed.

MR. STEPHENSON:  So the Board doesn't have to be concerned that if a decision along the lines of the siting occurs, for example, the week after this hearing ends, that it affects in any way what you have asked for in this application?

MS. SWAMI:  There will be the opportunity for prudency review of the expenditures identified in this particular filing, as well as when the variance account is brought forward for disposition in future.  The same would apply.  There would be an opportunity to review the prudency of the expenditures.

MR. STEPHENSON:  Okay, thank you.  Those are my questions.

MR. KAISER:  Thank you.

Mr. Buonaguro.
Cross-examination by Mr. Buonaguro:


MR. BUONAGURO:  Thank you.

I prepared an exhibit book, which is similar to AMPCO's exhibit book.  It is just excerpts from the evidence that I am going to be referring to.

MR. KAISER:  Give that a number.

MR. BATTISTA:  Yes.  That will be Exhibit K6.3.  And it is a VECC cross-examination document brief.  
EXHIBIT NO. K6.3:  VECC cross-examination document brief


MR. BUONAGURO:  I can tell you that most of my questions have to do with what I think you have been talking about, the other capital expenditure envelope.

If you could look at the first page of the document brief, it is an excerpt from Exhibit D2, tab 1, schedule 1, and it is page 13.  Specifically, at the beginning of the page, talking about the 2007 actual versus 2007 budget amounts.

In this paragraph, you talk about a couple of things I wanted to ask you about.  You talk about contingency funds that weren't accessed as part of the capital spending.  You also talk about deferral of particular projects.

Looking at the rest of the evidence, we noticed -- and this is in -- they're listed, actually, in pages 2 and 3 of this material as well, from Exhibit D2, tab 1, schedule 1, table 3a and 3b.  We noticed that you had contingency amounts in your capital other spending amounts for 2005 and for 2007, and we wanted to know why contingency amounts were built into the budgeted amounts for those years.

MR. LEAVITT:  The contingency that was built in in those years was referred to as portfolio contingency.

Essentially, it included in appreciation that the overall portfolio might overspend and we may need to draw on some of that contingency for unforeseen expenditures incurred by one or more projects during the fiscal year.

MR. BUONAGURO:  I noticed there wasn't a contingency in the 2006 budget.  Is there a particular reason for that?  If you look at page 2 of the brief, Exhibit D2, tab 1, schedule 1, table 3a, and you look under line 10, and there is contingency amounts.  So for 2005, budgeted 25 million.  2006, no budget.  Then over the page to table 3b, again, 5 million for 2007.

MR. LEAVITT:  That's zero for all years going forward.

MR. BUONAGURO:  Right.  Correct.

MR. LEAVITT:  I can't speak to why it was zero in 2006.  What I can say is that in their evaluation of the portfolio performance in 2006 and 2007, it was noted that the contingency was not drawn upon.  The decision was made to eliminate any further portfolio contingency for both the capital and OM&A portfolios.


MR. BUONAGURO:  I see.  So on a go-forward basis, this contingency line is a historical artefact?


MR. LEAVITT:  That's correct. 


MR. BUONAGURO:  Thank you.  The second part that I wanted to ask you about on -- with reference back to page 13 of D1, tab 1 schedule 1, which is page 1 of the book, was the -- you explained a lot of the under-spending based on deferral of particular projects.


I wanted to ask you about the 2008 and 2009 spending, whether there are projects that you have identified that are capable of being deferred in the same way that projects were deferred in 2005 to 2007 period?


MR. LEAVITT:  Well, what was done during the construction of the 2008/2009 portfolios and their business plan is it was recognized that there was an apparent doability limit or executable limit to what we could do in the portfolios.


So the overall envelope of both the portfolios together, capital and OM&A, was reduced to $290 million for the nuclear fleet.


The project lists as they were constructed, once going through the prioritization and selection, did include some funding that was not yet allocated at the time of the business plan approval, but certainly with many projects scheduled to come up to asset investment screening committee for review and approval and for expenditure during that time period.  


Does that answer your question?


MR. BUONAGURO:  I think so.  I think you're saying that in reducing your budget to $290 million combined, I guess you're saying that your committee went through some of the deferral process in advance as opposed to after the fact?


MR. LEAVITT:  That's right.  We reduced the envelope to a doable limit, and then prioritized the projects within that envelope and within the years of the business plan to make it fit.


MR. BUONAGURO:  Okay.  Now, on page 4 of the document brief, which is Exhibit D2, tab 1, schedule 1, page 2 of 14, you will see that I have circled the total portfolio costs, which I guess they illustrate the point that your across-the-board actual for 2005 to 2007, and now your projected 2008/2009 budgets, are -- for this category of project spending are now 290 million.


You were talking with Mr. Warren earlier today about, I guess, the standardized envelope, and this is the -- this is, I guess, the starting point for your planning now; is that fair?


MR. LEAVITT:  Yes, yes.  I would say that is fair.


MR. BUONAGURO:  You did talk with Mr. Warren about other factors that you used in your planning, and there were some references to the evidence, which I don't have off the top of my head, but I am assuming that because 2008 and 2009 spending is at the 290 level for other spending, there weren't any other factors to push you off that figure, either up or down, generally speaking?


MR. LEAVITT:  There were a number of factors that were looked at to arrive at the right size of the envelope, not the least of which was the doability that had been experienced at OPG.  But, in addition, we also looked to see that demand was there within the OPG nuclear fleet, that there was actually work lining up to make use of this money.  We didn't want to arbitrarily set an envelope without need.


We also examined -- we did a little bit of benchmarking with other multi-unit utilities to see what they spent on a per unit per year basis and used that to help us in our decision.


MR. BUONAGURO:  Looking at this chart 1, you've got 2005, 2006 and 2007 actuals of approximately $290 million.


There are no significant, I guess you could call it, additional increases under line 4 for P2/P3 isolation project, and no amounts for PB refurbishment that pushes it -- that pushes your actual performance in those three years significantly above 290, except for maybe 2007, which is 307 million.


But then when you go to 2008 and 2009, you've got 43.6 million for the P2/P3 isolation project for 2008, 24 million in 2009, and then 153.9 million for the PB refurbishment in 2009, which extends your total envelope well above the 290 threshold.


I am just wondering if you could explain if and how you factored in this other increased capital spending relative to your 290 manageability threshold.


MR. LEAVITT:  We did consider it.  The factors that live in our manageability are internal to OPG.  If the Pickering B refurbishment is approved, we would be looking at turning that over to another contracted management team to execute that, external to OPG management.


It would be maintained separate from the management of the portfolio associated with the operating units.


MR. BUONAGURO:  I see.  So that's the management portfolio, but does it still involve existing internal resources?


MR. SELLERS:  It would be unique different resources than what would be used to manage the 290 million.  Similarly, for the P2/P3 isolation project, they have unique different resources that are managing that portion of the portfolio.


MR. BUONAGURO:  Okay.  Thank you for that.


Another thing we noticed when looking through the numbers -- I am trying to figure out if there is a quick way to do this that you will agree with me, or if I have to go through the numbers specifically, but looking at the actual -- we know the actual spending for 2005 to 2007 was $290 million.


When you break that down into capital spending versus -- sorry, capital project amounts versus the O&M amounts, the ratios are different and appear to be declining over those three years, and then sort of settle in 2008 to 2009 for the budget.


So, for example, I am getting these numbers -- I will just make reference to the material, and then give you the numbers.  The capital component of the spending you can find at D2, tab 1, schedule 1, line 12 at -- of tables 3(a) and (b), and that's in pages 2 and 3 of the material that I have distributed.  So for 2005, 2006 and 2007, the capital amounts are $138.9 million, $151.1 million, and $186.5 million, and then $172 million for 2008 and 2009.


So the capital component is going up and settling at 172 for 2008 and 2009, and then the O&M part of the equation is at pages 6 and 7 of the book of materials.  That's from F2, tab 3, schedule 2, tables 1(a) and 1(b).


They show the actual OM&A figures for 2005, 2006 and 2007 going from 155.9 to 140.4, bottoming out at 102.1 million in 2007, and then 118 for 2008 and 2009


I am wondering if you can explain the relationship between the capital portion and the OM&A portion, why it is that within the envelope of 290 over the entire period, the capital portion is going up and the O&M portion is going down?


MR. LEAVITT:  Our first priority was to get the overall size of the investment envelope right, and at the executing end the cost classification is not a critical factor.  It is work that needs to be executed regardless of whether it is capital or OM&A.  That's where we arrived at the $290 million overall envelope.


To break it down into capital portion and OM&A portion for years going forward, we had a very close look at the projects that were coming up for execution during the test period, and used that as a basis upon which to proportionalize the envelope.

MR. BUONAGURO:  You talked with Mr. Thompson about capitalization policy.  And we noted that you -- this is from page 7 in the material, VECC IR 6, L16/06 -- you talked about the material threshold going up, starting January 1st, 2007, which means, as I understand it, less things are being capitalized.  Is that fair?  Or all things being equal, less things should be capitalized over time?

MR. LEAVITT:  The capitalization threshold for minor fixed assets did change to $25,000.

MR. BUONAGURO:  Did this have any effect on this -- actually, our intuition says that means that O&M costs should be going up relative to capital costs, all things being equal.

I guess your answer to me is that all things aren't equal, to the point where this changing of materiality threshold doesn't affect the split between OM&A and capital projects in the test period?

MR. LEAVITT:  It did not affect our judgment for the projects under execution during the test period.

MR. BUONAGURO:  I just have one last question, and it is something I noticed when looking at the 2005-2007 figures.

You had -- the average budget versus actual under-spending was about $90 million in those three years.  Can you take that, subject to check?  All the material you need to figure that out is in this material.  I can actually give you the actual numbers.

MR. SELLERS:  It sounds about the right ballpark.

MR. BUONAGURO:  The average is 95.7 million over three years.

What I notice is that when you allocate the under-spending between the capital and the OM&A, the capital spending was in the order of 40 percent less than budgeted, 60 percent less than budgeted, like fairly large.  Then the under-spending related to OM&A was actually much smaller.  It was more in the order of 8 percent, I think, for 2005, just over 10 percent for 2006, and I think close to 8 percent for 2007.

So as an order of magnitude, when you are under-spending, the capital under-spending, capital portion is well under-spent versus the OM&A isn't coming down as much.  I was wondering if you could explain why that would be, given that it seemed to happen generally speaking over the three years.

MR. ARNONE:  There is no relation with, in the execution of projects in terms of looking at whether it is capital or OM&A.  Any of the under-expenditures that happened during that test period were typically on large-scale projects that required the definition as we followed through the process, in terms of identification and definition of our projects.

If we didn't have that proper information, we wouldn't spend the money.  So by -- in those cases, you see that a number of the projects have taken a little bit longer to execute, but it was because we wanted to get more definition in the actuals, in terms of what we were going to deliver, before we started to spend the big dollars.

MR. BUONAGURO:  It just struck me the OM&A was much closer to budgeted, even though there was wide variations in the capital.

You seem to be saying that there is no necessary relationship?

MR. ARNONE:  No.  The work is executed in the field from the execution side of the business.  We're really not looking at whether it is capital or OM&A, but executing the work to try to meet the schedules and budgets.  And so that it just happened that with capital, typically we go after much larger projects in capital.  They require much more definition to be able to establish those budgets than we do in OM&A.

So you will see the size of our projects in capital are larger than the size of our projects in OM&A.

MR. BUONAGURO:  All right.  Thank you.  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 start, panel, with an interrogatory that Energy Probe submitted, and it is Energy Probe IR 
No. 1.  It is found at Exhibit L, tab 6, schedule 1.

Do you have that up?

MR. SELLERS:  Yes, we have that information.

MR. FAYE:  This IR asked about the requirement to expand maintenance facilities at Darlington.  I just wanted to ask you a few clarifying questions on your response.

Point 1 of your response says that:
"In addition, Darlington originally had no provision for adequate breaker and relay maintenance."
That appears in about the middle of the paragraph.

I wonder, how did you maintain breakers and relays without that adequate provision?  Where was it done for the years that the plant has been in-service?

MR. ARNONE:  The maintenance on those particular 
items –-


MS. CAMPBELL:  Excuse me.  Could you make sure your microphone is on?  I am having real problems hearing you.

MR. ARNONE:  Is that better?

MS. CAMPBELL:  That's much better.  Thank you.

MR. ARNONE:  My apologies.

The current maintenance practices have us executing that work in the field, so we are actually maintaining that equipment in situ, in the field.

MR. FAYE:  So I understand that in the case of circuit breakers, those things are installed in a switch yard, I think, are they?  The maintenance that's being done on them is done by a crew that goes out to the switch yard and does whatever they do.  Right?

MR. ARNONE:  This would be for relays and breakers that are actually inside the protected area and not the switch yard.

MR. FAYE:  So these are in a relay room, then, inside the plant somewhere?

MR. ARNONE:  Or on particular levels within the plant.

MR. FAYE:  Okay.  Well, I guess what I am getting at is:  To maintain a relay in another room, it seems to me you have to remove the relay; is that right?

MR. ARNONE:  Yes.

MR. FAYE:  What do you put in its place?  Do you have a spare that goes in there?

MR. ARNONE:  In most cases, we do have spares.  However, there are occasions, due to obsolescence, where we would actually have to repair that particular item to put it back into service.

MR. FAYE:  So the function that that relay is protecting is temporarily out of service during the time that it's being maintained?  Is that fair?

MR. ARNONE:  Depending on if we have a direct replacement or if we have to repair it before putting it back in-service, then you are correct.  It would be out of service.

MR. FAYE:  I am just wondering why, if this seemed to work fine for almost 20 years, why all of a sudden, it has to be done in a new building or a new facility.

MR. ARNONE:  The efficiencies associated with working in the field on this type of equipment means that we are introducing ourselves to the possibility of rework.

We are also not being able to fundamentally address the issue of maintaining equipment in a best-in-class type of fashion.

MR. FAYE:  Okay.  Looking at your response on page 39 to maintenance strategy, the sentence says:
"Consistent with industry best practice, maintenance work is now being focussed on day crews as opposed to shift crews."

What's the basis of the best practice there?  Why is it better to have day crews do work than shift crews?

MR. ARNONE:  The supervision associated with day's crews, as well as just hours of work, allow us to have a more dedicated crew that's working on specific days to address those items.

When you do maintenance on off-shifts, you have the potential -- you know, as we're working on this equipment in the early hours of the morning, we found that our efficiencies have increased significantly by using a day's based crew.

MR. FAYE:  So if I understand that right, there is not as much supervision on back shifts as there is on day shift, and that that's the main element why crews work better?  They have someone supervising them on day shift?

MR. ARNONE:  No, that is not correct.  What happens on day shift is we also have our engineering oversight that works days, and so the entire maintenance process is better established by working during the day shift.

Our supervision in the night shift is, in terms of the direct field, is the same, but the availability of engineering resources and other resources that support maintenance is there during the days.


MR. FAYE:  Do I take that to mean that many of the activities require periodic questions of the engineering staff that designed the activity?  Is that fair to say?


MR. ARNONE:  That's correct.


MR. FAYE:  Can I draw your attention back to point number 1, and in the second sentence it says:

"In response to increased demands, maintenance staff levels at Darlington have increased by over 160 personnel since the plant was commissioned."


Are you able to tell me how much of those maintenance personnel are associated with base OM&A and how many are associated with project OM&A?


MR. ARNONE:  All of the staff that we're talking about are base OM&A.


MR. FAYE:  They're all base.


All right.  While I am on that subject, if I could just refer you back to my friend from VECC, his bundle of document briefs, page 4, he went into some detail on the total portfolio cost line on that.


I would just like to understand, is there a correlation between staffing levels and project capital versus project OM&A?


Should I expect to see more staff if you've got a lot of OM&A compared to capital, or is it vice versa?


MR. LEAVITT:  From a project point of view, project OM&A versus project capital, that's not a factor in terms of whether we would use internal or external staff or an external contractor.


MR. FAYE:  I will refer you just quickly to -- and you don't have to turn it up.  I will just read it to you.  This was an undertaking from last day where we asked for a breakdown of how much of project costs or OM&A costs are labour-related.


The response we got is that it looks like overall 60 percent or so is labour related.


Is that a reasonable figure to be using to factor these costs on page 4, 60 percent of the, say, 290 million in the test year, or in 2008?  Is that fair, or is that a different figure?


MR. ARNONE:  I don't believe the 60 percent -- subject to checking, but I don't believe that the 60 percent figure of labour applies directly to the project portfolio.


MR. FAYE:  Just in broad terms, would the labour component of those projects be more or less than the 60 percent?


MR. ARNONE:  If I may ask for clarification, is the 60 percent internal labour or total labour?


MR. FAYE:  I think it is total labour, but I stand to be corrected.


MR. ARNONE:  Okay.


[Witness panel confers]


MR. ARNONE:  If we take that the 60 percent number includes all labour, both internal and external, then we would agree that that is about on par for projects in the portfolio, that that includes both external and internal labour.


MR. FAYE:  The other components of a project would be things like equipment required for it and material required for it, and together they would amount to about 40 percent; is that correct?


MR. ARNONE:  That's correct.


MR. FAYE:  Can I take you back now to the Energy Probe interrogatory L6-1, and looking at page 2 of your response, and this is at line 4:  

"Certain offices and maintenance shops were built in the path of potential steam generator pipe failure."


This was in response to a question of why you have to build something.


Can you clarify, is -- this potential steam generator pipe failure, was that identified after the plant had been in service some time, or were pipes sort of rerouted at some time and all of a sudden they are in conflict with a facility in there?


MR. ARNONE:  I believe that the piping was -- had always been there.


MR. FAYE:  And the shops were originally built in that location?  They hadn't been sort of added later?


MR. ARNONE:  The shops were added after the construction of the plant.


MR. FAYE:  Okay.  Going now to point 4, the sentence here:

"Some of the relocated maintenance shops and offices do not meet the National Building Code or the American Society of Heating, Refrigeration, and Air-Conditioning Engineers standards."


Are these two standards standards that you are obligated to meet?


MR. SELLERS:  Certainly the National Building Code is a standard we're required to meet, and for the American Society of Heating, Refrigeration, and Air-Conditioning Engineers' standard, it would be a standard we would apply to the maintenance and test equipment facilities.  I think it is alluded to later on in that section that because of inadequate air quality, that 30 percent of the time that M&TE lab facility is out of service.


MR. FAYE:  For critical calibration activity, if I understand correctly?


MR. SELLERS:  That's correct.


MR. FAYE:  Is there a comparable Canadian standard for this kind of thing?


MR. SELLERS:  That would be the standard we would employ.


MR. FAYE:  So there isn't a comparable Canadian standard?


MR. SELLERS:  The National Building Code is a Canadian standard, but the American Society of Heating, Refrigeration, and Air-Conditioning Engineers standard is a standard we employ.  There is not a Canadian counterpart.


MR. FAYE:  There is not a Canadian counterpart.  The National Building Code, if I understand you right, you are obligated to build the facility to that standard at the time that it was built?


MR. SELLERS:  That is correct.


MR. FAYE:  Are you also obligated to keep it to any revised standard of the National Building Code?


MR. SELLERS:  If we're going to build a new structure, we apply the latest edition of National Building Code.  We don't typically go back and retrofit structures to the latest edition of the code.


MR. FAYE:  Okay.


I would like to turn you now to IR 6-02, I believe it is.  Yes, this would be our Interrogatory No. 2.  It is at L6-2.  It should be the next one in your binder there.  This IR asked you about replacing the Darlington chillers because they are filled with a refrigerant that is a chlorofluorocarbon, which I understand is an ozone-depleting compound.


We asked you why you couldn't just convert them to an non-ozone-depleting refrigerant.


You said that the replacement refrigerants for R11 currently in use are less efficient.


I wonder what the source of that statement is.  Do you have a scientific report saying that new refrigerants are not as efficient as the old refrigerants?


MR. ARNONE:  What we did in the investigation for the replacement of these chillers is work through the manufacturers to determine the delivery of coolant that is required.  Based on existing approved refrigerants, the coolants that do exist today that meet this standard required larger units to be able to provide the same cooling capacity.


So it is basically just based on the cooling capacity that is required.


MR. FAYE:  I understand that you have to get these things out of service, because there is a regulation saying you can't run them forever.


I think that that's -- that's explained in your Exhibit D2, tab 1, schedule 2, page 11.


MR. ARNONE:  That's correct.


MR. FAYE:  Looking at the project start and in-service dates, it looks like the project started in 2004 and is going to take seven years to complete; is that right?

MR. ARNONE:  Yes.

MR. FAYE:  Why would it take that long to replace chillers?

MR. ARNONE:  They are being taken out of life consistent with the requirements of the regulation, as well as being implemented in the most cost-effective factor for the operation and maintenance staff that will have to maintain these items as we move forward.

So there are many units that have to be replaced, and therefore, taking them in small increments allows us to be able to change our workforce over to using two different types of refrigerants.

MR. FAYE:  It looks like, from the project description, there are two in central services, eight in the reactor auxiliary bay, and one in tritium removal facility.  That's eleven.

MR. ARNONE:  That's correct.

MR. FAYE:  You're doing about one, a little more than one a year; is that right?

MR. ARNONE:  Some years we're doing, for example, this year we're doing multiple units, whereas last year we did not.  Again, the timing is based on having to take the pieces of equipment out of service, critical activities within the plant, availability of installation resources.  So all of those things are factored into the installation, as well as the availability of the vendors to deliver the new pieces of equipment.

MR. FAYE:  Okay.

Excuse me.  Looking at project need, it looks like you have to have these done by 2015, right?

MR. ARNONE:  They cannot be operated past January 1st of 2015, that's correct.

MR. FAYE:  They can't be recharged after 2010, right?

MR. ARNONE:  That's correct.

MR. FAYE:  Now, I note on the project schedule for Pickering B, you are doing a very similar project.  Is that a good interpretation?

MR. ARNONE:  Yes, we are.

MR. FAYE:  I guess I wonder, why spend all the money to replace chillers until you have made your refurbishment decision on Pickering B?

[Witness panel confers]

MR. ARNONE:  The chillers, as well as the requirement to meet the regulation of 2010, in terms of not being able to recharge them after that, as well as the expected need for placing the units into a similar safe storage should the refurb decision not be made or not be accepted, they will still need coolant in those specific areas.

MR. FAYE:  So whether or not the B units get refurbished, you're saying you still need the same chilling capacity?

MR. ARNONE:  That's correct.

MR. FAYE:  Okay, thank you.  I would like to turn you to our interrogatory number 25 now.  That will be L6-25.

MR. ARNONE:  Sorry?

MR. FAYE:  Do you have that up?

MS. SWAMI:  Yes.

MR. ARNONE:  Yes, we do.

MR. FAYE:  This IR talked about capital structure and the difference in risk between nuclear and other hydraulic facilities.

No, I'm sorry.  I'm going ahead of myself.  Let me repeat that.

This one talked about the business case for refurbishing of Pickering B, and whether -- what we were trying to get at was, if Pickering B is refurbished, that it remains a regulated asset; is that right?

MS. SWAMI:  That's our current understanding, yes.

MR. FAYE:  But if Pickering B is not refurbished but replaced, would the replacement plan also be a regulated asset?

MS. SWAMI:  I would be speculating.  I don't know.

MR. FAYE:  So you don't have any information on that subject, is that how I understand it?

MS. SWAMI:  A replacement plant could be many different options.  I am not sure what replacement you would be referring to.  If we don't refurbish Pickering B, you identify a replacement.  I am not sure what you are referring to.

MR. FAYE:  Well, if you have a new build to replace Pickering B, we're wondering whether or not you would regard that as a regulated asset, or not.  Would that be a non-regulated asset?

MS. SWAMI:  I don't know.  At this point in time, that decision, as far as I know, has not been made.

MR. FAYE:  Okay.  Turning now to our IR No. 27 -- and this one, we asked you about the different costs of capital associated with different risks of different plants -- you made a statement that -- to the effect that there was more than one way of accounting for risks.

I believe the statement was something to the effect that you could account for risks in cash flow, not just the cash flow of the analysis and not just in the cost of capital.  I wonder if you could just expand on that a little bit as to how you would account for the risk in the cash flow analysis.

I am going to have to refer you onwards.  You referred us onwards to L3-2, and that's where this statement occurs, and I apologize for giving you the first reference.

MR. SELLERS:  If you give us a moment, we will pull up that interrogatory response.

MR. PENNY:  This is a question that relates to rate base cost of capital.  I guess I can say to Mr. Faye that he's not necessarily out of luck, because Mr. Long, who is on that, is coming back to testify in another capacity.  I think as long as the question is a reasonable one and doesn't require Mr. Long to gain assistance from other members of that panel, he would be prepared to try and answer Mr. Faye's question.

MR. FAYE:  If this panel is not equipped to answer it, then I will be happy to defer it to that next panel.

MR. SELLERS:  If you would, please.

MR. FAYE:  Can I ask you in general, what are the shutdown dates for the units at Pickering B?

MR. SELLERS:  If I could direct your attention to interrogatory L1-46, we give the depreciation end of life dates for Pickering B units as September 30th of 2014.

MR. FAYE:  Have they changed recently at all?

MR. SELLERS:  These dates are the dates we've had in place for the last couple of years.

MR. FAYE:  There hasn't been any update?

MR. SELLERS:  There hasn't been any update to that.

MR. FAYE:  Okay.  Could I turn you then just to Exhibit D2, tab 1, schedule 3?


I am looking at page 5 of this Exhibit D.  On line 5, you previously mentioned in this paragraph that OPG had to assess 12 safety factors.  There is one remaining safety factor that has to be completed.


I wonder if you could tell us what that safety factor is and has it been completed, as scheduled in Q2 2008?


MS. SWAMI:  Certainly.  The safety factor that's outstanding is the actual condition of plant safety factor report, and that report has recently been completed.


MR. KAISER:  Mr. Faye, would this be a convenient time to take the lunch break?


MR. FAYE:  Yes.  I don't have much left, but I will see if there is discussion to make on this last question we asked.


MR. KAISER:  All right.  We will take the lunch break at this point.


--- Luncheon recess taken at 12:36 p.m. 

--- Upon resuming at 1:44 p.m. 


MR. KAISER:  Please be seated. 

Mr. Faye.  

MR. PENNY:  Mr. Chairman just before Mr. Faye continues, there were two matters arising out of this morning that I wonder if we could deal with first.
Procedural matters:

MR. PENNY:  One has to do with J6.1, the undertaking that was given, and another has to do with the reference that was made by the witnesses this morning when they were lining up the numbers in the nuclear projects that we're seeking approval for.

Dealing first with J6.1:  Over the lunch break we regrouped and thought about this, and once we started thinking about it, we were all reminded that we've been -- it all seemed deja vu all over again that we went through the issue around these business case summaries back at the time of the filing guidelines, and the issue is really a volume one.

There are over 200 projects that make up that 172 million that we were talking about, and that amount of paper would take up about probably a metre.  There is something like -- we estimated about 6- or 7,000 pages of material.  That, actually, that process informed the development and our submissions and filing guidelines, which I think in the end of the day was why the Board approved the filing guidelines the way they were, which was just to provide the summaries, as we have done, of projects for more than 10 million.

But we had, then, a discussion with Mr. Thompson about this at the break.  We think -- what's more -- and the other thing is it would take quite a long time to track down 200 business case summaries, some of which go back quite a period in time.

What we discussed was that there is Exhibit D2, tab 1, schedule 2, table 1, which is the list of 28 projects that are more than $10 million.  And that, on a quick summary basis, we determined that that represents roughly two-thirds of this $172 million, and that, I think, is a more manageable group.  

Mr. Thompson, as I understand it, is content if we focus on both the capital and the OM&A for the 28 projects that are listed on D2, tab 1, schedule 2, table 1.

MR. KAISER:  Is that satisfactory?

MR. THOMPSON:  Yes.

MR. KAISER:  All right.  Let's proceed on --

MR. PENNY:  On the 80/20 rule, I think that gets us directionally where we want to go.

MR. RUPERT:  Mr. Penny, could I just ask, could that be expanded slightly -- perhaps it couldn't even be expanded at all -- for a handful of projects that are in K6.1, which you handed out this morning, on page 9.  

This table on page 9 are all of the projects that are going into service in either 2008 or 2009.

On that list, there are six projects that are at or almost at 20 million or more, as I read the two columns.

Some of them are on the sheet you just referred to.  For example, the first one, second Darlington, the full scope simulator is about $16 million, but it's on the list you just referred to that you agreed with Mr. Thompson.

If you go down to project 33925, used fuel dry storage, that is 44 million.  That may be on the list as well.  I am not sure.

Another one is 34000, project 34000, auxiliary heating system.  Project 46537, reactor structures, calandria vault inspection.  Down a little further, 25609, security fence project, that is about 42 million in total, it looks like.  The last one would be 25905, security monitoring room.

To the extent that those six projects aren't on the list you just referred to, would it be possible to expand the business cases you are looking at to include those?

MR. PENNY:  I hope so.  We will certainly try to do that.

MR. RUPERT:  Thanks.

MR. PENNY:  I know some of those for sure are on the list, but I am not sure if all of them are.

Thank you.

So can we just take it, Mr. Battista, that the -- we don't need to give it a new number, but that the 6.1 will be as amended by this discussion?

MR. BATTISTA:  I think the record or the transcript will inform that.

MR. PENNY:  Thank you.

The second preliminary issue, Mr. Chairman, had to do with the fact that -- we alluded this morning to the fact that when this panel presented the specific numbers for the specific approvals that we're seeking, there were a couple of occasions in which the panel indicated that the 2008 numbers are 12-month numbers.  In actual fact, of course, we're not seeking all 12 months, because it doesn't start until April of 2001, and we had not completed the work necessary to isolate for those particular numbers the test period impact, which is only for the three quarters of 2008.

But that work was completed this morning by people back at the ranch, and so I was going to ask Mr. Leavitt and Ms. Swami to just take us back to those numbers and to give you, on the record, what the 2008 actual test period amounts are as opposed to the 12 months.

I think what we will do, in order to wrap all of this together, is prepare another table that just has them all on one page, with the test period numbers.  So we will just do that as a follow-up to that discussion.  Mr. Leavitt?

MR. LEAVITT:  For the record, we are speaking to evidence K6.1.  On page 5 of that evidence was a table that included fiscal 2008 and 2009 numbers.

So for the capital numbers of 189 million in 2008, and 330.8 million in 2009, you will recall that these were broken out on page 6 of the same evidence to show the applicable 2008 numbers for Q2 to Q4, at 139.5 million.

MR. PENNY:  So the Q2 to Q4 for the 189 is 139.5?

MR. LEAVITT:  139.5, that's correct.

MR. PENNY:  Thank you.

MR. LEAVITT:  Then the same for project OM&A in 2008, for the year is 144.6.  For the last three quarters of 2008, that the equivalent number is 113.14 million for the test period.

The 2009 number, 137.1, of course, remains unchanged.

MR. KAISER:  Presumably, the 330.8 as well for 2008 --

MR. LEAVITT:  The 330.8 remains unchanged.

MR. PENNY:  And then moving to the refurb and new nuclear?

MS. SWAMI:  Yes.  So I am referring again in Exhibit K6.1 to page 4, which is chart 5, program cost summary.  The items in question are the base OM&A, Pickering B and Darlington refurb costs are a total of 24.7 million on this page, for 2008.

For just the period without Q1, it is 18.6 million.  And in line 3, for new nuclear build, 2008 plan is 75.3 for the entire fiscal year, and for the test period, it is 56.5 for 2008.

MR. PENNY:  Thank you.

And as I said, Mr. Chairman, what we'll do is to do a table in the next few days that just puts all of these on one page, so it is clear what the reference to where they come from.

So with that, that completes the preliminary matters so I thank Mr. Faye for being able to clean those up.

MR. FAYE:  Thank you, Mr. Chair.

While we are on that chart 5 on page 4 of the document brief, maybe I will just ask you the questions that I had on that.

They're to do with the Darlington refurbishment.  I understood, when you talked about the Pickering B refurbishment numbers, that these are pre-engineering studies and things of that nature that get you prepared to make this decision; is that right?

MS. SWAMI:  That's correct.

MR. FAYE:  Are the Darlington numbers similarly pre-engineering studies and material condition of the plant that allow your board to make a similar decision on Darlington?

MS. SWAMI:  Yes.  So the phase 1 work for Darlington is starting essentially this year, and it will follow the same process that we used for the Pickering B feasibility studies.

We will be doing plant condition assessment.  We will be following the requirements of the Canadian Nuclear Safety Commission in initiating an integrated safety review for that plant.

At some point in the future, we will commence an environmental assessment for this project, as well.  And again, as we define the scope through other studies such as the replacement of pressure tubes, calandria tubes and feeders, we will do scoping and costing so that we can understand what the total costs for refurbishment would be should there be a decision to proceed with that refurbishment project.


MR. FAYE:  The Darlington units, if I remember right, went in service '93?  That was the last unit, I think.


MS. SWAMI:  It was in that range.  I don't have the specific dates.


MR. FAYE:  These would be in the order of 15 years old now.  Is this customary that after 15 years you're starting to think of refurbishment?


MS. SWAMI:  The refurbishment work that we're considering is looking at the initial stages of whether or not we should refurbish.  We estimate that that is going to take two to three years to make that -- those same studies that we did for Pickering B.


Again, depending on what type of long lead items we would have to purchase, we are preparing ourselves so that we will be ready for outages sometime in the 2018 time frame.


The actual scheduling of those outages is based on ensuring that we have an adequate number of Darlington units in service at any given time, and, therefore, there would be staggering of some of those outages, which would change the specific dates of when the refurbishment outage would start.


MR. FAYE:  Okay.  So refurbishment is ten years away yet?  It is not imminent?


MS. SWAMI:  It's ten years when there would be a need to actually shut down the plants.  The question really becomes:  When do you start the refurbishment outages?  That's a planning decision down the road, but we are preparing ourselves now so that we understand the work and the scope of work that is required and that we can understand that outage scheduling process.


MR. FAYE:  Okay.  While we're in the document brief, perhaps I could just turn you to page 9.  That's the list of projects that we briefly discussed a few moments ago.


Before the break, I asked you about the prudence of replacing the freon refrigerant chillers, and I understood you to say that irregardless of whether the plant is refurbished, you need these chillers.


Do you need those chillers for the entire 30-year safe storage period, and, if so, what do you use those chillers for?


MR. ARNONE:  That depends on the area that the chillers are located in.  If they are, as some of them are, for supplying cool air to the main control room or the control equipment room, they still maintain all of the monitoring devices that would remain with the units.


We also have -- some of the chillers are for laboratories, and those laboratories would be required to continue the testing for whatever duration of time that is deemed required by our licence.


MR. FAYE:  Is that the 30 years that has been referred to at various times in this hearing?


MR. ARNONE:  I am not certain specifically for that particular item, but whatever the requirements are as stipulated.


MR. FAYE:  Could you look at the -- about the fourth -- fifth one down, standby generator governor upgrade.  Is this -- I guess where I'm going with each of these projects is, given the fact that the refurbishment decision has not been made, is it possible to economize and delay these projects until you are sure you're going to need them?  Are you going to need that standby generator, whether you close the unit or not?


MR. ARNONE:  We have -- that has been evaluated as part of part of the work that Ms. Swami spoke about earlier with projects on holds.  So that work has been done in evaluating the entire project portfolio.  


That particular item is necessary today to maintain those -- to maintain those units.  So that work is in its final stages of completion.


MR. FAYE:  Okay.  Look at the next one, then, EPG control upgrade.  What does EPG stand for?  


MR. ARNONE:  Where are we looking?


MR. SELLERS:  That stands for emergency power generator.


MR. FAYE:  Okay.  From the looks of the number in the 2008, zero, it would seem this project hasn't started yet.  It looks like it is going to start in 2009; right?


MR. SELLERS:  That is correct.  It's in the identification initiation phases.


MR. FAYE:  Just remind me when the refurbishment decision is likely to be made.


MS. SWAMI:  No later than early 2009.


MR. FAYE:  So I am wondering, is there a necessity to spend 3,600,000 on a control upgrade to the generator if you're not certain that you are going to need the thing until the refurbishment decision is made?  Can we delay that until you decide to refurbish, or not?


MR. SELLERS:  For that particular project, the equipment that we're considering replacing is obsolete at this point in time.  For the sustained safe operation of the plant from now until 2014, we need to replace those controllers to maintain safe operation.


MR. FAYE:  Okay.  Is the same true with the radioactive emission reduction system at 3.3 million in 2009 and 2.9 million in 2008; same explanation?


MR. ARNONE:  That -- again, that's in its final stages of installation.  That's a project that has been ongoing for a number of years, and that is the installation in the last unit.


That is, again, necessary.  It's necessary to be completed now as opposed to waiting for refurbishment.


MR. FAYE:  Okay.  You just mentioned - and it was a question I asked you before the break - the planned shutdown for Pickering B, irregardless of the refurbishment decision, the end date is 2014; right?


MR. SELLERS:  The depreciation date that OPG uses is September 30th, 2014.


As Ms. Swami alluded to, we may stagger the shutdown of those units for planning purposes.


MR. FAYE:  So if I understand what you have just said, there is an accounting standard that would dictate 2014, but does the CNSC allow you to operate them past 2014?


MR. SELLERS:  We apply to the CNSC for an operating licence that is renewed every five years.  We have just gone through that application with the CNSC this spring for the Pickering B units.  In five years' time, we will be applying for an operating licence, again, for a period of time that would encompass the refurbished period.


MR. FAYE:  And some of those units would continue to operate past 2014; is that how I understand that?


MR. SELLERS:  If it is safe to operate those units, it is a possibility.


MR. FAYE:  Okay.  I'm wondering, if there is a new build of generation to replace the B units, assuming the decision is to not refurbish them, is it fair to say the earliest in-service date of any new unit would be around 2018?


MS. SWAMI:  The earliest date is currently estimated to be 2018.


MR. FAYE:  2018.  Correct me if I'm wrong.  I think the coal shutdown date is 2014?


MS. SWAMI:  Yes, that's correct.


MR. FAYE:  So it would appear that -- between the Pickering B end of depreciable life, anyway, of 2014 and the earliest date that new nuclear could be brought on, 2018, it looks like a four-year window there where there needs to be something filled in; is that correct?


MS. SWAMI:  I think this speaks, again, to the overall planning process through the other organizations that are responsible for planning.


MR. FAYE:  Are you in any discussions with the OPA or the CNSC to extend the life of these reactors to try and get that gap filled?


MS. SWAMI:  No.  I am not in any conversations of that nature.


MR. FAYE:  Has OPG done any estimates of what it would cost to extend that life?


MS. SWAMI:  No.  That's -- not at this time.


MR. FAYE:  Do you expect to do so?


MS. SWAMI:  Well, as part of the business case for refurbishment, one of the options, of course, will have to be a consideration of the actual outage scheduling dates.  And as part of that, we would need to consider what the costs are to stagger the unit outages, if that became an option, a viable option.


MR. FAYE:  So could I assume that some of the dollars in the test years associated with the refurbishment, the ones we have just looked at in here, are some of those dollars going to be directed towards that kind of analysis, the kind of analysis that says:  How much would it cost to extend the 2014 end date to, say, 2018?


MS. SWAMI:  Are you referring to the capital costs?

MR. FAYE:  No.  I am referring to the refurbishment costs for Pickering B that we just looked at on --

MS. SWAMI:  The $6.2 million in 2008?

MR. FAYE:  Yes.  Well, 23.3.  Well, there is a whole string of dollars there that have been spent over the last few years.  6.2 of it is planned for 2008, and my question is:  Is some of that money being spent to try and analyze the extension of the Pickering B units past 2014?

MS. SWAMI:  To some extent, yes.

MR. FAYE:  Okay.  Those are all of my questions.  Thank you.

MR. KAISER:  Thank you.

Mr. DeVellis, did you have questions?

MR. DeVELLIS:  No, sir.  Thank you.

MR. KAISER:  Thank you.

Ms. Campbell.
Cross-examination by Ms. Campbell:


MS. CAMPBELL:  What I would like to do is start with is to go back to the beginning.  I would like to go to D2, tab 1, page 1.

The purpose of this series of questions I am going to ask is to get a handle on this project management process.

The text concerning this is D2, tab 1, schedule 1, pages 1 to 14.  One of the first things that I wanted to discuss with you was starting at the very bottom.  This is the capital budget on nuclear.

At the very bottom, line 29, starting at line 29, it says:
"The nuclear project portfolio is approved via the OPG business planning process, with the OPG board of directors approving the OM&A and capital budgets portfolio budget -–" 

Projects portfolio budget:
"-- which is then administered via the portfolio management process described below."

And the first thing I would like to understand is, first of all, for my understanding, what we're talking about right here is the nuclear project portfolio.  So there are a number of different portfolios.  Am I correct?

So there would be the OM&A project portfolio?

MR. LEAVITT:  The OM&A portfolio and the capital portfolio are subsets of the nuclear portfolio.

MS. CAMPBELL:  All right.  So it is one encompassing title.  When you say "portfolio", what do you mean?  Do you mean the grouping of all of the projects together?

MR. LEAVITT:  That is correct.  The collection of discrete projects that are managed under the portfolio funding envelope.

MS. CAMPBELL:  All right.  So there is a portfolio funding envelope.  

When the OPG board of directors approve the OM&A and capital projects portfolio budget, they're approving a single number.  Am I correct?

MR. LEAVITT:  That's correct.

MS. CAMPBELL:  All right.  So we have talked about the number for this, we have -- we go to the top of the next page.  It states that the OPG board of directors approved $290 million.  That has been broken down into 172 million in capital, 118 in OM&A.  So when they approved the 172 million in capital, they, again, approved a number, and that was the total value of the portfolio.  

MR. LEAVITT:  That's correct.

MS. CAMPBELL:  And if I go to the business plan -- we talked before, we have had various discussions previously and I am going to go back to it -- in the bundle that you put forward, you put forward excerpts from business plans.

I can find nuclear and I can find refurbishment.  But I don't find where it is, in the nuclear business plan --business operations plan, I am assuming -- that the board of directors approved this particular portfolio.

I thought it would be in L4-2, attachment 3, which is the 2008 business plan for nuclear operations.  So if I am looking to see where in the business plan is there a reference to the budget that is referred to at the top of page -- bottom of page 1, top of page 2 -- where would I find it?

MR. LEAVITT:  Well, it is rolled-up into total OM&A and capital numbers in the board presentation, but I would direct you to Exhibit L4-2 which is a set of slides, and I would ask you to go to slide 10.

MS. CAMPBELL:  Which attachment?

MR. LEAVITT:  This is the business plan nuclear operations presentation by Tom Mitchell.

MS. CAMPBELL:  Yes.  So that is attachment 3.  That is L4-2, attachment 3.  It's the upper right-hand corner.  I don't know whether you can see it, sir, but just --

MR. LEAVITT:  Yes.

MS. CAMPBELL:  There were a series of attachments to that.  So it is attachment 3.  You're telling me to go to page 10?

MR. LEAVITT:  In slide 10 of that are listed summary-level costs, in OM&A and capital.  So once again, this is a roll up to the board of directors, but in the number for 2008 of 1,584, that includes $118 million of OM&A for the project portfolio.

And the 186 for capital includes the 160 million dollar capital portfolio.

MS. CAMPBELL:  I thought it was 172 million.

MR. LEAVITT:  The other 12 million is included in the IMS portfolio, and I would have to direct you to the, I believe it is attachment 2 of the same exhibit, and slide number 5 in that exhibit.

You will see a capital expenditure of 20.3 in 2008.  And of that 20.3, $12 million is included as capital expenditure for IMS.

So the 12 million capital for IMS, and the 160 million for nuclear, gives us the 172 million project portfolio for capital.

MS. CAMPBELL:  So I just want to understand this.  Is this what the board of directors sees?  They see a rolled in lump sum.  Am I correct?  You said it goes rolled up to the board of directors.

MR. LEAVITT:  That's correct.

MS. CAMPBELL:  What, if anything, does the board of directors see in support of the 118 million or the 172 million capital?

What did they see to support that?

MR. LEAVITT:  Well, I guess in addition to the overall envelope, which is presented in this business plan, each BCS, each business case summary that is over $25 million is also independently approved by the board of directors, as well.  So they approved discrete projects above a materiality limit, as well as the overall envelope, and those are approved on an ongoing basis throughout the year.

MS. CAMPBELL:  So when you say $25 million are approved on a discrete basis, is that, for example, taken to the board of directors on a monthly basis?  Do we save up the $25 million-plus projects and take them up?  Or are they taken up on a special case basis?

MR. LEAVITT:  No.  I'm sorry.  What I meant to infer is that projects above a materiality limit of $25 million require board of directors' approval, by our organizational authority register.

So as these projects above that materiality limit come up for approval -- and that could be at any time during the year -- then they will be posted to an upcoming board meeting and represented there.

MS. CAMPBELL:  And I believe from the evidence that was given previously, that the $172 million that we are talking about on page 2, and that is rolled into the numbers on page 10, consists of, I believe it was 200 projects in total?

MR. LEAVITT:  I think that was an estimate.

MS. CAMPBELL:  It's an estimate.  We're not holding you to the estimate.  But none of those were of the 25 million or more category or were they?

MR. LEAVITT:  Some definitely would be.  I am not sure of the number.

MS. CAMPBELL:  So when this plan went up with this number, would the $25 million, would those projects that achieved materiality, were they broken out and the business case summaries provided along with this number?

MR. LEAVITT:  No, no.  They would be separate board meetings held throughout the year as the cost estimates were developed and as the business case was developed for that project.

So it's quite possible that the envelope would be approved in December and the specific business case would not be ready for board approval until February or May or sometime later in the year, as the business cases are generated.

MS. CAMPBELL:  So how is it that board of directors can draw comfort that the $172 million is warranted?

MR. LEAVITT:  Well, I guess I would suggest that this presentation, highly rolled up presentation that is given to the board is kind of the last step in the business planning process.  And long before this, management at levels lower down in the organization, are developing the project lists, working the prioritization scheme to select the right projects to the portfolio, and going for their approval at chief nuclear operator or officer level, and chief operating officer level, and up the line as the business plan process unfolds.


So there is ample opportunity at senior management levels, long before the last board meeting, to look at the discrete projects that make up the list, challenge their validity and endorse them to the board of directors.


MS. CAMPBELL:  And the board of directors, when they're reviewing the business case summaries for projects that are $25 million or more, would they see that project once or every time there was a draw-down?  They would just approve it once?


MR. LEAVITT:  No.  They would approve it every time there was a draw-down.


MS. CAMPBELL:  So let's talk about the process that leads up to the $172 million figure and the various approvals, because I must confess I have been somewhat confused, because the evidence suggests that there has been a significant change in the way that projects are managed at OPG.  And that, of course, is because of the statement that appears at the very, very end of the evidence that:   

"Significant improvements have been made to the project management process to reduce the variances due to project delays noted during the historic period."


So what I am trying to understand, and this is simply, you know, to go to the accuracy of the numbers that have been put forward in the application -- try to understand the process that does occur that arrives at that number.  


You have talked about the different processes and how the funding levels are developed, and the funding levels -- I take it when you're talking about the funding level, you are talking about telling the board of directors that $172 million is the appropriate amount that is needed for those capital projects for nuclear in the year 2008; am I correct?


MR. LEAVITT:  You are correct.


MS. CAMPBELL:  All right.  So the funding levels, the way you describe it, I would just like to go through this for a short period of time.


First of all, one query.  I notice that the numbers for 2008 and 2009 are identical, 172 million for capital and 118 for OM&A.


MR. LEAVITT:  That's correct.


MS. CAMPBELL:  All right.  First of all, it is not clear to me that 2009 was actually approved in the text, but it appears that it was discussed and approved in the business plan; am I correct?


MR. LEAVITT:  Yes.  Yes, it was.


MS. CAMPBELL:  All right.  Simply because the top of it, the top of -- the evidence says as part of the 2008 business planning process, it approved 290 in total, but it doesn't make reference to 2009, but yet the numbers for 2009 are in there.


Can you explain to me, before we get into the details, why the numbers are identical?


MR. LEAVITT:  Yes.  We sought to develop a standardized portfolio funding envelope that was consistent with both the doability of the organization and the ongoing needs for modification and project work.


We proposed that standard, and that is what is in use.  So it's identical, because that was our goal, to establish the right level of portfolio funding going forward.


MS. CAMPBELL:  And the $172 million for 2009, I take it that is a different mix of projects?


MR. LEAVITT:  It definitely would be a different mix of projects, but some of the -- some of it is known projects and some of it is projects still to be released, still to have funding allocated to them.


MS. CAMPBELL:  I am going to ask you some questions now about what appears to be the pre -- the different kind of project management that occurred before 2006.  And the reason that I want to ask questions about this is simply that based on the projects that OPG is involved in, numbers come into play different times -- through different periods, and that's because your project can take five years or six years, so money is constantly coming into play.


So it might have started in 2002, but there's still money coming in in 2009, and it's part of the capital budget that it comes in.


What happened pre 2006?  What was the project management process that was in place that you ended up changing?


MR. LEAVITT:  Well, pre 2006, at business planning time, there would, as there always is, be a list of potential projects to be placed into the business plan.


The previous practice was to take a shot at a cost estimate for all of those projects; regardless of the degree of engineering or analysis that had been done, was to come up with a cost estimate for those projects for entry into the business plan.


Our observation was that because the time hadn't been there to add quality to that estimate, more often than not it was a poor estimate, that once the project was fully developed and implemented, was seen to be quite poor or quite off, in terms of where the actuals actually landed for those projects.


What we sought to do was not provide a cost estimate for a project until at least some preliminary conceptual engineering had been done to help us determine what the project really was and what the costs really were going to be.


So that means we couldn't really assign a number for all of those potential projects on the list, you know, once a year at business planning time.


I guess at the same time as observing some fairly significant variances to our, I will call it, initial estimates pre 2006, we were also seeing that our ability to execute all of the work that had been budgeted into the portfolio was not there.


We were not spending to the degree that the budget had been provided, and a doability limit within the organization was the problem, not the funding.


So to tackle both of these items, what we chose to do was establish a funding envelope that was within the doability of the organization, and then, secondly, to develop a prioritization scheme to look at all of the projects, or potential projects, that were coming up for consideration and apply that standardized process across the suite of potential projects, and then select them to the portfolio.


I guess the final improvement would be that the estimates, the cost estimates for the projects, were only I'm going to say allowed into the portfolio after there had been a significant degree of preliminary engineering done so that we could actually see what the cost was likely to be.


So, as a result, what we ended up with was a portfolio that was, one, doable, comprised of projects that, two, were picked according to a standardized priority scheme, and, three, for whose estimates were more reliable, because we had taken the upfront time to put the knowledge into the cost estimate.


MS. CAMPBELL:  And this is all something that occurred after 2006?  It's going to be reflected in your 2007 numbers; am I correct?


MR. LEAVITT:  This took place at the very end of 2006 and early 2007.


MS. CAMPBELL:  So the numbers that have been put before the Board that are in the application, the 2007 are obviously actuals, but the 2008 and 2009 reflect this different process?


MR. LEAVITT:  They do.


MS. CAMPBELL:  It is anticipated that the forecasting, as a result of what actual costs would be, the forecasts -- the budget will have a much greater chance of reflecting the actuals than previously?


MR. LEAVITT:  That's correct.


MS. CAMPBELL:  So that's why, if you go to...


So, for example, sticking in the same exhibit, so I went to Exhibit D2, tab 1, schedule 1, table 3(a), and this is a comparison of capital expenditures, nuclear.


MR. LEAVITT:  Yes.


MS. CAMPBELL:  If I go and I just simply look at the numbers of total facility projects released, for example, the difference between the 2005 budget and the 2005 actual is quite significant.  We are talking instead of 205, it was 138.


If I skip over to 2006 actual, 2006 budget, we get a big variation there, also.  Are these the variations that you anticipate will no longer occur?


MR. LEAVITT:  They are.


MS. CAMPBELL:  All right.  So what you're saying -- and I just will continue on.  2007 actual, which is 186.5, if I go across -- sorry, if I go to the next page, 2007 budget is 199.3.  The 2007 actual is 186.

MR. LEAVITT:  That's correct --

MS. CAMPBELL:  So that, you're saying, reflects this new approach?

MR. LEAVITT:  Well, I think --

MS. CAMPBELL:  Or not?

MR. LEAVITT:  Well, it can't, because the 2007 business plan, of course, was prepared in 2006 before the new process was in place.

MS. CAMPBELL:  Oh, so it's simply luck that it was as close as it was?

MR. LEAVITT:  Well, nothing happens by luck.

MR. ARNONE:  No.

MR. LEAVITT:  But I --

MS. CAMPBELL:  It's not as bad as 2005 and 2006 look.  But my point on this, sir, is simply that the numbers that show up for 2008 planned and 2009 planned are based on the new estimate?  The new process, I apologize.

MR. LEAVITT:  They definitely are.

MS. CAMPBELL:  So the likelihood of their being accurate is increased?

MR. LEAVITT:  It is.

MS. CAMPBELL:  Significantly?

MR. LEAVITT:  Significantly.

MS. CAMPBELL:  The reason I am asking that is, of course, the Board has to rely upon the numbers that are contained in the application, and they need some comfort that there is some accuracy in the forecasting that is taking place.

MR. LEAVITT:  Yes.

MS. CAMPBELL:  Now, I would like to go back to page 2 at this time, and then I am going to spend a bit more time on some of the numbers.

There is explanation of how the funding level was developed.  I am on D2, tab 1, schedule 1, page 2.  The part that I am looking at starts at line 3, and it talks about:
"The funding level was developed in consideration of a number of factors.  Those factors are historical investment patterns, project execution capabilities, the potential beneficial impact of the improved project portfolio management processes -–"

which is, I think, what we were just discussing, sir.


MR. LEAVITT:  We --

MS. CAMPBELL:  Is that a reference to what we were just discussing?

MR. LEAVITT:  It is.  There are other improvements, as well, that are ongoing, that enter into this same phrase.

MS. CAMPBELL:  And you might as well tell us about them now.

MR. LEAVITT:  Mark, do you want to --

MR. ARNONE:  Yes.  I mentioned them earlier in terms of the execution of projects and the oversight that's provided of the portfolio.

So once we have the right projects on the list, as Mr. Leavitt spoke of, through that process, then the job turns over to the execution side where we provide the, if you will, project management institute, project management oversight of each of those projects in its execution.

At that time, is when we really provide significant levels of control to ensure that we come in at the dollar values, meet the schedules and provide the deliverables that were established.  And that has been part of an ongoing process that started back in 2006, did help significantly in bringing that, the difference that you spoke of, in terms of between plan and actuals in 2007.  And then the two processes combined will ensure that we have much better performance as we move into 2008 and 2009.

MS. CAMPBELL:  And then still staying with the list of factors:
"Project expenditures in the improved 2007 business plan versus project requirements identified during the 2008 business planning process -–"

And the last one is:
"High-level comparative data from other nuclear facilities."

And I just wanted to ask you a few questions to understand some of these factors.  

My first one relates to historical cost, historical investment patterns.  If a project is defined as a temporary unique endeavour, which it is in your evidence, why would you look at historical costs?

MR. LEAVITT:  Well, this is where we went to essentially look at the doability of the portfolio.

So we are looking --

MS. CAMPBELL:  Excuse me, you said doability a number of times.  When you say the doability of the portfolio, do you simply mean the ability of OPG to carry out the tasks that are in the portfolio?

MR. LEAVITT:  Yes.  Yes.

MS. CAMPBELL:  Okay.

MR. LEAVITT:  There are a number of factors that can affect that as well.  Some of it might be regulatory approvals, some of it might be material availability.  But built into the portfolio management process is an inherent doability limit that we sought to establish by looking at the historical spending patterns.  And that, the information on what we had spent in the past formed an opinion for us of what we could spend in the future.

MS. CAMPBELL:  There is also reference to the high-level comparative data from other nuclear utilities.  What is that?

MR. LEAVITT:  We used UECG data, which is a group that we use to benchmark with, and looked at the investment patterns of multi-unit nuclear sites in the US, just to gauge how much investment we might want to be thinking about on a per unit, per year basis.

MS. CAMPBELL:  And this would be accessed, you said, through EUCG?

MR. LEAVITT:  Yes, the Electrical Utility Cost Group has a website that is contributed by North American utilities.  We can extract spending data from that website to give us a look at North American benchmarks.

MS. CAMPBELL:  When you are looking at the benchmarks, sir, what are you looking for?  Guidance on how much a project costs?  Or whether your spending is comparable to others?

What is it you are looking for?

MR. LEAVITT:  In this case, in establishing the right size of the portfolio, what we were looking for was dollars spent per unit, per year, in projects on multi-unit nuclear sites.

MS. CAMPBELL:  But wouldn't the right size of the portfolio be dependent upon need?  In other words, the specific needs of OPG?

MR. LEAVITT:  Absolutely, it would.  And the phrase "project requirements identified during 2008 business planning process" really has us looking at the needs of the business.  That is one of the primary factors in determining portfolio size.

There is no sense in deciding on $290 million if there was, you know, really not the need of the business.

On the other hand, if the needs greatly exceeded that amount, that would have to be a dominant factor.

MS. CAMPBELL:  Now, one of the things that we have discussed previously and touched on were the actual business case summaries that are filed in support of the projects, and there has been reference to the fact that approximately, I believe, 27 or 28 have been attached as Appendix A to this actual section.

First of all, can I ask you, is this the template that has always been used or does this reflect post-2006 thinking?  Or has this not been altered at all?

MR. LEAVITT:  Sorry, could you just --

MR. PENNY:  I think maybe I will interject.

What I had said in my introductory remarks for the afternoon session, was that that particular list was developed in accordance with the Board's filing guidelines.  So it's not an OPG business process.  It's a regulatory process, those summaries.

MS. CAMPBELL:  Okay.

MR. RUPERT:  Just so I am clear, Ms. Campbell, I just want to make sure I am following here.  

If I recall this morning, I think, Mr. Penny, you said that these are called project summaries and they were developed, as you just said, for this process, as distinct from the business case summaries we sawed saw in the hydroelectric material?

MR. PENNY:  That's right.  And undertaking J.1 is to, as I said before, the reason that we didn't produce those like we did in hydro is just the sheer volume of them, whereas hydro, it is more manageable.  Nuclear is bigger, more projects.  But we have narrowed it down to this list.

MR. RUPERT:  Okay.

MS. CAMPBELL:  Thank you.

One of the questions that I wanted to ask you, actually, it doesn't matter whose template you are using or what it is, it has to do with the fact that there are variances.

One of the questions that I wanted to ask you about was the bottom, which talks about, if you look at the very bottom:
"Variance explanation if the variance is greater than 10 percent of the initial full release."

Now, is that -- what that means is that if it is greater than 10 percent of the total value of the project, then some explanation for the variance has to be placed upon the summary?

MR. ARNONE:  That's correct.

MS. CAMPBELL:  Is that something that OPG has normally done?

MR. ARNONE:  Yes.

MS. CAMPBELL:  Why was 10 percent chosen?  Why not a materiality level, like a fixed figure?

MR. ARNONE:  I believe in managing our projects, this again was specific for these summary tables, but in our internal management -- project management processes, depending on the size of the project, there would be a materiality limit that would be set, as well.


MS. CAMPBELL:  What would that limit be?  How would that be determined?


MR. ARNONE:  I'm sorry.  It would depend on the type of project, the size of the project, because oftentimes the materiality limit on a project of $500,000 wouldn't be enough to warrant the level of work in variance analysis.


MS. CAMPBELL:  One of the things that runs along the bottom of the page has to do with the different amounts that are slotted, so to speak, into the different years.


There is -- at D2, tab 1, schedule 2, table 1, there is an indication of in-service dates for the various projects, along with amounts that are released.


MR. ARNONE:  I'm sorry, could I get that reference again?


MS. CAMPBELL:  Certainly.  It's D2, tab 1, schedule 2, table 1.  When I was looking at this table and matching it up to the project summaries, I was a little puzzled, because I couldn't seem to make some of the numbers match with the numbers that went along the bottom.


So if you could turn to page 30 of the project summaries, this is the nuclear programs and training security fence project, and I am simply going to use this to try to understand the way that the releases are set up and the release dates to see if I understand how OPG plans the release of the funds.


If I look at page 30 and I look at the bottom, and then I look at -- and when I totalled that up, it looked like, by the end of 2008, about just under $36 million would be released.


But when I go to -- it turns out it is, I believe, line 23 on table 1.  That shows that 39.3 has already been released.


How are the funds are released?  What's the process that is followed for the release of the funds, because it appears that simply adding up the math doesn't quite do it?  Can you explain how it works?


MR. ARNONE:  Sure.  So in our process for business case summaries, we would add contingency into our business case summaries to address what are called unknown unknowns, or, for example, we know that there may be rework.  We don't know how much rework would be there, so we would have contingencies on particular items, or delivery dates of materials that we are not exactly certain when they may come into effect and so we would have to contingency in each of our releases, very specifically within our projects.


The number that you see in the table 1 - so in Exhibit D2, tab 1, schedule 2, table 1 - has the total dollar value, plus contingency; whereas when you would look at the same project in D2, tab 1, schedule 2, page 30, the numbers that are listed there are without contingency.  So we budget our projects without contingency.


MS. CAMPBELL:  Why would you budget without contingencies?


MR. ARNONE:  Our processes and the expectations that we have of our management of an entire portfolio draw us to -- some projects will come below their full release, some will come above, and we use that process to manage the work within the total envelope that's provided to us.


MS. CAMPBELL:  If I could just ask you to turn to page 29.  We discussed earlier the fact that some of the projects that were in this package had reflected some of the problems with the estimation previously.  If I look down, there is a variance of $7 million on a $21 million project, and there is an under-estimation of certain costs and the total difference is $8 million.


Is this one of those projects that won't happen in the future because of the new process that's in place?


MR. ARNONE:  Yes, it is.


MS. CAMPBELL:  I would like to go back and fill in some the blanks concerning the process that has been followed.  Certainly we're getting all of the -- or enough information on the business case summaries, but we're going to find out about profitability, index feasibility and things like that.


What I would like to understand, with some degree of detail, is the actual process that has been undertaken and that is undertaken to ensure as much accuracy as possible in the numbers that are forecast.


You have the five steps down, and the first one is project identification.  What I would like to understand, and some explanation of, is the actual role that the asset investment screening committee, which is first referenced on page 5, starting at line 13 -- exactly what role it plays going forward once a project has been initiated, and then defined.


What I don't understand is whether they are -- at what point they do become involved.  Do they become involved at project initiation, or later when it goes to project definition?


MR. LEAVITT:  Both, I would say.


When we're looking each year at where we would like to spend the conceptual funding for the development of new projects for the following business planning period, the asset investment screening committee is involved, at an early stage, to look at the potential new projects and assist in the challenge and selection of those potential new projects to get started, and a small amount of funding, conceptual funding, would go along with getting those projects going.


But the larger role of the asset investment screening committee is played once the cost estimates are established for the preferred alternative for a project.


And at that point, the business case for the project comes under challenge, everything from, What are you trying to accomplish with this project, what is the problem with the status quo, why can't we leave things the way they are, have you chosen the optimal alternative, what other alternatives did you think of before you picked this alternative, and can you show us that this truly yields a benefit to the company?


Those kind of questions are talked about in the senior forum of the asset investment screening committee.


MS. CAMPBELL:  And is there a materiality requirement before it goes to the asset committee; in other words, they only look at projects above a certain dollar value, or do they look at them all?


MR. LEAVITT:  The asset investment screening committee looks at all projects in the nuclear portfolio with one exception, and that exception is that each business unit is given what we call a minor modifications budget.  This is for modifications that typically fall below the $200,000 per unit materiality limit.


So that is money within the project portfolio that is not reviewed at asset investment screening.


MS. CAMPBELL:  And would I be accurate in stating that the board of directors relies upon the asset committee to screen and do the due diligence to ensure that the appropriate projects have been taken, and that they're adequately funded, and that they're necessary and that they are an efficient way to spend OPG's dollars, so to speak?


MR. LEAVITT:  The board of directors relies on the management team to manage the process.  The asset investment screening committee is one method that is used to manage that process.


It does not override the process of internal approvals through the organizational authority register that still routes a business case up to the required level of approval, including the board of directors, depending on the materiality of the case.


MS. CAMPBELL:  And what other reviews would be in place to ensure that the projects that are undertaken are necessary and efficient -- and use, as I say, the monies of OPG efficiently?


MR. LEAVITT:  Well, before a project gets to the asset investment screening committee, it actually goes through committees at the business unit, as well.  So there is a bit of screening earlier on in the process, if you will.  


The first step is called a site screening committee where ideas coming forward from equipment failures or system health reports or new initiatives, largely from the engineering organization are reviewed and screened at that point.

Just to, you know, challenge whether a project would be the best way to proceed with that initiative.

Following the site screening committee, there is a site project approvals committee that is chaired by the site vice president, and includes representation from the various workgroups in the site.

Again, this is a presentation of a potential project and a challenge by that committee at the site as to the  merits of that project.  Projects that make their way through the site approval committee are then submitted to asset investment screening for a final check.

MS. CAMPBELL:  And once it is approved by the asset screening committee, what's the next step?

MR. LEAVITT:  The asset investment screening committee essentially approves the routing of that business case summary for OAR approval.  So it doesn't supersede OAR approval, but it is a necessary gate to put a business case summary into approval, appropriate for its materiality.

MS. CAMPBELL:  And OAR is an acronym for what?

MR. LEAVITT:  Sorry.  Organizational authority register.

MS. CAMPBELL:  Thank you.

I would like to ask you what happens when there turns out to be a difference between what was approved and actually what is spent.

This was prompted by page 12.  This will make more sense when I actually have you turn to page 12 and go to line 21 to 24.  This is period-over-period changes in the test period, and I am looking at 2008 planned versus 2007 actual:
"The decrease in planned spending in 2008 compared with 2007 actual is a result of reducing project portfolio capital to the board of directors approved level of 172 million."

That suggests to me that at some point it was above what was approved.

MR. LEAVITT:  No.  What's meant to be implied is that the funding envelope was deliberately reduced and then approved by the board.

MS. CAMPBELL:  I see.  What happens if the board approves the $172 million and then, for various reasons, partway through the year, various things occur, and that budget either needs to be increased or decreased?

I take it it is taken back before the board for consideration and approval?

MR. LEAVITT:  Expenditures below budget are reflected in cost projections, typically taken up once per quarter, and would disclose any under-expenditures and under-forecasts for the year.

In the case of over-expenditures, no project is allowed to spend over its release, but if a project looks like it is tending to spend over the released amount, a superseding BCS would be prepared and routed through all of the previous gates we talked about to ensure that adequate approvals were obtained before the over-expenditure was incurred.

MS. CAMPBELL:  I would like to move to refurbishment.  The first thing I would like to do is ask a question concerning an answer to an undertaking that was given -- I'm sorry, if you could just wait a second.  Of course you're not going anywhere, are you?  If you could just wait a second while I find the piece of paper that is currently eluding me.

I'm sorry.  I was confused myself by being somewhat organized and clipping everything together.  I'm not going to do that again.

What I am looking at, and the question I have for you, is an answer to an undertaking.  It's J2.6, and this was a question that was asked previously about what was subject to 6(2)(4)(i).  By that I mean, 6(2)(4)(i) of regulation 53/05.

Specifically, the answer was -- that I am interested in exploring just a little bit with you is there's one nuclear capital project that falls under that particular section of the regulation, which is the Pickering B refurbishment.  The last line states that:
"There are non-capital costs associated with these projects that fall under O. Reg. 53/05."

My question, Mr. Penny, is:  The non-capital costs, have they been outlined?  They're in the materials that have been filed?

MR. PENNY:  Yes.  If you turn, that's back at page 4 of the bundle, where you've got the project OM&A.

MS. CAMPBELL:  Thank you.

MR. PENNY:  And, sorry, and the base OM&A.

MS. CAMPBELL:  Okay.

The other thing that is referred to in the regulation that no one has addressed, which is the capital, we talked about capital.  We talked about non-capital costs.  There is also reference to "firm financial commitments".  I am wondering if OPG has a definition of "firm financial commitments".


MR. PENNY:  Well, I am not sure if we do or don't, but we're not seeking any relief under that particular category in this case, so --

MS. CAMPBELL:  With regard to Pickering refurbishment or with regard to anything?

MR. PENNY:  With regard to anything, but specifically Pickering B.  But with regard to anything. 

MS. CAMPBELL:  Okay, because I wanted to know --

MR. PENNY:  So the amounts we're seeking are not -- I think the concept was "firm financial commitments" took you beyond just things you actually did, but things you may have committed to, but there aren't any of those in this case.  So we are not seeking relief under that extended view of possible protection.  So we're not invoking that for anything.

MS. CAMPBELL:  Thank you.

We discussed, this morning, the fact that Pickering B has been put off until at least no later, the decision -- no later than early 2009.

I have a question for you that relates to the way in which Pickering is shown in, first of all, the business plan.  You excerpted the section on the PB refurbishment project.  You put it in the little bundle that you handed around this morning, and it's page 11.
I'm so sorry.  For some reason, this afternoon I've just not had enough caffeine.  If I could ask you to go to D2, tab 1, schedule page 6.


If I look on chart 2, which is Pickering B refurbishment costs, what I notice on page 11 of the business plan that was approved is that they approved the expenditure of funds in both 2008 and 2009, but when I look at chart 2, which was -- which indicates nothing is approved for 2008 at all.  


So I take it, between the time that this was approved in December 2000 and the filing in March 2008, the update, that there was an agreement that the funds approved for 2008 would be put into 2009?


MS. SWAMI:  That's correct.  It was a recognition that the decision would not be made until later, and, therefore, the funds would not be spent in 2008, but would move into the 2009 budget year.


MS. CAMPBELL:  And when something like that happens so that the board of directors approves the expenditure of $30 million in 2008 - they have approved this line in the business plan - I take it that at the time that the board makes the decision to put off the approval or the consideration of the Pickering B plan, that the minutes of that particular meeting would reflect the decision to put all of the funds into 2009?


MS. SWAMI:  It's inherent in the decision that the refurbishment was not approved in early 2008, that the funds would have to move into 2009 after approval, if that was the final decision of the board.


MS. CAMPBELL:  Just staying with the idea of business minutes, I am assuming that all of the approvals that are contained for the amounts that we're discussing here, when it says the board approved, that there are minutes that reflect that approval for each of the sums, or is it they simply approve the business plan with no specific reference to the sums?


MS. SWAMI:  They would follow the normal process for approving the business plan, and then subsequent meetings with the nuclear generation projects committee of the board, which is a special projects committee that was set up to look at these major projects for new nuclear, as well as refurbishment, would be kept apprised of all of the information as we gathered it, and would be provided an opportunity to redirect or provide input to us as we move forward.


So we report regularly to that board committee, and all of this information would be disclosed to them.


MS. CAMPBELL:  One of the things that we were discussing about Pickering B was the fact that there won't be this decision until early 2009.  However, the board has approved a budget for a project they have not yet approved?


MS. SWAMI:  That's correct.


MS. CAMPBELL:  Okay.  Are there any other projects that are put forward by OPG in this application for which project budgets have been approved, but the project has not been approved?


[Witness panel confers]


MR. LEAVITT:  I am not sure if this is in the spirit of the question you have asked, but I will offer an answer here for the portfolio, in general.


There is a budget of money called conceptual funding that is about a million dollars this year.  That is reserved to seed funding for new project ideas, basically allocated at, say, $50,000 per potential project, that is used to do some conceptual work, conceptual engineering to see if there is even a project there, to see if a project solution is appropriate for the issue at hand.


It is not a project yet.  In fact, some of them never become projects, because the answer is something other than a project, but there is a bit of money budgeted for and spent each year on potential projects that seeds them essentially to become approved in the future as projects.


Is that in line with what you are asking?


MS. CAMPBELL:  So what you're talking about is there's an existence of $1 million fund, for people who have a great idea, to try to persuade someone to give them some of that money so they can work it up into something?


MR. LEAVITT:  Well, there is a lot of people to convince that it is a great idea before they get any of that conceptual funding, but if they make it through a few of those gates, one of them being the project approval committee that is chaired by the site VP, then, yes, then that funding would be available to procure preliminary estimates and look at alternative solutions.


MS. CAMPBELL:  So there are no other projects that have a discrete budget assigned to them --


MR. LEAVITT:  No.


MS. CAMPBELL:  -- and have not been approved?


MR. LEAVITT:  No.


MS. CAMPBELL:  All right.  So there is no other Pickering B out there?  Pickering B, of course, is unique in its own way, but what I am looking for is a project that has a budget assigned to it that has not yet had project approval.  And aside from the fund that you told me about, there are no other such projects?


MR. LEAVITT:  No.  None that we know of, no.


MS. CHAPLIN:  I just have to ask a clarifying question, Mr. Leavitt.  I guess a project that would fit the category that Ms. Campbell has described would be one that was -- for example, that would require OPG board approval, would be a project over $25 million that perhaps was making its initial appearance in the 2008 business plan, so it would be within the portfolio envelope, but had not yet -- because I believe earlier you described that there might be a project in the portfolio envelope that, if you hadn't done the detailed business case summary, it might not yet have gone through the specific project approvals until later in the year.


You used the example of getting those cost estimates in February or some of the -- the sort of following years.


Is it possible that there could be projects in that category, but there just aren't this year?


MR. LEAVITT:  Not really, no.  If it hasn't had any form of release through either a developmental BCS, or partial BCS or a full release BCS, if it's had none of those, then it is really still in the to be listed -- to be allocated portion of the business plan, with no funding assigned.


So we like to see something of a BCS approved, even if it is just an early stage developmental BCS, before we call that project part of the portfolio, because each one of those BCSs, whether they're developmental, partial or full, do have to give an indication of the total project cost in them.


So it gets better as the business case is refined to a full release, but they all have a total project cost that is then usable in the business planning process.


But until then, there really isn't -- this is we're getting better than we used to be.  We won't let numbers into the overall portfolio estimate if it hasn't had some work done to validate those numbers as a reliable estimate.


MS. CHAPLIN:  Okay, thank you.


MS. CAMPBELL:  Thank you.


Just getting back to the whole idea of the portfolio budget, one of the things that struck me is that we have $172 million set aside -- projected, shall we say, to be spent in 2008 and again in 2009, if the $172 million is not required.  So if you under-spend, it is $162 million, what happens to the 10 million?


MR. LEAVITT:  Well, we would start disclosing that it didn't look like we were going to spend the full budget at quarter forecast, each quarter.  So as soon as it started to appear, reports would be generated as per process, and it would start to be revealed that there's some budget money here that doesn't look like it's going to be spent.


These reports go to the senior levels of the company.  It may be decided to use that money, you know, elsewhere if there's another push, or it may be decided just to run with the under-variance, or whatever else might be decided, but the disclosure of the under-spend would start as soon as it started to be experienced.

MS. CAMPBELL:  Would there be any attempt by those who perhaps have an interest in that portfolio in trying to come up with another way to use the excess?  In other words, find another project?

MR. LEAVITT:  Well, I would say that portfolio managers such as myself are not out shaking the trees for new project ideas to use up the money.  But unfortunately, there is always a list of potential projects on the portfolio.

So are there other opportunities to use the money that was approved by the board of directors in the portfolio envelope?  Yes, there are other opportunities, and yes, we are authorized to do that.

MS. CAMPBELL:  We're about halfway through 2008 and you said that there are quarterly reports made on progress.

How are you doing with regard to your budget forecast for 2008, the $172 million?  Where are you with that now?

MR. LEAVITT:  We currently are over-projected 
$5 million in the OM&A portfolio, and we are over-projected about $15 million in the capital portfolio.

MS. CAMPBELL:  Can you explain why that has happened?  What do you think the result of the --

MR. LEAVITT:  We had two events happen that introduced portfolio costs in 2008 that were not foreseen at the beginning of the year.

One of them is a security project that I can't speak to in detail at this time.  Another one has to do with the Pickering B unit 7 outage currently underway, and an issue that has to be addressed immediately on that outage.

MS. CAMPBELL:  I notice, Mr. Chair, it is five after three.  Would it be an appropriate time to take the afternoon break?

MR. KAISER:  Yes.  Thank you.  20 minutes.

--- Recess taken at 3:06 p.m.


--- Upon resuming at 3:32 p.m.


MR. KAISER:  Please be seated.


Ms. Campbell.


MS. CAMPBELL:  Thank you, Mr. Chair.


I have a few questions that have to do with -- yes.

Procedural matters:


MR. PENNY:  Sorry, Ms. Campbell.  Mr. Chairman, if I may, just by way of one preliminary matter, and I could I guess do this in re-examination, but it strikes me that it might be more helpful if Mr. Leavitt addressed the issue now.


I think there was -- Mr. Leavitt felt there may have been some lack of communication around this question of board approval and subsequent approvals that may have been required, I think, perhaps arising out of Ms. Chaplin's questions.


MS. CAMPBELL:  Oh.


MR. PENNY:  I was going to suggest that we could perhaps give Mr. Leavitt the opportunity to add some clarity to that that he seemed to want to add.  If you have further follow-up questions, they could be dealt with now as opposed to dealing with it at the end of re-examination where you would not have that opportunity.


MR. KAISER:  All right.  That's fine.  Please go ahead.


MR. LEAVITT:  If I could draw your attention to Exhibit D2, tab 1, schedule 1, table 1, what I would like to do is run through the various elements of approval, in terms of the categories of cost that are reflected in this table.


I think it should help to clarify where we stand with respect to the overall approvals.


If you would allow me, I will run through the 2008 numbers in table 1 at the various levels of segregation here.  So facility projects to be released for 2008 sits at $144.0 million.  So what this number reflects is the total amount, fully approved funding, through BCSs.  The number underneath that, facility projects to be released, reflects funding that hasn't been approved yet, but has been included as part of the total project estimate in either a developmental or a partial BCS.


So these are BCSs that come along before the full release BCS.  They're only asking for their little bit, but they do give an indication of the total project cost.  And some thought has been put into that total project cost, so we use that number.  It's not an approved number yet, but it's a fairly reliable estimate, so we like to use it in business planning.  


That's what facility planning projects to be released indicates.  The contingency line across all years is zero.


Then the last category, "listed work to be released", this is the remainder of the money.  After looking at the total portfolio envelope and taking off the released projects and also those projects that are to be released eventually with a full release BCS in that year, then this is what is left for the listed projects.


Now, often with a listed project, we don't even think of it as a project yet.  We tend to call them potential projects.  Sometimes there is no more than a title and an issue statement; no indication of what the final solution will be.  But, nevertheless, that's the group where some conceptual funding might be allocated to arrive at a project solution in that given year.  


And you can see now, in this case, the negative 2.4 in fact represents that someone has -- a few estimates for that money.  In fact, we're going a little bit over-budget at least in the intent, but there is no release associated with it and no approval of any budget over the 172 million that you will see summarized in row 12.


Does that help any with respect to the different approvals?


MS. CAMPBELL:  So when you say that it is not fully approved, do you mean that the board hasn't approved that yet?


MR. LEAVITT:  It isn't the board that has to approve the BCS in all cases.  Only those BCSs that are over $25 million in total cost need to go to the board.  Some of them, under 5 million, just really need to go to local line management for approval.


What it means is it hasn't achieved that final level of approval as required by the organizational authority register.


MS. CAMPBELL:  But if I look at line 12, 172 is the amount that was approved by the board.


MR. LEAVITT:  Yes.  So the envelope --


MS. CAMPBELL:  The envelope is approved by the board, but the individual dollars that make up the envelope have to go through another process of approval, is what you're saying?


MR. LEAVITT:  Yes, they do.  Yes, the individual business case summaries for each project will need to be routed to that level of authority that is appropriate for the materiality of the project.


If it's over $25 million, it will go to the board.  If it's a $15 million project, it will go to the chief nuclear officer.  Five-million-dollar projects can be approved locally.


MS. CAMPBELL:  So the portfolio budget is really the board is accepting the number, only, but not necessarily any of the projects that make up the number, unless the projects are $25 million or more?


MR. LEAVITT:  That's correct, the number and the management process that prioritizes and builds the portfolio and manages it through to completion.


MS. CAMPBELL:  Okay.  I think we can leave that for right now.


MR. LEAVITT:  Okay.


MS. CAMPBELL:  I am going to move to something somewhat slightly simpler.  Perhaps I might revisit what you just said, but right now I would just like to move to clean off -- or to finish off, rather, Pickering.


What I have put on the Board members' dais, and I had a handful of copies of this, but it is simply what's called table 3.  It is taken from F2, tab 2, schedule 1, table 3, and it is titled "Total work program regular headcount or FTEs".


My question simply has to do with the breakout of the Pickering B staff, the FTEs in here that relate to the refurbishment program, which now may or may not occur in 2009.


My understanding is that they would be found in line 36, because refurbishment is part of generation development; am I correct?


MS. SWAMI:  That is correct.


MS. CAMPBELL:  All right.  And so if I go across and I come to line -- sorry, go across line 36 to 2009 plan, there is a number of 199.  Would I be correct that included in the 199 would be those who would work on the Pickering B refurbishment, should it go ahead?


MS. SWAMI:  I don't have the breakdown of the staff that would work on nuclear generation new build versus Darlington refurbishment versus the Pickering B refurbishment projects.


Essentially, the increased staff levels that you see here are primarily driven by the new nuclear generation project.  The staff that we currently have working on the Pickering B refurbishment will transfer on to the Darlington refurbishment phase 1, and, as we go forward, there will be additional staffing requirements, et cetera, as we go through the release of staffing.


I can't estimate, within the 199, how many of those would be for Pickering B alone.


MS. CAMPBELL:  Those who would be assigned to work for Pickering B, would they be contract or permanent?


MS. SWAMI:  We have both contractors and consultants working on the projects, as well as internal staff, and essentially for our current programs, which is just the phase 1 portion of the work, the refurbishment staff, we have -- about 60 percent of the staff are full-time OPG employees and about 40 percent are consultants.


MS. CAMPBELL:  So when you say the refurbishment staff, these are individuals who could work on Pickering or Darlington?


MS. SWAMI:  That's correct.  They're working on the phase 1 work program.


MS. CAMPBELL:  Okay.  And if Pickering doesn't go ahead, they will simply be reassigned to Darlington; is that it?


MS. SWAMI:  Currently the plan is that the staff will be reassigned to the Darlington work program.


MS. CAMPBELL:  The 60 percent that are permanent who are assigned to refurbishment?


MS. SWAMI:  Correct.  That's correct.


MS. CAMPBELL:  The 40 percent contract will simply not have their contract renewed?  There won't be a need?


MS. SWAMI:  Potentially, that could be the way that is managed.


MS. CAMPBELL:  All right.  Am I correct that the 2008 numbers would not -- would -- I'm sorry, would reflect the Pickering B phase 1 -- would include Pickering B phase 1 employees?


MS. SWAMI:  Yes.


MS. CAMPBELL:  Those who were working on these --

MS. SWAMI:  Yes.  Yes, it would.

MS. CAMPBELL:  All right.  What I would like to turn to now is new build.

That would be D2-T1-S3, pages 7 to 10.

The single chart that deals with new build is on page 10, which is chart number 4, and the business plan line that relates to it was put forward in the bundle that you placed in front of us this morning, and that's K6.1, and that would be on page 12.

Now, I am correct that the new build is somewhat different than the other projects we have been talking about, because it's the result of a government directive from June 2006?

MS. SWAMI:  That's correct.

MS. CAMPBELL:  All right.  If I look at page 12 of the new nuclear development project -- this is taken from the business plan and the business plan would have been the 2008-2010 nuclear generation development and services business plan which is L4-2, attachment 2 -- we talked about the process of getting numbers in front of the board of directors previously, concerning capital projects and OM&A projects.

What process is followed to get these numbers in front of the board?  What is the process that you go through to come up with these numbers?

MS. SWAMI:  These numbers initially were estimated by nuclear generation development, based on the expected work program, and that is defined in the evidence, if you go back to page 7 and just reading through some of the items that were to be completed, evaluating possible technologies, selecting a preferred alternative –- I'm on, I'm sorry, line 23 of page 7.

Just going through a number of items there of work that needed to be completed, our staff estimated the amount of work that would be required to be completed, and developed the budget for the forward years based on the work that we understood at the time.

The information was then put into the business planning process per the business plan instructions that were provided, and would have been reviewed at the nuclear executive committee, the executive committee, and eventually with the board of directors as per the normal process.

MS. CAMPBELL:  I can see by looking at the entries for 2006 or the entry for 2006 that a nominal sum of money was spent in 2006, $300,000.

When I look at the text, and you explained what you did starting in 2006, it's the bottom of page 8 and it is lines 28 to 31, and it says, the first thing is:
"Retaining staff and consulting support for the new nuclear project."

What staff and what consulting support would you have retained?

MS. SWAMI:  The staff of one individual was hired, dedicated entirely to the new nuclear project.  Their work was to complete the preparation of the initial site preparation licence application.  That work was completed.

There was a limited amount of consultant support for that work, and we also did the public consultation later that year, in which a number of staff were involved with preparation of materials and, of course, the costs associated of being in the community, rental of equipment, et cetera.

MS. CAMPBELL:  Now, in 2007, the costs increased sharply to $12 million.  2007 is also the year that there was a submission to the Canadian Nuclear Safety Commission.

I am not going to go through this, but I didn't see any other evidence filed, aside from the three-and-a-half pages of text, to support the expenditures that have been made thus far.

So I thought that it would be appropriate to just indicate what an awful lot of time and money was spent on by filing this, and then just talking about the costs that surround it and what this signifies and what's going to come as a result of it.

What I am talking about is a publication entitled:  "Project description for the site preparation, construction and operation of the Darlington B nuclear generating station, environmental assessment, submitted to the Canadian Nuclear Safety Commission by OPG on April 12th, 2007."

[Ms. Campbell passes out document.]

MS. CAMPBELL:  You've got your own copy?

MS. SWAMI:  I have colour copies, if that is helpful.

MS. CAMPBELL:  Aren't you wonderful?  Thank you so much.  Would you prefer colour copies?

MR. KAISER:  Of course.

MS. CAMPBELL:  I thought so.  I thought so.  Oh, would you like a colour copy, Mr. Rupert.  I'm sorry.  This feels like Christmas, doesn't it?

I take it that you have your own copy?

MR. PENNY:  Black and white is fine.

MS. CAMPBELL:  You're slumming, aren't you?  Oh, okay.  Well, thank you very much.  After all of that, I will give you a black and white copy.  Did you get one.  All right.

MR. BATTISTA:  We will give that exhibit number K6.4.  

It will be characterized as the project description for the site preparation, construction and operation of the Darlington B nuclear generating station, environmental assessment.  April 12, 2007.
EXHIBIT NO. K6.4:  Project description for the site preparation, construction and operation of the Darlington B nuclear generating station, environmental assessment, dated April 12, 2007.


MS. CAMPBELL:  The description of what was done in 2007, of which this was a very significant part, obviously, page 9 of the evidence, there are three headings, starting at line 5.  It says, "The work undertaken in 2007 included..."; then at line 7, "EA", which are environmental assessment activities.  Line 13, "Governmental licence permit and authorization activities"; 15, "Technological assessment activities."

I was wondering if you, first of all, could give us an overview of the work that was taken in 2007 with a view to explaining ultimately the costs that were expended of $12 million.

MS. SWAMI:  Okay, I think I will do my best to describe the work.

When we started the project, the environmental assessment project for Darlington, we had a number of decisions that needed to be made in terms of what the actual project would entail.

Some of those -- and as described in this document, were what would be the total number of installed megawatts that we would consider for this environmental assessment?  How would we describe the various technologies that are required to be described as part of the project?

So those are a number of fairly large decisions that needed to be done, so this document provides an overview of those types of issues.  And as we went through this process, we identified nine potential technologies that could be deployed in Ontario.  We needed to describe all of those.  We describe an overall timeline for the implementation of new nuclear.

So there was a number of activities that we needed to undertake, just to be able to, at a very high level, describe what the new nuclear project would be.

Once we understood that, we also had to have a preliminary view of what the interaction of this project would have with the environment, so we set about to try and describe that at a high level.

At the same time, and not as part of this particular document, we began what we called baseline studies.  But before we could initiate what those studies should be, we had to have a clear understanding of what we already knew about the Darlington site.  Obviously, we have been operating at that facility for a number of years, so we have some understanding of environmental data at the site.


We needed to expand our understanding of what we knew today versus what we would need in order to meet the requirements of the Canadian Environmental Assessment Agency, as well as the Canadian Nuclear Safety Commission.  So we did what we called a gap analysis.


That took a number of months for each of the about 15 different technical topic areas.  And as we defined that, we then entered into additional contracts and work scope to go through the actual gathering of data and a better understanding of what the current baseline environment was.


At the same time, we had to get a better definition of what the project would actually entail, so we entered into what was called a site option study.  This was looking at the various options we would have at Darlington that would allow us to deploy a nuclear plant.


It would involve things such as what type of sewage upgrades would be required, if there was additional road works from, say, 401, access way to the site, new roads that would be required on site.  So a number of other major infrastructure changes that would be required at the Darlington site.


Of course, as part of any environmental assessment, there is a significant amount of public consultation, and so we had to enter into a program of defining what this project was so that the local communities in the regional study area could have a better understanding of the project itself and many of the options that we have associated with this particular project.


All of that work began in 2007, and of course continues today.


At the same time, as part of the licensing process, we had to have a fairly good understanding of what the requirements were for licensing a new nuclear plant.  So we did some benchmarking with other jurisdictions on what their requirements are for licensing at the federal level, so that is from the Nuclear Safety Commission perspective.


We also identified all of the other potential permits at a provincial or municipal level that would be required to be sought in this project, and defined the work program associated with that, so that we could begin actually better defining how we would submit those applications and the work required for that work, as well.


So all of that work took place.  We also were asked by the government to support the technology assessment work that took place towards the end of last year.  And in consultation with Bruce Power, there was an assessment of all of the nine technologies that I referenced earlier, and there was a detailed assessment for a variety of components of the technology, ranging from the safety aspects, to the potential socioeconomic impacts, to the number of staffing required and future supporting activities that we would expect.  And that work was completed at the end of 2007.


MS. CAMPBELL:  Now, the people who would do this work, are they primarily employees of OPG, or are they new hires that were hired on in 2007 to do this work?


MS. SWAMI:  The work was done by existing employees, as well as augmented staff or contractors, consultants who had experience in the nuclear business; worked well as a team together, so couldn't distinguish between the contractors, consultants versus the OPG staff.  And each one had a particular area of expertise that they applied to the assessment of the technologies.


MS. CAMPBELL:  Okay.  Would the greater part -- I misspoke when I said 12 million.  That's what the board approved, but if I look at the chart that breaks down, it was 11.2 million was spent actually on new build in 2007.


So the 11.2, the greater part of those monies were spent on the consultants and preparing the materials that generated the report that I filed, and then all of the other -- the other steps that you spoke of as being taken related to site preparation, and things like that, and evaluation of technology?


MS. SWAMI:  Certainly the bulk of the spending was in the EA and licensing framework as opposed to the technology assessment framework.


I would just say that this report is only one part of the large number of products that I described.  So this report isn't an $11.2 million report.


MS. CAMPBELL:  Well, you never know these days, especially when it comes in colour, but it was the only one that I could find on your website.


MS. SWAMI:  That's correct.  The work is still ongoing.


MS. CAMPBELL:  And the work is still ongoing.  There is reference -- if I go immediately under where we were just reading, line 19, it says:

"The funding requirements and key deliverables were reviewed and further refined in the 2008-2010 business plan.  Some of the drivers for revising the work schedule and cost estimates were the federal approvals process, available technology and experience in other countries that are also engaged in the development of new nuclear power generation."


Can you explain, first of all, which funding requirements, which key deliverables, were reviewed, and when you say "further refined" what does that mean?


MS. SWAMI:  So as we worked through 2007, we gained a lot of experience about the federal approvals process.  The Canadian Nuclear Safety Commission was going through a process of refining their requirements.  They issued a number of documents which applied to new nuclear, as those -- those were issued in draft in 2007, and, as we received those documents, we reviewed them and provided comments to the Safety Commission, but we also took that into consideration as work that we might be required to do and factored that into our plans and schedules going forward.


So that's an example of something that we learned during the year to help us understand what our plans would be.


MS. CAMPBELL:  Now, it says, "some of the drivers for revising the work schedule and cost estimates..."  What revisions to the cost estimates took place?  What is that reference to?


MS. SWAMI:  So that, again, in some cases, as an example, we would have to do additional studies that we had not originally planned to do.  So that would add to our cost estimate.


On the other hand, there may have been work that we thought we were going to be responsive to, and, as time went on, we realized that that would not be OPG's responsibility, and, therefore, we made changes to the schedule and to the expectation of the work program.


MS. CAMPBELL:  And so those various factors that we have just been discussing, those are reflected in the numbers that appear for 2008 and 2009?


MS. SWAMI:  That's correct.


MS. CAMPBELL:  All right.  So those were the factors that assisted you in providing -- getting an estimate together that you could actually provide to the board?


MS. SWAMI:  That's correct.  I would just say that there's still a large uncertainty.  As I mentioned earlier this morning, if I look at the numbers of 75.4 and 67.2 that were predicted or forecast for 2008 and 2009, there is still a large amount of uncertainty with respect to this project.  And as decisions are made or new information is made available to us, we factor that in, and, again, revise the work program to meet those requirements or remove work.


As an example of that, the original plan was that OPG would be managing the RFP process for new nuclear.  That was our initial estimate in 2007.  And, of course, that changed this year with the IO process that was announced by the government.


So that needs to be factored in and will likely reduce some of the expenditures in 2008.


MS. CAMPBELL:  Okay.  What is an IO process?


MS. SWAMI:  I'm sorry, Infrastructure Ontario has been asked by the province to initiate a request for proposal for new nuclear for deployment in Ontario, and Infrastructure Ontario is leading that process, with support from Ontario Power Generation and Bruce Power.


MS. CAMPBELL:  That's a somewhat different scenario than initially had been understood?


MS. SWAMI:  We had put together our plans based on what we expected would happen, and the government then announced their plans and, of course, we now need to factor that into our current forecast.


MS. CAMPBELL:  So what is it that you think you will be doing in 2008, based on your understanding of things as they stand today?


MS. SWAMI:  Well, given that the province has recently, through the media, announced that they will be making a decision with regard to a potential site in Ontario for new nuclear, we await that decision to fully understand what the work program will be.

We understand that will take place sometime, I guess, in June.  I forget that the month changed, but this month we will await that decision to make further predictions on what the work program would be.

However, we will continue at this point with the federal approvals process.

MS. CAMPBELL:  Okay.  So the number that you have for 2008, I believe that from April 1st on, the number is now 54.2?  I believe.

MS. SWAMI:  I think -- just one minute.  I think it was 56.5.

MS. CAMPBELL:  56.5.  We're approximately halfway through 2008.  Where are you with regard to the spending?

MS. SWAMI:  We are currently, for new nuclear, we are currently under-spent and this is a reflection of the fact that we are not leading through the RFP process at this particular point in time.

MS. CAMPBELL:  What work would do you anticipate doing through the rest of 2008?

MS. SWAMI:  We will continue the federal approvals process, as I mentioned, which is both part of the licensing at this point in time, and we will await further guidance and direction on the actual site selection, and OPG will continue to support the Infrastructure Ontario process through the end of the year when they anticipate having a preferred vendor selected.

MS. CAMPBELL:  When you say that you are currently under-spending, because of developments that have occurred recently, do you anticipate that you will -- you anticipate that, obviously, once the decision is made in June, the number could go up significantly, or continue to go down?

MS. SWAMI:  I would be speculating on what the decision actually is.

It will depend on what the decision is, what the impact would be, and what we have requested for approval here is a variance account which would record any differences between our current forecast and what we actually would spend during the test period.

MS. CAMPBELL:  So when you made a list at the bottom of Page 9 of the things that you thought would be done in 2008?

MS. SWAMI:  Yes.

MS. CAMPBELL:  Which is the completion of the environmental assessment baseline study and the preparation of draft environmental assessment guidelines and terms of reference, and the completion of the site evaluation.

Do you still anticipate doing those things or are they all on hold?

MS. SWAMI:  I would just, for the record, like to correct two items here.

MS. CAMPBELL:  Yes.

MS. SWAMI:  Completion of the environmental assessment baseline study is on track for this year.

Preparation of draft environmental assessment guidelines and terms of reference, that is work that is completed by the Canadian Nuclear Safety Commission.  We would anticipate that they would issue that for public review and comment.

We will provide comments to those documents.

And then the next line, line 28, where it says:  "Preparation of final environmental assessment guidelines and terms of reference," again, that would be issued by the federal regulators.  If I misspoke earlier, it would be issued by the Canadian Environmental Assessment Agency, and they will issue -- will be issued final, eventually, through the Minister of Environment.

The site evaluation completion is on track for this year, and we are working now on developing what will be included in the preliminary construction application for submission in 2009.

  On the next page, line 1 is: "Final site preparation licence application submission."  Again, we are working through the details of that work program and plan to submit that in 2009.

There has been a slight change in the expectation from the regulator, recently issued in both the Bruce guidelines and work that was provided through the federal authorities, that the site preparation licence will be submitted at the same time as the environmental impact statement.  Both are currently scheduled by OPG to be submitted in 2009.

And the various procurement planning activities such as vendor assessment and selection, that is the work that's most impacted by the change on the Infrastructure Ontario process, which will -- of course, OPG continues to support that process on an ongoing basis and will continue to do so for the rest of the year.

MS. CAMPBELL:  So the variances that are occurring, the difference between what you thought was going to happen and what will be happening, I take it you are booking those into the variance account that was established?

MS. SWAMI:  I am looking to my experts.  I think 
that -–

MS. CAMPBELL:  I'm assuming --


MS. SWAMI:  I am not sure of the accounting treatment of that, and therefore, I would have to defer to the next panel.

MR. PENNY:  That would be the variance account panel that deals with the actual accounting, for entries into that account.

MS. CAMPBELL:  Thank you.

For 2009, you just discussed what will happen in 2009 and the number for 2009 is 67.2 million.

MS. SWAMI:  Mm-hmm.

MS. CAMPBELL:  The 67.2 million is based upon the carrying out of various tasks that you just described to me for 2009.

At this point, do you anticipate continuing to go forward with those?

MS. SWAMI:  The tasks that I described are the tasks that are currently underway.  There is additional work that I did not describe, which is the beginning of the construction and operational readiness phase of the project, and should Darlington be selected as the site going forward, OPG would need to begin ramping up, if you would, to begin the management of the construction, and then eventually being ready for the operational phase.

So a number of the work program areas there have been defined, but have not been executed pending any decisions by the government.

MS. CAMPBELL:  Is it possible for OPG to provide a breakdown of the costs for 2008 and 2009, so that there's some understanding of what task takes what amount of money?  Because right now they're just large lump sums, and there is no ability to understand how those numbers relate to what you have been discussing.

MS. SWAMI:  Sure.  We have information which segregates out the information between the EA and licensing work program areas, the procurement process work program areas, and then gets into the construction and operational readiness work program areas, and of course project management is a key part of this project.

That information is available, and I will leave that to Mr. Penny.

MR. PENNY:  So that undertaking then would be to break down the 56.5 and the 67.2 into the categories of spending for 2008 and 2009?

MS. CAMPBELL:  Yes.  So that there is some understanding of how the costs spread out between the various tasks that have been discussed, the various studies and reports and assessments that are being undertaken by OPG, how the money is spent.

MR. PENNY:  Yes.

MS. CAMPBELL:  Thank you.

MS. SWAMI:  For clarification, just -- we have that funding on an annualized basis.

So I would be able to do that for the 75.4 million in 2008.

MR. PENNY:  Right.

MS. CAMPBELL:  And that undertaking would be -- 

MR. BATTISTA:  That would be undertaking J6.2.  UNDERTAKING NO. J6.2: To provide a breakdown by spending category of OPG's costs for 2008 and 2009.

MS. CAMPBELL:  There is reference -- oh, I'm sorry.  There is reference in 2009, you talked about the various procurement and planning activities, such as vendor assessment and selection.  The procurement and planning activities break down into what?

MS. SWAMI:  This, as I mentioned, was the process of going through the requests for proposal.  So that was the procurement process and how we would establish that, and of course, that would require us to find what plant we want to purchase, and various aspects of that.  So sort of the requirements for any potential new nuclear.

The other aspect of that is going into the planning and preparation for execution of this large project, and so that would be part of the planning activities that are identified.

I mentioned the operational readiness, that would be hiring staff making sure that they would be ready at the time that the plant was in-service, ensuring the construction was managed correctly, and overall project management for the contracts.

MS. CAMPBELL:  Included in the numbers that you have for 2008 and 2009, is there additional hiring of staff?

MS. SWAMI: Yes, there is additional hiring of staff.

MS. CAMPBELL:  If I go back to table 3, which is the total work program regular head count -- 

MS. SWAMI:  That's correct.

MS. CAMPBELL:  -- if I go down to line 36, which is generation development, and I look at 2008 and 2009 --


MS. SWAMI:  Yes.


MS. CAMPBELL:  -- how many of -- if you could -- sorry, if you could break out for me the new generation staff that is included in there?


MS. SWAMI:  As I mentioned earlier, I can't break it down today.  I don't have that information with me, between 178 and 199, which are allocated to which project.  That could be provided.


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


MR. PENNY:  Yes.  We can undertake to break down the columns D and E from Exhibit F2, tab 2, schedule 1, table 3 to show those staff associated with the new nuclear initiative.


MS. CAMPBELL:  Thank you.


MR. BATTISTA:  That will be characterized as undertaking J6.3.

UNDERTAKING NO. J6.3:  TO BREAK DOWN COLUMNS D AND E FROM EXHIBIT F2, TAB 2, SCHEDULE 1, TABLE 3 TO SHOW THOSE STAFF ASSOCIATED WITH NEW NUCLEAR INITIATIVE.


MR. PENNY:  I think if I could backtrack for one second to the prior undertaking, 6.2, I had said to break it out on the basis of the -- for 2008, the 56.5 million, but Ms. Swami has indicated that that is of course the allocated portion and the numbers she will have will be on an annual basis.  So it is actually -- what we'll do is, relative to the original -- the annual 75.3 number, just so we are clear.


MS. CAMPBELL:  Thank you.  Those are my questions.


MR. KAISER:  Thank you.

Questions from the Board:


MR. RUPERT:  Panel, I have questions on the new nuclear build, Pickering B and the Pickering 2/3 isolation project.


Ms. Swami, you said several times today, including just a little while ago with Ms. Campbell, that there are many uncertainties with respect to the new generation build and I guess, in part, because of the government taking the lead on this thing, the Infrastructure Ontario people and what they do.  


I take it it is OPG's position, notwithstanding these uncertainties, that the Board -- you would like the Board to approve a revenue requirement that builds in the figures you have got for new generation development for 2008 and 2009?


MS. SWAMI:  As I talked this morning about -- the approval request is for the new nuclear project, as well as the variance account --


MR. RUPERT:  You said this morning that these costs -- excuse me.


These costs fit under section 6, subsection 2, paragraph 4.1 of the regulation, which is that:

"The Board shall ensure OPG recovers the costs incurred with respect to this kind of activity to the extent the Board is satisfied, one, that the costs were prudently incurred."  


So I guess as part of this, you're saying this is the time now.  We have to make a call on this prudence now as part of this process?  That is obviously a condition to granting recovery, is an assessment of prudence?


MS. SWAMI:  That is my understanding, yes.


MR. RUPERT:  Now, this is a matter of interpretation, I appreciate, and probably not for your panel, but I do want to raise it now in the hope that at the end of this hearing, in submissions from OPG and the intervenors, this issue is addressed.  


But I read -- whether it is called a paragraph or section 4.1.  In any event, the section that is relevant here, it seems to use the past tense all the way through it.  So it talks about costs incurred.  It says:

"... to the extent the Board is satisfied that the costs were prudently incurred."


So I guess I am wondering, would you have a view that -- would it be one of the principal alternatives for this Board as part of this proceeding to say that there is nothing in the revenue requirements now.  It all goes into a variance account, and next time the Board deals with an application from the company, at that point a recovery can be assessed and prudence can be assessed?  


I realize, Mr. Penny, this is probably not for the panel to deal with that, but I would like either -- is this something that will come up later in the hearing or is this for the final submissions?


MR. PENNY:  I think it is partly an interpretation issue and I can address that, and then I suppose to the extent it has factual aspects, those are probably addressed by the deferral account panel.


I would like to roll back a little bit.  I think I would say that the legal position is that we're asking that these -- that these amounts that we have identified be, in effect, put in to rates on an interim basis, and on the basis that they are -- I suppose I would describe it as prima facie prudent, but it is not our position that you need to make that final determination now, because of the variance account.


So that it is when the variance account is cleared at some future time after the fact.  In other words, after 2008 is over, say, we would come before the Board and say, Here is the 2008 numbers, and we would be -- I think we would be obliged to justify the prudence of those numbers at that time.


MR. RUPERT:  Okay.  But would it be your view -- I will move on after this question.  Would it be your view that one of the options to this panel, the Board Panel in this case, would be to say that given some of the uncertainties that Ms. Swami has referred to about this whole process and how it is going to play out pending an announcement from the government, Infrastructure Ontario, that nothing is in the revenue requirements until the money has been spent and assessed at a later date.  Would be -- would that be contrary to your understanding of the regulation or would that be consistent with and one of the applicable alternatives the Board could look at?


MR. PENNY:  We would say that it would be -- that approach -- that the regulation requires the Board to enable OPG to recover the funds, subject to the test that is set out, at some point, and I think it is not specified at what point.  


So I think as a matter of law, we would concede that that is an option.


I think our position would be that zero would be -- we know something is going to be spent, so that zero is not an appropriate option, because that puts off -- it's going to be something.  And our best estimate, today, is that it is going to be 56.5 in 2008 and 67.2 in 2009.  


If the Board thought that there was some other number that was more appropriate, as a matter of jurisdiction I think you would have the ability to determine what that other number would be.


MR. RUPERT:  Okay, thanks.  Let's leave that there at that point.


However, a somewhat similar question with respect to Pickering B refurbishment.  We talked today earlier, and you mentioned that -- I think I characterized it earlier as, in effect, all of the Pickering B phase 2 work, whether OM&A or capital, is on hold, in effect, pending a Board decision.


Given that virtually all of the money that you have in this application is for capital, capital work that wouldn't enter the rate base in any event, even if it were done in 2009, I guess I'm wondering, what does this Panel, this Board Panel, really need to approve in respect of the Pickering B refurbishment at this hearing, given that you may not spend the money, and, even if you did, it won't enter into rate base?


So that's probably a question I should probably look to you, Mr. Penny, the same question, but I have that same thought running through as to:  Why would we need to approve anything?  Why would we include anything in OM&A - it's only $5 million, I think, for this project - given that there has been no decision by the company to proceed?


MR. PENNY:  I would like to think about that one a little bit more, if I may, but we will give you a response.


MR. RUPERT:  Thank you.  You talked this morning, as well, a little bit, about this P2/P3 isolation project and what may or may not have been included in the company's accrual of decommissioning liabilities.


When did the company's board decide that P2 and P3 would not be refurbished and would be shut down?


MR. SELLERS:  I believe that decision was made in the summer of 2005.


MR. RUPERT:  Okay.  And some at least a year and a half after that, or thereabouts, the company at least did the accounting for a brand new reference plan for nuclear decommissioning liabilities.


At the end of 2006, something we will hear about more in the next couple of panels, the company booked an additional liability of around $1.4 billion, say, 18 months after the decision not to proceed with 2 and 3 and to shut them down and put them in safe storage.


I guess my question is, given the ordering of these decisions and presumably a great deal of study going into revamping this nuclear liability, why wouldn't the types of expenditures and projects you are now working on, that you are putting through OM&A or capital -- why wouldn't that have been included in a nuclear decommissioning liability?


You mentioned earlier that your original plan was never to shut these things down two at a time on for 20 years, but there are 18 months between the decision to shut these down and the new liability freshening up.


I am just wondering what process internally led to these costs not being -- apparently not being considered in the liability accrual, or are these a different nature that never would have been accrued in a liability?  Again, I appreciate this may be something for two panels from now.  I don't know, but that is a question I certainly have, is:  Were they knowingly ignored or was it an oversight?  What caused these two things to be, seemingly, at least, to be out of sync?

MR. LEAVITT:  I don't think it was an oversight.  I think it was just the belief that there are costs associated with shutting two units down in the middle of two other units that will be realized to get them to a safe storage state, that are just outside the reference plan associated with the whole decommissioning cost study process.

It is just not -- it's just irregular to do it that way.  So there was a reluctance from the folks that build the decommissioning cost study to treat that as a new base case, basically.  When we decommission Pickering B or Darlington, we're not going to, you know, shut down the middle two and leave the outside units to operate for another 20 years.

MR. RUPERT:  I thought -– again, I'm getting ahead of myself, I expect, because it is another panel -- but I thought and I believe this piece of paper filed this morning had indicated these liabilities are actually, you know, deal with some specific station issues, Darlington, Pickering A, Pickering B, when it comes to decommissioning and dismantling; is that not the case?

MR. LEAVITT:  They are very specific station issues, but the question that was asked really was:  Is this thing that we're doing for the decommissioning of the units that are being placed into safe storage, or is it really for the benefit of the units that are going to continue to operate on either side of them?

If the answer to that question was:  Well, it's really for the benefit of the units that are going to continue to operate, it was felt to be outside the bounds of the whole reason for the decommissioning fund.

MR. RUPERT:  Okay, maybe we will come back to that.

MR. PENNY:  I think, Mr. Rupert, it is a split -- it's sort of a split issue, if you will, between panels.  Mr. Long and the panel on nuclear waste are very conversant with ONFA and how that works, so to the extent you want to explore where that line is drawn, I think perhaps that is the place to do it.

But I think this panel, as Mr. Leavitt has said, they can deal with what is actually being done, and I think we have heard from Mr. Leavitt what that is, and the fact that the work is associated with keeping 1 and 4 going, not shutting 2 and 3 down.  It perhaps happens because we're shutting 2 and 3 down, but I can certainly say it was certainly OPG's view at the time that that was not covered by ONFA, and therefore was not a decommissioning liability.

MR. RUPERT:  Just give me a second.

Okay.  We will come back to that in the next panel.

The last question, I guess -- and maybe this is something Mr. Penny wants to react to as well -- but this morning when you gave us the list of things that you are asking for approval here, and there is -- I wanted to ask this because I don't think you provided this yet, and that is an analysis of another part of the regulation that talks about numbers that appear in the company's year-end 2007 financial statements.

MR. PENNY:  Yes.  I alluded to that this morning, and I realized that you wanted to expand that to a complete list, and we have more --

MR. RUPERT:  I wanted to understand -- and I realize you haven't completed that -- but I wanted to understand while we're on this panel on capital, what the company may or may not be saying with respect to construction work-in-progress at the end of 2007.

So there are all of these projects that are in progress.  Many of them will come into service in 2008 and 2009, on which considerable money is being spent.

I wanted to ask before this panel was finished whether the company is, in any way, going to say that because those numbers were included in construction work-in-progress in a set of audited financial statements at the end of 2007, that whatever money was spent up to that date is sort of not touchable or not revealable by this panel.  I just didn't know if that was what you were going to be saying when you come forward with this analysis of the financial statements, or not.

I am talking about the normal capital projects here, as opposed to refurbishments or new build.

MR. PENNY:  I think the answer to that is generally -- let me reflect on that with Ms. Reuber and Mr. Barrett, and we will have you a full answer on that, perhaps tomorrow.  

MR. RUPERT:  Because if that is your answer, ultimately it will be helpful then, with these schedules you have filed that show by project what is coming into the rate base in 2008 and 2009, if you would also be able to, at least for the more sizeable projects, indicate how much of those dollars are, in effect, covered by the regulation and therefore not revealable by the board, because they appeared in a set of financial statements approved by the board of directors.

MR. PENNY:  Yes, I understand.

MR. RUPERT:  Okay.  Those are my questions.

MR. KAISER:  I just have questions in one area.  Actually, it follows on exactly what Mr. Rupert was just alluding to.

I want to go to page 9 of your bundle, K6.1, which are the in-service additions within the test period for April to December 2008 and fiscal 2009.

Secondly, if you could go to Exhibit D2, tab 1, schedule 2, page 3 of 33, that's Appendix A.  In appendix A, there is 28 cost analysis with respect to a specific number of projects, most of which are on page 9.  

I have questions with respect to five of them, to essentially understand what you are doing in terms of putting certain expenditures into rate base in those two periods.

I am using this just by way of illustration.  I am just going to go through five of them.

The first one is project 25901, and that appears at page 31 of 33.  This was a project that had a start date of November of 2005 and an in-service date of 2010.  Do you have that, page 31 of 33?

MR. ARNONE:  Yes.

MR. KAISER:  If we go to page 9 of the bundle, you will see that one is -- unfortunately the lines aren't numbered -- but you can find it down at the bottom, 25901, security hardening project.

Can you find that?  Do you see it?

MR. ARNONE:  Yes.

MR. KAISER:  As I am reading this, 25901, you would put, I guess it is 3.8 million into rate base in 2008, another 4,725,000 in 2009; correct?

MR. ARNONE:  That's correct.

MR. KAISER:  And then I go back over to the sheet, page 31 of 33, and I look at this and I see there total costs of 13,860.  In 2008, it was planned to spend 3 million, 2009, 5 million and a future of 5 million.

So then I go back to the numbers that you are putting in rate base, and the numbers don't match.  There may be reasons for that.

My first question is this:  Clearly the project isn't finished.  The in-service date is 2010.  You are going to spend 5.3 million in the future.  Right?

MR. ARNONE:  Yes.

MR. KAISER:  Am I reading that right?

MR. ARNONE:  That's correct.

MR. KAISER:  So just conceptually, how do we determine or how did you determine that in 2008 this amount was going to be used and useful?  I am talking about the amount which is 3.8 million and then a further 4.725 in 2009.  How do you determine in a project that is not completed, that a chunk of it is what we would in the regulatory terms call "used and useful" and goes into rate base sort of sequentially?

MR. ARNONE:  Without getting into the specifics of the project, because it's a security-protected project -- 

MR. KAISER:  Right.

MR. ARNONE:  -- but the concept being as we complete particular items within any project that can be completed in whole.  So that may mean either completed on one unit, but not having completed on the other three at one station, but not the other station.


So as we complete any particular item, we hold what is called an available-for-service meeting.  We determine that that particular item is 100 percent usable, and then we turn that particular item over to the operations and maintenance personnel that will be taking that particular piece of the project forward.


In fact, that process applies to any project that we execute.  Typical projects are made up of a number of different elements.  Also, because we have four units at each of our plants, we may do one particular plant or we may do one unit at a time if we can completely finish it and turn it back over to the operations and maintenance personnel.


MR. KAISER:  All right.  Well, let me go to another one that is not a security project.


Let me go to 33631.  That's up near the top.  This is page 9, again.  This is on page 11 of 33 is the details on 33631, and on page 9, it is about ten lines down.


This is the chiller replacement - I think there was some discussion on that - at Darlington.  I think Mr. Faye might have been talking about that.


Anyway, here we have -- you're proposing to put in rate base 1,565,000 in 2008 and 2,160,000 in 2009.  Do I have those numbers right?


MR. ARNONE:  That's correct.


MR. KAISER:  Then I go back to page 11 of 33 and I see different numbers:  In 2008, 2.596 million, 2009 planned, 2.600 - none of those jive - and then in future, 4,443,000, for a total of 13.3 million.


So what is -- this chiller, whatever that is, first question:  Has any of it gone into rate base at this point, or are we just dealing with -- there is 13.3 million as the total cost.  Let's assume for the purpose of this discussion that the cost comes in at that level.


I have got -- on 11 of 33, you have told us that planned for 2006 -- 2008, excuse me, is 2.5 million, roughly; 2.6 million for 2009; and a remaining 4.4 million.  Would those be the total amounts that would go into rate base, or is something already in there?


MR. ARNONE:  Nothing is already in there, but if I could explain to you the difference between the project summary sheets that you referenced versus what's in the available for service within the test period.


First of all, the spends that you see -- so if we take the 2008 spend of $2,596,000, that is the budgeted amount for the entire year.  So that will mean that we would be working on multiple pieces of that project.


The reason that we have asked for -- if we go back to page 9 of our bundle, if we look at it - and the total in service for 2008 is 1.565 million --


MR. KAISER:  Right.


MR. ARNONE:  -- is that we are putting one chiller into service.


MR. KAISER:  I see.


MR. ARNONE:  So chiller is basically a big heating and ventilation unit for a particular part of our plant.


So we wouldn't be taking credit for all of the work that was done, and that will come in subsequent years as each of those next units is put into service.


MR. KAISER:  So if I can summarize, according to your plan, according to page 11 of 33, by the end of 2008 you will have spent probably something in the order of 5 million, but you are going to declare in service 1.5 million?


MR. ARNONE:  That's correct.


MR. KAISER:  Because that is one chiller's worth of it?


MR. ARNONE:  That's correct.  The other major expenditures that happened earlier on were to purchase the pieces of equipment.


MR. KAISER:  Okay.  Well, then let me just complete this.  The other one that I found -- and this is at page 16 of 33.  It is project 33977.  It is just below the one that we were just discussing.  This is -- 33977 is a DCC replacement for Darlington.


It has zero going in service, and then 10 million going in service in 2009.  That is per page 9.


Then, again, if we look at page 11 -- 16 of 33, rather, you will see some 2007 actuals; 2.5 actually spent in 2006; 2.7 in 2007; planned 3.3 million.


You are still recording zero.  Then we hit 2009 and you put in 10 million.  That again, I presume, you haven't put anything in rate base, and at 2009 you can put a chunk of it.  Even though it is 19 million in total costs, you are going to record 10 million in service in 2009, nothing in service prior to 2009?


MR. ARNONE:  That's correct.


MR. KAISER:  All right.  I think that helps me.  I don't have to go through the others.


Thank you very much.


MS. CHAPLIN:  First of all, I have a question, a final question, about the new build.  You have been through a discussion about the various components with Ms. Campbell, but I would just like to understand one additional aspect.


I am looking at Exhibit D2, tab 1, schedule 3, around pages 8 and 9.  You describe there how, in the 2007 business plan -- the 2007 to 2011 business plan, the base OM&A budget was in at 10 million, and then further down the page on page 9, you explain the various factors that have caused you in the 2008 to 2010 business plan to essentially raise it to that level sort of around 70 million a year -- I mean, 75 million for 2008 and 67 million for 2009.


And my question is:  That increase $10 million per year to the $70 million a year, is that driven more by increased work or by the work being brought forward and being done more -- sooner than had originally been anticipated?


MS. SWAMI:  The estimate, the early estimate, was based on our preliminary view of what the work would be, and it was a very preliminary view.


As we worked through 2006/2007, we had a much better understanding of what the work would be required, and that's the description that I went through earlier with all of the processes and what others are doing, that type of thing, factored into what the work actually was.


So it's not bringing work forward so much as just a very -- a better understanding of what was required to be completed.


MS. CHAPLIN:  Okay.  So it's not even -- I think as I understand your answer, it is not that there is new work that's required now that would not have been required when you did the 2007 business plan.  It is that you have a better understanding of the total work involved, and that's what's made you identify this additional work; is that correct?


MS. SWAMI:  I don't know -- I guess I am not sure if we're splitting it too finely.


We did an initial estimate based on very preliminary information, and then as we worked through, we understood what the work was.


So it's not so much that the work changed, per se, but it was a better understanding of all of the things that needed to be done in order to execute this project.


MS. CHAPLIN:  Okay, thank you.  That is sufficient.


I think a couple of times today, and, for example, in some questioning from Ms. Campbell, you referred to -- I am not sure if it was you, Ms. Swami, or if it was one of the other witnesses -- about data that you extracted from the EUCG data bank regarding benchmarking against investment patterns for other multi-unit sites.  


I think this was some comments made -- these were comments in reference to the project budget as a whole, not the new build.


What did that -- I don't believe that you were asked or answered this, but what sort of levels of expenditure per unit per year did that work show when you looked at the EUCG data?


MR. LEAVITT:  It was quite a range of distribution across the data set.  It ranged from about, I would say, as low as $10 million per unit per year to well over $80 million per unit per year.  


Now, there weren't very many units at those extremes.  The median of the distribution was around $25 to $30 million per unit per year which, made us comfortable with a 10-unit fleet landing on a -- an overall portfolio size of $290 million.

MS. CHAPLIN:  What was it particularly about that data that led you to be comfortable with having a comparable amount to the median?

MR. LEAVITT:  Well, it was from -- it was the closest thing we could find to ourselves, I suppose.

It was from multi-unit nuclear power plants, with 
an -- over a variety of age profile, if you will, in North America.  That's --

MS. CHAPLIN:  You were comfortable with that comparison?  You felt that you're comparable enough to be able to use that sort of data for a comparison for your own purposes?

MR. LEAVITT:  Yes, yes.

MS. CHAPLIN:  Okay.  Now could I ask you to turn to Exhibit D2, tab 1, schedule 1, table 1?

Mr. Leavitt, this was the table you brought us to, I guess it was either just -- I guess just after the break.

You were explaining how, for example, the column for the 2008, how the $144 million were all projects that had received whatever level of approval they needed in the AOR, or OAR, the authority register, if that's correct?  

MR. LEAVITT:  Yes.

MS. CHAPLIN:  So then looking at 2009, and we have the total project capital of 330.9 million, so just extrapolating, what you are saying is that, of that, the 37.7 million has been approved, but the other amounts have not; is that correct?

In other words -- I'm sorry.  The 37.7, those individual projects have received their appropriate level of approval under the business case work, but the balance have not.

MR. LEAVITT:  That's correct.

MS. CHAPLIN:  Okay.  And we already talked about the Pickering B refurbishment and I understand the timing on that.  So particularly, looking at facility projects to be released of 78.5 million, and listed work to be released of 55.8 million, would there be amounts in there that would be finding their -- or be associated with projects that would be finding their way at all into rate base in 2009?

MR. LEAVITT:  I honestly can't say for sure whether there will be projects both being released and being completed, to some extent, such that they could be included in rate base.

It would be unlikely, if that was the first release.

On the other hand, within the 37.7 million of already released work, it is possible that -- I would have to get into the details of the portfolio, but it is possible that some of that work could impact on the rate base.

MS. CHAPLIN:  Is that something that you could check easily?  I don't know if that is something that could be incorporated into one or other of the undertakings that has already been given.

MR. PENNY:  I am not sure, but why don't we just give it its own undertaking, and we will have a look at that?

So what, as I understand it, what you would like to know, if we can, is to determine what -- is it both 2008 and 2009, Ms. Chaplin?

MS. CHAPLIN:  I was particularly interested in 2009, but I guess it would also refer to the, perhaps, the 30.4 that is in the facility projects to be released in 2008.

MR. PENNY:  Is it the -- just line 9 then?

MS. CHAPLIN:  And line 11.

MR. PENNY:  And line 11.  All right.  Thanks for that clarification.

So what we will do is try and determine whether any of the numbers on lines 9 or 11 are proposed to be in-service in 2008 or 2009, and therefore, released to go into rate base.

MS. CHAPLIN:  Yes.  Thanks.

MR. PENNY:  Thank you.

MR. RUPERT:  Ms. Chaplin before you go on, page 9 of your package that you gave out this morning, Exhibit K6.1, has project-by-project listing, which comes down to totals that cover virtually all of it, except for some minor fixed assets on the bottom two rows.

I take it, although you can maybe clarify in this undertaking response, I interpreted this table to say that every named project on this list is the subject of an approved business case under whatever the appropriate approvals are.

So if anything from 2007 -- excuse me, 2009 might go in, it could possibly only go in in the last two rows of this chart.

Can you make sure -- like if we're saying 177 million is the total amount of capital expenditures that are expected to go into rate base in 2009, if 160 million of it is the subject of business cases that have been approved in full, then presumably none of that 160 million is part of what Ms. Chaplin is referring to.

MR. PENNY:  I think that does necessarily follow, which I assume is why Mr. Leavitt said it was very unlikely that --

MR. RUPERT:  I just want to make sure when you deal with the undertaking response that you deal with that.  Thanks.

MR. PENNY:  We will take that into account, but I think you are right.

MR. BATTISTA:  We should give that an undertaking number, and that would be undertaking J6.4.
UNDERTAKING NO. J6.4:  To determine if the amounts on lines 9 or 11 are proposed to be in-service in 2008 or 2009 and therefore released to go into rate base.


MS. CHAPLIN:  Then just finally back at Exhibit A2, tab 2, schedule 1, page 5, and this related to some questions you had regarding whether amounts were capitalized or treated as OM&A.

MR. LEAVITT:  What page in that exhibit?

MS. CHAPLIN:  Page 5 of 13, or I guess it is page 4 and page 5 of 13.

As I understand it, basically the gist of it is that something will be treated as an OM&A unless it meets the criteria to be considered a capital expenditure.

I guess I am trying to understand that against, just for example purposes, page 5 of your Exhibit K6.1, where there is the chart of the total project costs broken down by OM&A and capital.

So to the extent of project -- I guess I am trying to understand how one project -– and maybe this only refers to Pickering B, but there may be other projects -- how one project could have both OM&A and capital.  I guess because what I had kind of assumed was that, for example, for some of the projects, it might just be considered OM&A until there's a final board approval to undertake the work, for example the Pickering B refurbishment, until a final decision is made to actually undertake that refurbishment, the expenditures prior to that would be considered OM&A, because you don't actually know if you're going to be extending the life.

Is that --

MR. LEAVITT:  That is definitely true of the nuclear portfolio in general, as well, is that during the concept stage, it is OM&A that is used to make it into a project.

Once it's becoming a project, we will classify it as capital or OM&A and it will maintain that classification going forward.

MS. CHAPLIN:  Because as I look at the project descriptions -- and I don't have to hand the list, but I believe you sort of listed projects and then there would be sustaining and regulatory.  I mean they all sounded like it would be capital.

So I was at a loss how any of those kind of expenditures wouldn't meet the capital requirements, how some of it would end up as OM&A.

MR. LEAVITT:  Well, some projects have both, or some work efforts have both a capital and an OM&A trait to them.

So what we have done in that case -- although it is kind of managed as a single project -- we will establish two different project numbers, and treat the two different types of expenditures separately.

Examples could be, well, in one of the ones we mentioned a standby generator upgrade.  There was a new governor put on the machine, that was a capital portion of that project.  But while the team was there, they also fixed up the exhaust of the machine, as well, no new 

-- real new components, but it was repaired.  That was OM&A.  The other portion was capital.  


So it is possible that in the work package there is two different classifications for what might be considered to be the same project.  But, as I say, they received two different project numbers and the accounting treatment is kept separate so that we know what we spent on each one.


Now, the other criteria that you mentioned of sustaining value, enhancing or regulatory has more to do with the business driver of the project.  It's not really an accounting classification as much as it is:  What is the driver that's causing us to want to do this work in the first place?


We define those terms specifically in our governance and use those just to characterize the type of expenditure, which could be either OM&A or capital in any of those three categories.


MS. CHAPLIN:  Okay, thank you.  Those are my questions.


MR. KAISER:  Mr. Leavitt, in light of your answer, I just want to go back to two more examples on page 9.  The first one I want to look at is 49104, which is an auxiliary power system at Pickering B, and per page 9 you are proposing to put 2.8 million of that in rate base in 2008 and zero in 2009.


When we go to the work sheet, the project summary for 49104 - and that's at page 21 of 33 - we see that you have actually spent 10 million in 2005, another 57 million in 2006, another 36 million in 2007.


So would I be right -- and this is a total $104 million project.  Can we assume that there already is over 100 million in rate base and we are just dealing with the last 2.8 million?


MR. ARNONE:  Yes.  The unit was put into service in November of 2007, so the vast majority of it, the $100 million, was placed into service in 2007, that's correct.


MR. KAISER:  Then this may be similar to the last one, is project 33293, which you will find up at the top.  This is the main control room HVAC at Darlington.  You are proposing to put 1.9 million in rate base in 2008 and $183,000 in 2009.


If we go to page 9 of 33, again you will see that 9 million has actually been spent in -- out of a total cost of 10.8 million, 9 million was spent in 2005, 446,000 in 2006, 600,000 in 2007.


So I am not sure why there is 1.9 million left.  I take it, in this case, even though you had spent those amounts up to 2007 and there was only 515 left in plan, the only part that's not in rate base, to this point, is this $1.9 million and, of course, the remaining $183,000?


MR. ARNONE:  That's correct.  So we basically had to spend the remainder of the money to put the final pieces into service before we could declare it fully available.


MR. KAISER:  Is it possible -- I couldn't match up all of these things, because you didn't have project summaries, but could you add a column to page 9 for these projects which you have given this data, and just tell us the amount that is already in rate base for each of those?


MR. ARNONE:  Yes, I believe we can do that.


MR. KAISER:  All right, thank you.


MR. PENNY:  Sorry, Mr. Chairman, could I just clarify?  Is it for all of the projects for which there is a summary, not just the ones you have mentioned?


MR. KAISER:  Yes, all of page 9.


MR. PENNY:  So that would be --


MR. KAISER:  Just add a column.


MR. PENNY:  Everything on page 9?


MR. KAISER:  Yes.


MR. PENNY:  Okay.


MR. KAISER:  Just how much is in rate base for each of -- every one of those projects.


MR. PENNY:  The reason I was asking, Mr. Chairman, is that everything on page 9 -- there's some pretty small stuff on page 9.  The summaries are the 10-million-and-over projects.


MR. KAISER:  I am happy if you want to do it for -- I thought you had chosen this.  I guess these are all of the projects, are they, on page 9?


MR. PENNY:  Yes.  That is everything coming into service.


MR. KAISER:  All right.  Do it for those, then, that are -- I am not sure, if we use 5 million, how many of them we will get, is the problem.  Anyway, projects that in total are more than 5 million.


MR. PENNY:  If you want them all, we can do that.  I just wanted to be sure I understood what you meant.  You had said business case cast -- the summaries, but summaries are only for the 10-million-and-up projects.  But if you want more than that, we can do more than that.


MR. KAISER:  The summaries you gave us were for the ones where the total project cost was 10 million or more?


MR. PENNY:  Yes, the ones you have been referring to.


MR. KAISER:  All right.  Well, that's satisfactory.


MR. PENNY:  All right, thank you.


MR. BATTISTA:  That will be characterized as undertaking J6.5.

UNDERTAKING NO. J6.5:  ADD A COLUMN TO PAGE 9 FOR THESE PROJECTS WHERE DATA HAS BEEN GIVEN AND PROVIDE THE AMOUNT THAT IS ALREADY IN RATE BASE FOR EACH PROJECT.


MR. KAISER:  Thank you.  Any re-examination, Mr. Penny? 


MR. PENNY:  Thank you, Mr. Chairman.  I think everything that I had noted during the examination earlier has been covered by Ms. Campbell, so I have nothing further.


MR. KAISER:  Fine.  9:30 tomorrow, next panel; is that the plan?


MR. PENNY:  Yes.  We will start with the other revenues, and then move to nuclear waste.

Procedural matters:


MS. CAMPBELL:  Could I just for a second before everybody dashes off?


We have panel 7 tomorrow, and then we don't sit again until Monday --


MR. PENNY:  That's correct.


MS. CAMPBELL:  -- which will be panel 8, and I 

thought --


MR. PENNY:  No.  We will start with -- the estimates for panel 7 are very short.  I think the estimates we have for panel 7 are less than an hour, as they currently sit.  So we will be ready to go with panel 8 and we will carry on with panel 8.  The estimates for panel 8 are quite substantial, and it may be that we don't finish panel 8 tomorrow.


MS. CAMPBELL:  Okay.  The reason I am raising this --


MR. PENNY:  The estimate for panel 8 is about three-and-a-half hours.


MS. CAMPBELL:  The reason I am raising is that a timetable was circulated on Friday that has panel 8 starting next week.


So it is important that for those who are following at home who wish to have questions for panel 8, that they come and be prepared to start panel 8 earlier than initially -- if it was a simple day, Mr. Penny, I wouldn't be raising it, but it is on the schedule for next Monday.


So just so that those who do wish to ask questions are aware panel 8 will start sometime tomorrow.


MR. PENNY:  All I can say, that I was not responsible for that schedule.  And if Board Staff did it, they may have consulted with me.


MS. CAMPBELL:  No.  Actually, it was generated by OPG.


MR. PENNY:  I am quite sure that is wrong but, anyway, we will make sure that everyone knows that we will be proceeding with panel 8 tomorrow.


MR. KAISER:  Well, will you contact Mr. Rodger?


MR. PENNY:  Mr. Rodger I know is well aware of this.  I have discussed it with him.


MR. KAISER:  I think everyone else is here, more or less.  All right, we will proceed on that basis.


MS. CAMPBELL:  Thank you.


--- Whereupon the hearing adjourned at 5:00 p.m. 
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