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Tuesday, June 10, 2008

--- Upon commencing at 9:29 a.m.


MR. KAISER:  Please be seated.


Mr. Penny.

Preliminary matters:


MR. PENNY:  Yes, thank you, Mr. Chairman.  I think we were just going to -- I have one preliminary matter, very briefly, but I think we were just going to proceed with Mr. Thompson's examination and Board Staff, the Board's questions, and then we will be done for the day.


The one preliminary matter is that Mr. Brydon indicated to me this morning that, on reviewing the transcript, he feels he had misunderstood a question that Mr. Shepherd had asked him yesterday and wanted to -- this is more than just a typo, which is why I'm raising it on the transcript.  He wanted to correct something that he said yesterday.


Mr. Brydon.


MR. BRYDON:  Yes, Mr. Chairman.  On page 169, line 18, Mr. Shepherd was asking me about new build costs and whether they were included in the OM&A in which we were asking ratepayers to pay during the test period.


I'm sorry, I misunderstood.  I was thinking of the disclosure that is in our financial statements about costs that had already been incurred and that they are in a deferral account.


In fact, Exhibit D2, tab 1, schedule 3, page 11 of 11, chart 5, program cost summary, indicates that there are costs associated with new build during the test period.  There's 75.3 indicated for 2008 plan, and 2009 plan is 67.2 million.


MR. PENNY:  Thank you, Mr. Brydon.  Thank you, Mr. Chairman.


MR. KAISER:  Thank you, Mr. Thompson.

ONTARIO POWER GENERATION - PANEL 9 - CORPORATE AND OTHER OPERATING COSTS, RESUMED


Neil Brydon, Previously Sworn


Robin Heard, Previously Sworn


Lorraine Irvine, Previously Sworn


Tom Staines, Previously Sworn
Cross-examination by Mr. Thompson:


MR. THOMPSON:  Thank you, Mr. Chairman.


Panel, I would just like to begin, if I might, with a couple of questions arising out of the description of undertaking J2.7.  That was at the end of the day yesterday.


You will need that undertaking response, as well as page 22 of the financial results, Exhibit A-2, tab 1, schedule 1, appendix A.  It is --


MR. PENNY:  What page was that again?  Page?


MR. THOMPSON:  Page 22.  It is under the heading -- it's note 7, "Regulatory assets and liabilities and summary of regulated accounting."

It's page 22 in the document that I have, but others seem to work from different documents.  I am working from the document that was in the filing.  The subheading is "Nuclear Liabilities Deferral Account".


MS. CAMPBELL:  Thank you.


MR. THOMPSON:  This relates to the $131 million item that Mr. Rupert was discussing with you at the end of the day yesterday, the regulatory deferral accounts topic.  You will see that number in Exhibit J2.7 on page 2.


Then there is -- in attachment 3, page 1, the $131 million appeared, and I believe you discussed that yesterday.


Is the panel with me now in terms of the documents?


MR. BRYDON:  Yes.


MR. HEARD:  Yes.


MR. THOMPSON:  All right.  The point I wanted to just have clarified is this.  You seemed to be saying to Mr. Rupert yesterday - and correct me if I am wrong - that this Board must accept that dollar amount of $131 million for nuclear liabilities deferral account.


Well, stopping there, is that what you were saying yesterday?


MR. BRYDON:  Yes.


MR. THOMPSON:  All right.  So what were you saying?


MR. KAISER:  He said "yes".


MR. THOMPSON:  I'm sorry, I thought he said "no".


MR. BRYDON:  Yes.


MR. THOMPSON:  Now, that number -- excuse me.  Good start.  That number is --


MR. PENNY:  I should say the one qualification on that is that the Board has to be satisfied that the -- as the section says, that the revenue requirement impacts are accurately recorded.  So there is a threshold issue about accurate recording of the number, but, otherwise, we say the regulation directs the Board to accept that number.


MR. THOMPSON:  All right.  Well, that number appears at page 22 of the financial statements.  You see it there at the top of the page?


MR. BRYDON:  Yes.


MR. THOMPSON:  It also is broken down on page 23, and it includes a return component of $75 million.  Do you see that?


MR. BRYDON:  Yes.


MR. THOMPSON:  Okay.  In the financial statements, back on page 22, there's this statement with respect to revenue requirement.  It's at the bottom of page 22:

"Revenue requirement is a regulatory construct which represents all allowed costs and a return on rate base at a rate of return that the regulator determines to be appropriate."


Do you see that?


MR. BRYDON:  Yes.


MR. THOMPSON:  Does OPG subscribe to that statement?


MR. BRYDON:  Yes.


MR. THOMPSON:  So is it fair for me to conclude that it is open to the Board to include some, all or none of the $75 million in this $131 million nuclear liabilities deferral account?


MR. PENNY:  I think this is an interim period account, because it records amounts that were under -- prior to the Board's jurisdiction.


I think the return -- the evidence has been that was embedded in the interim rates was 5 percent.


So with respect to the interim period account, it is OPG's position that the number is 5 percent, and that's part of what the Board accepts.


MR. THOMPSON:  But is it OPG's -- I don't have a problem if you answer this question, Mr. Penny, but is it OPG's position that the phrase in the financial statements, which indicates that the return is a rate that the regulator determines to be appropriate -- does that phrase apply to the 75 million?


MR. PENNY:  No.


MR. THOMPSON:  Why not?


MR. PENNY:  Because of what I just said.  It is an interim period account.  It's part of the Board's jurisdiction.


This is a general statement, but if what you're talking about is the specific deferral account, we're saying that that is already determined by events that took place prior to the Board's jurisdiction.


MR. THOMPSON:  Okay.


MR. PENNY:  With respect to that particular amount.


MR. RUPERT:  Mr. Penny, can I ask, though, this sentence in isolation sounds like it is a general statement, but it does follow immediately after a sentence which refers specifically to this deferral account.  In a section on this deferral account.


When I first read this, I assumed that by referring to the regulator here, the company was saying it was the province of Ontario, Lieutenant-Governor-in-Council, whoever passed the regulation, that could be the only regulator that was being referred to there, in as much as this whole section is about the historical interim period, not about the future.


MR. PENNY:  Yes.  I think I am saying the same thing.


MR. RUPERT:  I didn't think you were, okay.  So you're saying this sentence should be read -- this sentence could have said "the province of Ontario determined," past tense, "to be appropriate".  That is how the sentence ought to be read?


MR. PENNY:  Yes, or, put another way, that the regulator in the particular time period was the Lieutenant-Governor-In-Council and they passed the regulation.


MR. RUPERT:  Okay.


MR. PENNY:  Yes.


MR. THOMPSON:  All right.  Thanks.  Well, I will leave that one for argument then.  Thank you very much.  That is all I have on the undertaking response.

Can I move now to the corporate OM&A costs and other centrally held costs?  For this discussion you will need Mr. Rodger's Exhibit K8.1 and primarily page 20, but we will refer to a couple of other pages.

Keep your financial statements handy, because I want to refer to page 50 in that document, and that was referenced yesterday by one of the witnesses.

The other page I would just ask you to turn up is Staff numbers -- it's in Exhibit F3, tab 4, schedule 1 on page 3.  It gives Staff numbers for the regulated businesses for the year ending 2006.

Everybody ready?

MR. BRYDON:  Yes, we are.

MR. THOMPSON:  Okay, thanks.

Now, just at a high level, the evidence indicates that for corporate support there are some nine groups and these are, you can see them listed in Mr. Rodger's Exhibit K8.1, for example on page 2 where the seven groups are shown in lines 1 to 7, but item 4, "corporate centre", includes executive office, corporate secretary and law, according to the footnote.

Is that correct?

MR. STAINES:  That's correct.

MR. THOMPSON:  Okay.  I was trying to find at high level the sort of number of heads, number of FTEs, regulated entities total OPG, and then management group.  It may well be in the record, but what I was able to find here was the representation as of 2006 in this chart 1, F3, tab 4, schedule 1, which shows total regulated staff numbers, as I understand it, which I understand to be headcount of about 9,389 souls.

Is that right?

MS. IRVINE:  That's correct, from table -- chart 1.

MR. THOMPSON:  Now, is there anywhere where we can see the 2005 to 2009 comparables to chart 1?  If not, I would like to ask if you could provide that by way of an undertaking response.  Can we just see the trends?

MS. IRVINE:  I think we could probably provide year-end 2007, but obviously, 2008 and 2009 would be projections.

MR. THOMPSON:  Yes.  I understand that.  Now, could that be done on a -- is this numbers as opposed to FTEs?  Staff numbers?  Or is it the equivalent of FTEs?

MS. IRVINE:  They're numbers.

MR. THOMPSON:  Okay.  Is there anywhere in the record where we have the FTE equivalent for 2005, 2006, 2007, 2008, 2009?

MS. IRVINE:  It appears not.

MR. THOMPSON:  All right.  So what I would like to ask, then, by way of undertaking that you provide the 2005 to 2009 equivalent of chart 1 on a numbers and FTE basis, and in addition, if you could give us the total number of OPG employees and FTEs, 2005 to 2009, in response to the same undertaking.

The evidence indicates at F3, tab 4, schedule 1, line 16, that at the end of 2006 there were 11,667 regular staff; is that correct?

MS. IRVINE:  It's correct in the evidence, yes.

MR. THOMPSON:  But is that number expressed on the same basis as the 9,389?

MS. IRVINE:  Yes, it is.

MR. THOMPSON:  Okay.  So could I have the equivalent numbers then for 2005 through to 2009 for OPG as a whole?  All as part of the one undertaking.

MR. PENNY:  I think, well, perhaps we need some guidance from Ms. Irvine.

I think the historic is doable.  I am not sure that OPG has projections of FTEs, but I would need some guidance from the panel on that.

MS. IRVINE:  I would like to ask a question of clarification, if I may.

The difference between numbers and FTEs?  You want me to produce both figures or –-


MR. THOMPSON:  Yes.

MS. IRVINE:  -- because they're not substantially different.

MR. THOMPSON:  In all years, it's --

MS. IRVINE:  Pretty much.

MR. THOMPSON:  So it would follow the same trend?

MS. IRVINE:  Pretty much.

MR. THOMPSON:  All right.  Well, that's fine, then.  Just do the numbers.

MR. KAISER:  Mr. Thompson, do you need it broken out as in chart 1 between regular and non-regular?  Or you just want -- do you want them to follow this exact format that's in chart 1?

MR. THOMPSON:  Well, no.  That would be helpful, just to put the -- add a column for the unregulated, which presumably, in 2006 would produce 11,667 souls.  Am I right?

MR. PENNY:  Sorry, I think what you were being asked, and I was going to ask the same question, is:  Non-regular is different from non-regulated.  And what's shown on here, the 9,389, those are people who are employed in regulated businesses.  It's just OPG makes an internal distinction between regular and non-regular.

So the question is whether you care whether it's broken out by regular, non-regular?

MR. THOMPSON:  Yes.  I wanted the same format.  I think Mr. Kaiser said "regulated", non-regulated.

MR. KAISER:  No.  Regular.

MR. PENNY:  He was asking what I just asked, I think.  So you want it in this format?

MR. THOMPSON:  Yes.

MR. PENNY:  For 2005, 2006, 2007.  We'll determine if we can do it on a forecast basis.  And then you wanted to add to that just a column that shows total OPG?

MR. THOMPSON:  Right.

MR. PENNY:  All right.

MR. THOMPSON:  Okay.

MR. BATTISTA:  That will be characterized as undertaking J9.1.
UNDERTAKING NO. J9.1:  To provide headcount numbers for 2005-2009 for regular and non-regular employees


MR. THOMPSON:  Thank you.

Now, just at a high level, the management group in 2006, according to chart 1, is 907 staff numbers of a total of 9,389, slightly less than 10 percent.

Can you tell me, big picture, whether the management group, as a proportion of the total, is about the same, on the increase, or in decline?

MS. IRVINE:  It's about the same.  Generally we're 90 percent unionized staff and 10 percent management group.

MR. THOMPSON:  Thanks.  Now, in terms of the central 
-- the corporate support groups and centrally-held costs, we can see this on Mr. Rodger's exhibit, 20, as well as page 1 -- sorry, page 2.  Looking at page 2, the numbers are easier to read, but it shows the corporate costs at line 8 running, I make it, something close to 60 percent of the total at line 15.


I mean, it varies from year to year, but it's in that sort of range.


My question is:  In other organizations, are these kinds of costs, i.e., corporate support group costs, as well as what you have called centrally-held costs, treated as head office costs for allocation to business units?  I am looking for a generalization.


MR. STAINES:  I would say that the top portion of that page where you go from finance through to real estate, I would say many companies, if not most companies, would have those types of functions at a head office.


Some people might be more centralized or less centralized than others, where we tend to be centralized.


When you get to the centrally-held costs, I think it is probably mixed as how companies handle these and where those costs would be, whether they be within the production business units or at the head office level.


MR. THOMPSON:  Okay.  Now, did you do any comparison of utilities regulated by this Board, or other Canadian utilities or other North American utilities, to see whether things like pension, insurance, performance incentives were included in their corporate cost allocations?


MR. STAINES:  I have not, no.


MR. THOMPSON:  So you didn't look at Enbridge Gas Distribution, for example?  There has been a lot of dust created at this Board with respect to the corporate cost allocations of Enbridge.  Did you do any comparisons to Enbridge?


MR. STAINES:  I did look at some of the documents on Enbridge, but I did not do any cost comparisons.


MR. THOMPSON:  Okay.  Well, let me turn, then, to some measures, if we could, of trying to evaluate the reasonableness of the total amount which you are proposing to recover in the payment amount.


Looking at Exhibit K8.1, as an example, what I am trying to evaluate is the level of your corporate support and centrally-held costs expressed as a percentage of total utility OM&A.  So what I have done are two things.  


One, in the financial statements, to which one of the witnesses referred yesterday, at page 50 we see the operations, maintenance and administration for the regulated entities at about the -- a little bit down the page, of nuclear 2,000,276,000, hydroelectric $123,000, for a total, I make it, of $3,000,276,000.


MR. PENNY:  It's in millions.


MR. THOMPSON:  4.25 -- Sorry, yes, millions, 3.06 -- one billion, and .123 billion.


Would you take, subject to check, that that is $3.276 billion?


MR. BRYDON:  No, no.


MR. THOMPSON:  Sorry, I have the wrong one.  It is 2.184, excuse me.  Would you take that subject to check?


The 2007 total corporate OM&A and centrally-held costs at page 20 of Exhibit K8.1 is $680 million; fair?


MR. HEARD:  That's the number.  The only thing that I would probably add to what Mr. Staines mentioned was that a number of these costs could have very reasonably been put into the business unit OM&A.


If you were to look at, for example, line 12, IESO non-energy charges, the performance incentives could probably even be done that way, since they're directly related to the FTEs and the pension and OPEB and even the insurance.


If you look at lines 9 through 12, in particular, on that table and the methodologies with which they are assigned to the business units, they are fairly direct in the methods that they're being charged.


So I wouldn't characterize them as corporate overhead in that normal regard as you might think of an overhead-type cost.  We have bucketed it that way for this presentation, though, but that's why we've shown that subtotal on line 8 to focus specifically on.


MR. THOMPSON:  All right.  Well, again, this is high-level analysis.  I take what you said is that we could look at this different ways.  But looking at these total costs, we can derive these percentages, that the total corporate OM&A and centrally-held costs are as a percentage of total utility or regulated OM&A.


If you do it for 2007, it's about 31 percent.  Would you take that subject to check?


MR. HEARD:  Yes.  The 680 over the 2,184 is 31 percent.


MR. THOMPSON:  If we do it for 2006, I make it it's about 32.3 percent.  This is using the numbers in the financial statements.  Is that sort of in the ballpark?


MR. HEARD:  Well, the only thing that I would like to clarify in that last calculation that you just had us do there, when you calculated the 31 percent, is that on Exhibit F3, tab 1, schedule 1, table 1, which is in that K8.1, that page that we're looking at is total OM&A for the entire company.


You're having us take a percentage of just the regulated OM&A.  So I think I would rather -- the correct calculation, if you're going to do that, would be to take 680 million and divide it over the total OM&A, which is the 2974 number, or, alternatively, you could flip to the next page and, if you wanted to look at nuclear by itself, take nuclear and put it over nuclear.  


So I should have corrected myself when I agreed to the 31 percent.  It's a bit comparing apples and oranges on that.


MR. THOMPSON:  Well, with respect, if we're looking at a company like Enbridge, for example, and asking ourselves how much of their head office costs and centrally-held costs are -- how much are they as a proportion of total utility, regulated utility OM&A, then it is utility versus utility; right?


MR. HEARD:  Yes, if you looked at the whole...


MR. THOMPSON:  The 680 is utility.  It's regulated.


MR. PENNY:  That's the whole point, Mr. Thompson.  If you look at the top, it says "OPG", and then the next page is nuclear, and then the page after that is regulated hydro.


So what Mr. Heard is telling you is that you have taken this 680.  That's for the total corporation, not the portion that is allocated to the regulated business.


Then you are trying to compare that to just the OM&A from the regulated business.  And what Mr. Heard is saying is to compare apples to apples, you should be taking the totals from tables 2 and 3, which is the regulated, the portion of the corporate head office that's allocated to the regulated business, and comparing that to the regulated OM&A.


MR. THOMPSON:  Okay, I take your point.  You are quite correct.  I have done this incorrectly.  So the number we should be using from Mr. Rodger's page 20 is 484.8; correct?

MR. STAINES:  Correct.

MR. RUPERT:  Mr. Thompson, if it is helpful, I think Mr. Rodger, on page 5 of his package, had done this somewhat similar calculation.  I don't think he added them together, but he certainly split them out.

MR. THOMPSON:  I knew I should have gone to bed.  Right, okay.

In any event, just taking it for 2007, the number is not the 31.  It's about 22 percent?

MR. STAINES:  Correct.

MR. THOMPSON:  Big picture?  Okay.

We can do the math for the other years here.  I won't take you through that.  But my question is, has that -- has OPG looked at it at the high level and said:  Now, as a benchmark, our numbers are 22 percent of total utility OM&A.  How does that marry up with other utilities that this Board regulates, other Canadian utilities, other US utilities?

Was that sort of high-level benchmarking comparison done?

MR. STAINES:  No, we did not do that, and we would need a significant amount of information to be able to do it, to be able to compare apple to apple, whether other utilities include things like insurance or performance incentives within the centrally held, or whether they push them out to the production units.

MR. THOMPSON:  So there is no benchmarking of that nature done at all?

MR. STAINES:  Of that nature --

MR. THOMPSON:  Develop some sort of -- what is a reasonable percentage limit for corporate and centrally held costs when expressed as a proportion of the total utility OM&A?

I looked at Enbridge, for example, and their numbers 
-- I take your point.  They may not include things like IESO.  But big picture, their numbers are less than 10 percent of total utility OM&A.

So that's what prompted me to say this looks a little heavy at 22 percent.  But none of that was done?

MR. STAINES:  That was not done.  It was looked at, as many of our costs, even in the corporate functions, many of those costs are directly related to production units.  Like our HR staff in nuclear who are located at the sites, at Darlington, at Pickering, our HR staff are located at Niagara and Saunders.  Finance staff are located at those locations, as well, as well as some public affairs people.  They work directly at the station, in support of the station.  However, their dollars are included in the centrally-held costs as well.

So you would have to do a comparison of what other companies, how are they centralized, to what extent they're centralized, to be able to do that comparison.

MR. HEARD:  It might be worth also noting that if we just looked at the schedules on page 3 and page 4 of that handout that we were looking at, and we took the line 8 total, this should be a little more comfortable, assuming that other companies would include those costs as corporate costs, and you took the 236.2 million from 2007 for nuclear plus the 21.9 million on the next page, 4, from hydro, adding that up would get 258.5 million.

If we divided that by the total OM&A for the nuclear regulated, the hydroelectric regulated, that percentage comes down quite a bit.  It would be 258.5 over the 2,184 number.

MR. THOMPSON:  Right.  But that leaves our pension costs and insurance costs and performance incentives; correct?

MR. HEARD:  It does.  That number comes out to over 11.8 percent.  It does leave out those other costs, but again, those costs can be fairly directly assigned.

MR. THOMPSON:  All right.  Well, let's -- just one clarification I wanted to understand, and it relates to pages 7 and 8 of Mr. Rodger's handout, just reconciling these numbers with the financial statements.

You will see, at line 5, total OM&A, and then this is utility, as I understand it.  2007 actual, 125.9 million, 2006 actual, 98.2 million, whereas in the financial statement those numbers are 123 million and 92 million respectively.

And then, on the total OM&A on page 8, line 7, the numbers for 2007 are 2.0238 billion, versus 2.061 billion in the financials, and, again, the number for 2006 in the financials, 1.942 is higher than the number in the filing.

Can you just explain why that is?

MR. STAINES:  I can explain it for 2007.  I do have the data on reconciliation for 2007.

If we look at hydroelectric, the $125.9 million on page 7, as just noted, is out about $3 million, and that is due to the IESO line item.

If we go to page 4 of the AMPCO cross-examination, you can see the IESO on energy charges of 324.  That is the difference.  Those, that $3.4 million is not included as OM&A in the financial statements.

MR. THOMPSON:  What about the other number?

MR. STAINES:  In nuclear, the 2023.8, again, there is the IESO amount is not included in OM&A.  As well, there are other items dealing with a reversal of an environmental provision, and some write-offs of our other businesses within nuclear that are not included.

But the bigger dollar items are, we have what we call a cost of goods sold item, which I believe is -- I believe that is in our non-generation revenue evidence.  I don't have a copy in front of me.  Which is included as OM&A in our financial statements, but not included in this OM&A nuclear summary.

Also, there was a transfer of dollars pertaining to our regulatory asset, which would be a credit to OM&A, which would be a credit against that 2023.8.

MR. THOMPSON:  Okay.  So those are explicable as far as the company's concerned.  Let's move on to the Rudden study just briefly, which is Exhibit F4, tab 1, schedule 1.

I note that this study is dated April 30, 2006.  Is this the only Rudden study that was done?  In other words, there is nothing more current?

MR. STAINES:  There is not.

MR. THOMPSON:  Okay.  So the numbers that Rudden studied were the 2005 numbers, or 2006 numbers?

MR. STAINES:  Rudden reviewed our 2006, our planning numbers, and the methodology we used to apply against that business plan.

MR. THOMPSON:  So the 2006 budget was the basis of the review conducted by the Rudden Group?


MR. STAINES:  It was the methodology we used to assign and allocate costs during our 2006 business plan that they reviewed.


MR. THOMPSON:  All right.  So no independent evaluator has reviewed 2007 or, more importantly, 2008 and 2009 numbers?


MR. STAINES:  There has been no independent review of the numbers.  However, the methodology established in 2006 has remained the same.


MR. THOMPSON:  Now, the report at page 1 indicates -- and I am looking at the first paragraph -- indicates that:

"Rudden was engaged by OPG to perform the review for the purposes of evaluating whether OPG's methodology..."


And then I will just drop down:

"... is consistent with precedents on cost allocation established by the Ontario Energy Board."


Do you see that?


MR. STAINES:  Yes.


MR. THOMPSON:  Okay.  What precedents did Rudden consider, to your knowledge?


MR. STAINES:  To my knowledge, at that time they had just completed a review of Hydro One's cost allocation, and I'm not sure if it was towards the end of this review or shortly after that they appeared as a witness in front of the OEB on support of Hydro One's cost allocations.


MR. THOMPSON:  Do you know if Rudden reviewed the Enbridge Gas Distribution 2006 case as a precedent?


MR. STAINES:  I do not know that.


MR. THOMPSON:  Did OPG review that case as a precedent?


MR. STAINES:  I did not.


MR. THOMPSON:  Did anybody on the panel, witness panel?


MR. HEARD:  We would kind of be reluctant to say, no, it had not been reviewed.  We would like to check on that, if that was so required, whether someone had looked at that, because we do have a number of staff members who were looking at the allocation.


MR. THOMPSON:  Well, if you didn't review it, I guess you don't know whether that precedent calls for an independent review of the costs you are seeking to recover in rates?


You don't know whether it calls for that, or not?


MR. STAINES:  I am not aware of that.


MR. THOMPSON:  Okay.  Do you know anything about the three-pronged test?


MR. STAINES:  Yes, I have heard of the three-pronged test.


MR. THOMPSON:  What is it?


MR. STAINES:  Well, the first test is whether costs are prudently incurred, the second is to deal with cost allocations, appropriateness of cost allocations, and the third is to deal with cost benefits.


MR. THOMPSON:  Okay.  None of those issues had been independently evaluated for the 2008 and 2009 costs by Rudden or anybody else?


MR. STAINES:  By external?


MR. THOMPSON:  Right.


MR. STAINES:  No.


MR. THOMPSON:  Okay.  So if we go to the 2006 numbers, which you say Rudden studied, and just take a look at, again, Mr. Rodger's handout, which I have just lost.


The handout indicates that the 2006 allocation, if I am reading this right, to regulated was $461.8 million?


MR. PENNY:  Which page are you on?


MR. THOMPSON:  I'm at page 20, and I looked in the 2006 column on the left-hand side, "prescribed assets".


MR. STAINES:  641.8?


MR. THOMPSON:  I have 461.8, if I am reading that right.


MR. STAINES:  That's correct.


MR. THOMPSON:  So that's the number he evaluated, but the claim that you are making for 2008 is 504.5 by way of an allocation, and then for 2009, 477 million; have I got that straight?


MR. STAINES:  That's correct.


MR. THOMPSON:  The reasonableness of those increases over what was last evaluated has never been externally independently reviewed?


MR. STAINES:  The numbers have not been externally reviewed.


MR. HEARD:  The one point I might add there is that we do have our financial statements audited, and we have shown how we have tied into that segment note in our financial statements.


Our auditors are largely auditing that we've maintained principles consistent in our allocation of those costs, consistent with the methodologies that were established back when Rudden did the study.


So in that regard, there has been a look at the -- that we have maintained consistent practice as we have moved forward through the years.


MR. KAISER:  Do the auditors specifically state that, or you are just inferring it from the general statement that you have followed generally accepted accounting rules, or did they specifically say that the methodology set out by Rudden in 2006 has been followed in the subsequent years?


MR. HEARD:  They don't specifically state that.  They would -- just by virtue of the audited financial statements, is where we're taking that surmise.


MR. KAISER:  Do you know if they checked, if they specifically checked as to whether the allocation followed in the 2007 actuals followed the principles set out by Rudden?


MR. STAINES:  Yes, they do.  I have that discussion with them every year.


MR. THOMPSON:  Well, I assume the company accepts it has the onus to demonstrate that the increases in allocations are appropriate?


MR. STAINES:  Yes.


MR. THOMPSON:  All right.  Now, let's move on, then, to some high-level checks as to reasonableness.


The Rudden report at page 3, bottom of page 3 and the top of page 4, refers to - it's at the top of page 4 - overall reasonableness considerations.


Do you see that?


MR. STAINES:  I'm sorry, what is the question?


MR. THOMPSON:  Do you see that reference?


MR. STAINES:  Yes.  I do, yes.


MR. THOMPSON:  Can you tell me what criteria OPG identifies to test the results of allocations for overall reasonableness?


Does OPG have any criteria of this nature, any benchmarks?


MR. STAINES:  We do a number of checks on the allocation.  I mean, one is we do it against the methodology that Rudden has looked at and has said is appropriate.


We do checks within the business units of how we allocate things, how we allocate the dollars across.  We look at various indicators, such as total FTEs across the businesses, total dollars spent across the businesses, capital OM&A splits, to see that they are in line with those type of percentages.


Any time there is anything that seems out of the norm, we investigate.  We do business reviews, business plan reviews.  We do monthly reviews of the allocations.


MR. THOMPSON:  Let me come at it this way.  Someone put to you yesterday this question about disproportionate allocations.


I would like to ask this question.  Does OPG accept, as a principle, that there should be no disproportionate allocations of corporate OM&A and centrally held costs to regulated operations?

MR. STAINES:  Agreed.

MR. THOMPSON:  Okay.  So I would like to explore with you some of the items which we think should be considered in applying this principle.

What we're looking for is measures of the proportionality of the regulated business to the total operations of the consolidated enterprise.  One thing you could look at, I suggest, is revenues.  That is a measure of proportionality, is it not?

MR. STAINES:  It is.

MR. THOMPSON:  If we go back to page 50 of the financials, we see that the revenue for the regulated, these were the numbers I was adding up earlier in my examination, the 2,581 for nuclear and 695 for hydroelectric, is 3,276 million.  Would you take that, subject to check?

MR. STAINES:  Yes.

MR. THOMPSON:  And that is about 55.6 percent of the total?

MR. HEARD:  Yes, I take that subject to check.

MR. THOMPSON:  If we did it for 2006, it would be about 58.5 percent.  We can do it on the -- we can estimate it, I guess, for the test period.

But it would appear that on a revenue test, the regulated enterprise is about 60 percent of the total enterprise or less.  Is that fair?

MR. STAINES:  Yes.

MR. THOMPSON:  So the question is:  Is an allocation of 70 percent or over 70 percent of corporate OM&A and centrally held costs to a segment of the business which produces 60 percent or less of the revenues, an indicator of a disproportionate allocation of costs to the regulated businesses?

MR. PENNY:  Well, Mr. Chairman, these witnesses have already indicated that they didn't accept the 30 percent.  So the premise of the question hasn't been established.

These witnesses have said that the appropriate determinant is the line 8 that was discussed earlier, which produced, I think it was at 12 percent.  

MR. STAINES:  11.9.

MR. THOMPSON:  All right.  Well, let's move on.

Let's look at assets, then, as an indicator of proportionality.  For that we go over the next page in the financials.

Would you take, subject to check, that the assets of the regulated enterprises, or regulated segments totalling about 8.410 billion in 2007 are about 65, 66 percent of the total?

MR. HEARD:  Okay, subject to checking the percentages. 

MR. STAINES:  Subject to check.

MR. THOMPSON:  All right.  For 2006 it is around 67 percent, subject to check?

MR. STAINES:  Subject to check.

MR. THOMPSON:  Can we use that as an indication of the extent to which the regulated business is proportional to the total?

MR. HEARD:  I would say that both -– well, revenues and the assets may have some relevance to the proportion.

I think in a lot of cases you would need to look towards headcount.  And I think we show the headcount was around 9,000 -- there is a remainder of that number, but I would have to check it -- compared to 11,000-ish of overall head count.

So that would be another indicator, which is closer to 80 percent.  Also, the pensionable earnings of the regulated staff is 79, close to 80 percent for the company, so -- which is an indication of the headcount, as well.

Therefore, that's driving -- those play a factor, as well.

MR. THOMPSON:  All right.  One other point before I move on to the next topic, just with respect to profitability.  I looked at this and thought it probably wasn't a reasonable indicator, but again, this is with respect to the financials.

What caught my eye was the regulated hydroelectric, this is page 50, has revenues of 695 million.  The unregulated has revenues of 699 million, but the profit of the unregulated is substantially greater than the profit of the regulated.

Can you help me understand that?

MR. STAINES:  One of the main reasons for that is, if you look on our financial statements, under those revenue numbers, is the fuel expense, and that the regulated hydroelectric is charged a much higher gross revenue charge than the unregulated business.

MR. THOMPSON:  Why is that?  Is that a different percentage for a regulated versus unregulated?  Or what's the explanation for the charge to regulated being substantially greater than unregulated, on a percentage of gross revenues basis?

This is a government-imposed charge, as I understand it.

MR. STAINES:  That's correct.  Hang on.  Let me just see if there's something in the evidence that addresses that.

In Exhibit F3, tab 2, schedule 1, page 16 --

MR. PENNY:  Excuse me, F3 --

MR. STAINES:  F3, tab 2, schedule 1, page 16.  Do you have that, Mr. Thompson?

MR. THOMPSON:  Yes.  This is "Property taxes on nuclear Bruce assets."

MR. STAINES:  No.  Line 27, "Property tax on hydroelectric assets."

MR. THOMPSON:  Right, okay.

MR. STAINES:  So it deals that we do not make payments in lieu of taxes.  Instead, we pay a gross revenue charge.

MR. THOMPSON:  Right.  But my understanding from reading the financials is that both regulated and unregulated pay a gross revenue charge, except the regulated, it seems, on a percentage basis of gross revenues, it seems to be considerably more than the unregulated.  Are they two different percentages?

MR. STAINES:  They are separate calculations and they're based on, I believe, the properties that they sit on.

MR. RUPERT:  Mr. Staines, I don't want to interrupt but isn't the answer to Mr. Thompson's question that the unregulated assets get substantially higher prices than the regulated assets, and that therefore accounts for the apparent difference in revenues and revenues after the general -- or the gross revenue charge.  Is that not your question, sir?  The fact is the regulated division gets low prices, unregulated gets high prices.


MR. PENNY:  If fairness to the panel, these are really -- I mean, I am happy to have them try to answer the questions, but these are really hydro questions, and you're absolutely right, Mr. Rupert.


It's a base load versus peaking issue, that these are -- the other thing is in F -- which was that exhibit?  There's -- the gross revenue charges are paid on a graduating scale, so the bigger facilities pay more, and of course the regulated hydro are the two biggest and so they pay at the highest rate.


MR. THOMPSON:  Thanks very much.  That helps me understand that.


Can I turn next quickly to the corporate capital projects?  This is Exhibit D3, tab 1, schedule 1.


If I understand the evidence correctly, the capital projects are roughly 24 million in 2008 and 22 million in 2009, up from 16.6 in 2005.  Have I got those numbers right?


MR. STAINES:  That's correct.


MR. THOMPSON:  Okay.  The question I had was, in D3, tab 1, schedule 2, there is an attachment pertaining to some sort of land purchase.


I am looking at D3, tab 1, schedule 2, page 4, where there is talk of -- what's described there is, as I understand it, a 21. -- well, it's a land purchase of 61 acres.  Have I got that straight?


MR. STAINES:  Sorry, it seems to be missing from my binder.  Yes, I have it now.


MR. THOMPSON:  Okay.  It talks about phases 1 and 2 going out to 2012, and then phase 3 to be determined.


My question is -- it also talks in this project summary about getting municipal and subdivision approvals, and this kind of thing.


My question:  To what extent does that project factor into these capital budgets in 2008 and 2009?  Does it have any impact?


MR. STAINES:  Yes, it does.  In the 2007 actuals, the 5.2 million is under real estate on Exhibit D3, tab 1, schedule 1, table 1.


MR. THOMPSON:  So that 12.7 relates to this project?


MR. STAINES:  5.2 million is included in the 12.7 of real estate.


MR. THOMPSON:  Then in 2008 and 2009?


MR. STAINES:  4.2 is included in the 7.3 in 2008, and the 4.1 is included in the 5.5 for 2009.


MR. THOMPSON:  But do we know today whether there is actually going to be something built on that land that is going to be used for regulatory purposes?


MR. STAINES:  The plan was to buy the land to consolidate our facilities out in the east end, our nuclear facilities, which -- we have somewhere between ten, twelve different facilities that we lease at the current moment, and hopefully some day, yes, we would consolidate those buildings out there.


MR. THOMPSON:  The in-service date is way out for these facilities?


MR. STAINES:  That's correct.


MS. CHAPLIN:  Just a point of clarification.  The value of the land purchase, which I gather is the 5.2 million, that's in the rate base now; is that correct?


MR. STAINES:  No, that is not in the rate base.  There are -- none of these dollars are in rate base.  5.2 is land held for future use.


MS. CHAPLIN:  Okay, thank you.


MR. THOMPSON:  All right.  So maybe I should have asked, does this building have any impact on the payment amount?


MR. STAINES:  No, it does not.


MR. THOMPSON:  Thanks.


If I could quickly turn to the asset service fees topic, which is described at F3, tab 3, schedule 1?


My understanding of this is that there are three centrally-held assets that are excluded from rate base:  One, the OPG head office in Toronto; second, the Kipling building complex; and, thirdly, some IT assets.


MR. STAINES:  That is correct.


MR. THOMPSON:  Can you tell me how much has been excluded from rate base on account of these assets?   Is there somewhere we can see that?


MR. STAINES:  The amounts excluded are not identified in the evidence.


MR. THOMPSON:  Could you undertake to identify those for me, the amounts that are excluded in 2008 and 2009?


MR. PENNY:  Well, I think we can.  As I understand it, the reason that we have done it this way is because it's hard to calculate.  But, I mean, if you wanted us -- we would have to make some assumptions, but we could make those assumptions, I suppose, and come up with a number.


MR. THOMPSON:  Yes, if you wouldn't mind doing that.


MR. STAINES:  We would have to make assumptions on the allocation of how much of the net book value of the buildings is related to the regulated versus unregulated business.


MR. PENNY:  We will make -- we will articulate the assumptions that need to be made so that you know what they are.


MR. BATTISTA:  That undertaking will be characterized as undertaking J9.2.

UNDERTAKING NO. J9.2:  TO PROVIDE INFORMATION ON HOW MUCH HAS BEEN EXCLUDED FROM RATE BASE RE THREE CENTRALLY-HELD ASSETS.


MR. THOMPSON:  For the purposes of calculating the asset service fees, as I understand it, you assumed some cost for these properties?


MR. STAINES:  Yes, we did.


MR. THOMPSON:  And then based on those assumed costs, you go through essentially what would be a rate base rate-of-return calculation of depreciation and return and so on.


So you treat them as if they were in rate base, based on these assumed costs; is that right?


MR. STAINES:  The calculation would be the same as if they were in rate base or treated as asset service fees.  The dollars would be the same.  The amounts would be the same.


MR. THOMPSON:  What I really was driving at is:  Is the dollar amount you are using for calculating the service fees, outside of the rate base, equivalent to the amount that has been removed from rate base?  In other words, are we worse off by what you are doing compared to having this stuff in rate base?


MR. STAINES:  No.  I feel that they would be the same regardless of whether they're in rate base, because we treat them the same way outside it.  If we just move those dollars into the rate base, the dollars would be the same.


MR. THOMPSON:  Well, I guess we will wait and see what has been excluded from rate base, but what is the value of the head office that has been used for the basis for these assets service fee calculations, first of all, in 2008 and 2009?


You show these in charts 2 and 3, as I understand it, for head office, and then chart 4 for IT assets.  You've got the, what I would call the cost-of-service return items, but we don't have the capital numbers that were used to derive them.

MR. STAINES:  That's right.  We could provide those --

MR. THOMPSON:  All right, well, do you want to do that by undertaking?

MR. STAINES:  -- J9.2, we will --

MR. THOMPSON:  So that's the capital costs that have been used to derive the asset service fees for the three properties?

MR. STAINES:  Yes.  

MR. PENNY:  Yes, we will include that in J9.2.

MR. BATTISTA:  Just to clarify, I think Mr. Penny said that answer will also be included under J9.2.

MR. PENNY:  Yes.

MR. THOMPSON:  Now, these fees -- I am looking at F3, tab 3, schedule 1, table 1 and table 2 -- they go from the regulated hydroelectric, 1.2 million in 2005, and they jump up to 2.5 in 2008, 2.1 in 2009.  That's millions.  And in table 2 for nuclear, it is 2005, 14.7.  Then they jump up to 29.9 in 2008 and 25.5, in millions, in 2009.

These are numbers, as I understand, that are based on some sort of dollar per square foot calculation.

MR. STAINES:  That's the major allocator, is based on square footage.  That's for, sorry, for 700 and 800 Kipling, for the buildings.

MR. THOMPSON:  This calculation is done every year?  Is that --

MR. STAINES:  That's correct.

MR. THOMPSON:  Would I be correct that had a lease been executed, let's say in 2005, that it would be far cheaper?  That the dollars per square foot cost in 2005 could have been locked in for the rest of these years?

People that occupy land don't usually have their rent increase yearly.  But this is what this presentation shows.

MR. STAINES:  2005 did not include the -- a couple of items.  There is an IR on 2005 of what was included, what was not included, but was included in 2006.

If you want to go to that, or do you just want to discuss from 2006 --

MR. THOMPSON:  I think that is Board Staff 61, is it?

MR. STAINES:  Yes, that's correct.  But since then, there are certain fees on top of rent that a tenant would pay.  There's also certain things that they request, certain services they request, whether it's improvements to the facilities...

So those are identified as well.  They would be increases on a yearly basis, on top of base rent.  There is also operating and maintenance costs that are paid on various leases, so that could be a cause of increasing dollars year-to-year.

If we look from 2006 to 2009, the dollars really don't increase very much on those properties.

MR. THOMPSON:  So could we add to the undertaking response, J9.2, the dollars per square foot that apply in the years 2005 to 2009 for each of these properties?  So we can see what the, what this is actually costing on a dollar per square foot basis; is that possible?

MR. STAINES:  Yes.  There may be some adjustments to it, based on what I mentioned before, such as if a tenant requests additional work, that's on top of the rents, that that would be excluded from the square footage calculation, because it's really not dealing with base rent and based on square footage.  It is based on variable demand.

MR. THOMPSON:  Is there anywhere in the evidence that -- something that shows the dollars per square foot that are being paid is reasonable in terms of market?  Or is this just a number crunching exercise that OPG goes through year after year and that's it, we pay it?

MR. STAINES:  There is nothing in the evidence.  However, we do look at other large tenants and check the amount that they pay per square foot, versus what we charge in the user fee for square foot.

MR. THOMPSON:  But there is nothing to give us that comfort in the testimony yet?

MR. STAINES:  There is nothing in the evidence.

MR. THOMPSON:  All right.  Just again on the IT assets, is this like a license fee, in effect?  And it varies from year to year, keeps going up?

MR. STAINES:  The IT amounts are based on usage of the IT assets.  So we do allocations based on certain IT assets, and how much are they used within the regulated business and the unregulated business.

MR. THOMPSON:  Right.  So the capital costs are allocated on the basis of usage?

MR. STAINES:  Correct.

MR. THOMPSON:  If I understand.  Then you would take that capital cost and you would calculate depreciation, and then you are using return.  It was lower in 2005 and now you are going to use a higher rate-of-return and come up with the numbers.  Is that right?

MR. STAINES:  The return in 2005, 2006 and 2007 was the same.  We just didn't report it that way in 2005.

The return for 2008 and 2009 would be the return that is in the evidence.

MR. THOMPSON:  That's going to produce a number, but my question is:  Is there something in the evidence that demonstrates that number as a license fee for these kinds of assets is reasonable?

I assume that there is data out there as to what a user of IT assets should be paying for access to the assets.

MR. STAINES:  Well, our evidence in F3, tab 1, schedule 1, on the second page, we do have a few bullet points on rationale for corporate structure and we do identify, in the second-last bullet, economies of scale achieved by using common processes.

MR. THOMPSON:  Sorry, what was that reference again?  I apologize.

MR. STAINES:  F3, tab 1, schedule 1.

MR. THOMPSON:  You are referring to what portion of this?

MR. STAINES:  Well, there's a number of bullet points on 2.1, section 2.1, you know, common use of information systems, reducing the total number of systems.  We have common systems to improve accessibility.  We have economies of scale by use of common processes.

So all of these are common IT assets that are shared by all of the businesses.

MR. THOMPSON:  All right.  Well, I can't find the reference here.  You said F3, tab --

MR. STAINES:  Tab 1, schedule 1, page 2.

MR. THOMPSON:  All right.  Well, I will move on from that.  Thanks.

Now, just with respect to depreciation expenses, you have given these numbers in F2, tab 2, schedule 1, and the depreciation, if you would just take this subject to check, in table 1 for hydro is 67 million, I think, in 2005, down to -– sorry, that is probably billion.

67 million, sorry.  63 million in 2009, if I've recorded these properly.  And then in nuclear, it goes from 259 million to 316 million, I believe, 2005 to 2009.


My question is:  Is there anywhere where we see the composite rate, composite depreciation rate for your hydro, your composite depreciation rate for nuclear, and have that compared to benchmarks to demonstrate that these numbers are reasonable?


MR. STAINES:  The depreciation is a function of mainly the service life of the station and the various components in the stations.  Do we have benchmarking on those assets?  No, we do not.


MR. THOMPSON:  All right.  Let's move on, then, to regulatory taxes.  That's a topic that's discussed in F3, tab 2, schedule 1, and it goes really from pages -- I make it from 7 to 18.


Now, what I wanted to get initially, just so that I can understand this, is there are taxes -- are there taxes that OPG actually pays as taxes, and then there are taxes that are payments in lieu of taxes.  There's two separate sort of categories here; is that right?


MR. HEARD:  OPG pays payment in lieu of taxes, but they are calculated with reference to the federal Income Tax Act and the Ontario tax rules, as well.


Now, OPG makes all of its payments, both the federal portion and the provincial portion of its income tax, to the provincial tax authorities.


MR. THOMPSON:  Okay.  Well, you're talking about income taxes; right?


MR. HEARD:  Income taxes, yes, and we did with capital tax beings, Ontario capital tax, as well, and large corporations tax; federal, while it existed, we paid that, although again that was paid to the provincial authorities.


MR. THOMPSON:  Okay.  So large corporation tax, I understand this has been discontinued.  There is some evidence on it in your material.  Was that a tax that was actually paid as a tax to the province?


MR. HEARD:  It was paid as a -- if I understand your question, it was paid based on the calculations -- based on the rules for calculating large corporation tax.  We would calculate that amount, and we're assessed based on those amounts by the province, by the provincial tax authorities.


MR. THOMPSON:  But is that going to pay down stranded debt or is that actually going to the provincial coffers as taxes, or do you know?


MR. HEARD:  I probably would be reluctant to assume where the money was exactly going for that.


MR. THOMPSON:  Ontario capital tax, do you know if that's actually being paid to the province as taxes or if it's going to pay down stranded debt?


MR. HEARD:  It is paid -- as far as OPG is concerned, it's paid to the provincial tax authorities just like its other taxes, income and capital, federal tax.


MR. THOMPSON:  And the property tax, your evidence speaks of municipal property tax, and then there is payments in lieu of property tax, which I think is this gross revenue charge you were referring to earlier.  The municipal property tax, does that actually get paid to municipal authorities?


MR. STAINES:  Yes, it does.


MR. THOMPSON:  Now, the payments, then, in lieu of income taxes, which are discussed in the testimony you mentioned a few moments ago, the amounts that actually get paid to the province, are they based on the consolidated financial statements of the corporation?


MR. HEARD:  Yes, they're based on -- well, we pay tax, actually, for each -- if you meant our regulated and hydroelectric businesses combined, yes, but we actually pay taxes separately for each legal entity that OPG is comprised of.


OPG has a number of legal entities.  But in its largest corporate entity, which is called OPG Inc., that has regulated and unregulated operations in it.


MR. THOMPSON:  Okay.  Now, this money is going to -- when it is paid, is going to reduce stranded debt; have I got that straight?


MR. HEARD:  Again, from OPG's perspective, we pay it to the Ontario Ministry of Finance, just like any other taxpayer would -- tax-paying company would.


You know, in terms of the -- where the money is to exactly go, I would have to look at that, because I am not totally familiar with that.


MR. THOMPSON:  Well, does OPG monitor the amount of stranded debt and the extent to which it's being paid down?  I would have thought it might.  This is a significant component of its payment amount claims.


MR. PENNY:  Well, Mr. Thompson asked Mr. Barrett that question -- sorry, the earlier panel that question, and I think we gave the answer that we don't.


MR. THOMPSON:  I think you're probably referring to the technical conference.


MR. PENNY:  I'm sorry, you're right, technical conference.  My apologies.  It was the technical conference, yes, quite right.


MR. THOMPSON:  I am quite happy to reserve it for Mr. Barrett when he comes forward.  Do you know anything about the stranded debt, panel, its status?


MR. HEARD:  No, I don't monitor.  I am vaguely familiar with it, but other than that, no.


MR. THOMPSON:  Now, if you could just turn up the taxes table here, it's table 7 in Exhibit F3, tab 2, schedule 1, table 7.


This, as I understand it, is showing the taxes calculation for years ending December 31, 2007, 2008 and 2009, and then on table 8 we have it for 2005 and 2006.


MR. HEARD:  Yes, that's correct.


MR. THOMPSON:  Then looking at table 7, the starting point is the regulatory earnings before tax of a loss of $84 million, which tracks back to your financial statements.


I believe you pointed that out in your undertaking response, J2.7; is that right?


MR. HEARD:  Yes, it does.  It tracks back to a reconciliation that is done on Exhibit C-1, tab 2, schedule 1, table 1, which is just a reconciliation of the financial statements segment results, earning before tax -- getting to the regulatory earning before tax.


MR. THOMPSON:  Then in this table, from lines 2 down to 13, we have additions for tax purposes, and then deductions for tax purposes follow.


At the end of the calculations, at line 23, you get a loss attributable to the regulated operations, as I understand it, nuclear and hydroelectric combined, of $553 million?


MR. HEARD:  Yes, that's correct, for 2007.


MR. THOMPSON:  That is -- that's not what's going to show up in your actual return you file with the government.  This is done on a regulated stand-alone basis?


MR. HEARD:  Yes, it is.  That's correct, stand-alone.


MR. THOMPSON:  Then you carry that forward to 2008 and that, as I understand it, wipes out the income shown in line 23 of $163 million; is that right?


MR. HEARD:  Yes, that's correct.


MR. THOMPSON:  So there is no tax in 2008.  You've still got losses carry forward, which wipes out the income in 2009 of $324 million; is that right?


MR. HEARD:  Yes, that's correct.


MR. THOMPSON:  Then there is still something left over that is used for the mitigation amount in the -- that's the subject matter of another panel.  Is that right?

MR. HEARD:  Yes.  And the loss continuity is shown on table 9 of that exhibit.

MR. THOMPSON:  But my question is this:  Is it implicit in -- and so with the way you are presenting this in this case, in terms of the payment amount, all of the tax losses are being used up, and it's zero taxes, payments in lieu of taxes for 2008 and 2009.  Then the mitigation amount is being brought into account in the test period.  

Am I right?

MR. HEARD:  Yes.  That's correct.

MR. THOMPSON:  But if there were no tax losses, am I right that the revenue requirement in 2008 and 2009 would be higher by the amount of taxes attributable to the 163 million and the $324 million shown at line 23, for 2008 and 2009?

MR. HEARD:  Yes, that would increase the revenue requirement, if there was tax.

MR. THOMPSON:  If we assume a tax rate of 31 percent, I make that to be about $150 million, give or take.  That's for the two years.

MR. HEARD:  Yes.  It would be a little less than that.

MR. THOMPSON:  Okay.  And for the 21-month test period, I did 21 over 24 and I got a number around 130 million.  It might be a little more, but in that ballpark.  Right?

MR. HEARD:  I am just going to have a quick check on that -- subject to check, yes.

MR. THOMPSON:  Okay.  So we get the hundred and, say, 30 million of taxes related to those amounts, with no tax losses.  You have to add to that the 128 million of the mitigation amount, which brings the total to something close to 258 million.

MR. RUPERT:  Mr. Thompson, was it 128 or 228 million for mitigation, while you were doing your numbers?

MR. THOMPSON:  I thought the mitigation now was 128 million.

MR. RUPERT:  Well, I mean we'll check it.  Just while you were doing your numbers, I thought it was higher, but sorry for interrupting.

MR. THOMPSON:  I thought it was 30 percent of the, roughly, of the unused -- well, I've got it somewhere at 128.

Let's assume it is 128, subject to check.  Have I got that right, Mr. Penny?  Is that number right for the mitigation amount?

MR. HEARD:  I think the mitigation amount is bigger, so I would I need to look into that.  There's a factor which needs to be applied, because there's a bit of a circular calculation there that happens.  Once you reduce the revenue requirement, it generates more loss.

MR. RUPERT:  Okay, Mr. Thompson, I'm sorry to interrupt you on this point, but just because you are adding numbers, the numbers as I see them on Exhibit K1 are $90 million in respect of regulated hydro, then a further 138 million in respect of nuclear, which together makes it around 228 million for mitigation, I think.

MR. PENNY:  I think what Mr. Thompson was focussing on was the tax payable, but the mitigation amount is more, as Mr. Heard said.

MR. RUPERT:  I thought he was talking about mitigation.

MR. THOMPSON:  In any event, panel, I guess I've got those numbers wrong, but the point I was trying to focus on is this:  Is that the total revenue deficiency implicit in this application, if you assume no tax losses, is the 1.03 billion that you set out in the application, plus the payment in lieu of taxes associated with the income in 2008 and 2009, plus the mitigation amount.

In other words, that's the way we should be looking at this thing.  It's that size of number.  Am I right?  If we forget about tax losses.

MR. HEARD:  Yes, if there were no tax losses, you're correct.  That's what the situation would be.

MR. THOMPSON:  And we know there are going to be no tax losses in -- for the years 2010 and following, right?  

MR. HEARD:  There is none planned.

MR. THOMPSON:  Okay.  And so implicit in all of these numbers that are before the Board is a rate increase in 2010.  If everything just stayed the same, there is a rate increase in 2010 equal to the sum of the mitigation amount and the taxes on the losses; which is a big number, right?

MR. HEARD:  There would be -- if everything else was constant -- there would be an increase, absolutely everything else was constant, there would be an increase if there were no tax losses available, but we haven't done that calculation for '10 and '11 to see what the exact amount would be.

MR. THOMPSON:  Okay.  Let's leave it there.  

Now, my last topic is -- and I apologize for running on -- deals with the compensation and benefits subject that you have been talking to others about.  F3, tab 4, schedule 1.

The numbers that I wanted to get some clarification on, and they relate to the pension-related costs in the revenue requirement.

These costs are discussed in the financial statements as well.  If you could just keep your finger on page 38 of the financials.

In the prefiled evidence, F3, tab 4, schedule 1, pages 26 and 27, there is a chart relating to these pension costs.

I wanted to, if I could, just correlate pension costs shown in this chart to, if you go back to the tax calculation at Exhibit F3, tab 2, schedule 1, table 7, at line 17 there's an item for pension plan contributions, and then at line 18 another line for other post employment benefits payments.

What I would like to know is how much -- what pension costs are included in the revenue requirement in 2008 and 2009?  Is there somewhere that I can get that number?

MR. HEARD:  The pension costs included in the revenue requirement are in Exhibit F3, tab 4, schedule 1, page 26.  There's a chart that shows, chart 6, that shows the pension and OPEB for each of the years 2005 through 2009 for nuclear and regulated hydro.


MR. THOMPSON:  Okay.  So to get, then, what's in 2008, do I add the 154.7 for nuclear and the 7.2 for hydro to get $161.9 million?


MR. STAINES:  That's correct.


MR. THOMPSON:  And now how does that correlate, if at all, to the $211 million that is shown in the income tax calculation?


MR. RUPERT:  Mr. Thompson, can I just make sure I'm following?  On the same page Mr. Thompson has you on, Exhibit F3, tab 2, schedule 1, table 7, there is a line 6.  I think he is talking about 17 and 18.  Line 6 above that is an add-back of 384 million, 353, 337.  Do those add-backs there -- are those totals the totals from those charts that you have just referred us to?


MR. HEARD:  Yes, they are.


MR. RUPERT:  Okay.  


MR. HEARD:  And the line 17, which was a contribution line, is not those -- in the exhibit on that page 26 reference I was showing there are the -- what's in the revenue requirement in terms of expense.  But for cash -- for tax purposes, it is an on a cash basis, which you see different numbers on this table 7 that you are referring to.


MR. THOMPSON:  Then I am back, then, on chart 6, the amounts that are shown for -- I am looking at page 27, now, of total OPEB costs, which for 2008 would be, for nuclear, 182.4 million.  Have I got that right?


MR. STAINES:  That's correct.


MR. THOMPSON:  Is that over and above the 154.7 on the previous page?


MR. STAINES:  Yes, it is.


MR. THOMPSON:  Then for the hydro, for 2008 it would be 7.2, and then 8.4 over and above that for the other post employment benefits?


MR. STAINES:  That's correct.


MR. THOMPSON:  Those are numbers that are in the revenue requirement; is that right?


MR. STAINES:  Yes, that's correct.


MR. THOMPSON:  All right.  Now, then, in the financial statements, there's page 38.  There's a statement to this effect: 

"Based on the most recently filed actuarial valuation as of January 1, there is an unfunded liability on a going-concern basis of $465 million."


And I think in your response to Schools Interrogatory No. 4 -- this is Exhibit L, tab 14, schedule 4 --


MR. STAINES:  We have found that here.


MR. THOMPSON:  -- you tell us in answer B that OPG's treatment of pension and other post-employment, OPEB costs in its application is consistent with findings of the OEB in prior decisions.  For example, pension assets and liability balances are not included in rate base to reflect the OEB's findings.  Then there is a decision cited, RP-1998-0001.


What is that decision?  What case is that?  Is that an electricity case or a gas case, or do you know?


MR. BRYDON:  Mr. Thompson, if I could just point out that that response to the interrogatory was actually prepared by another panel, so --


MR. THOMPSON:  Okay.


MR. BRYDON:  -- I personally don't have direct knowledge of the reference.


MR. THOMPSON:  All right.  That's fine.  I will take it up with that panel.  But can you -- what it is telling me is that this unfunded liability referred to the financials of $465 million is not receiving rate base treatment.


Am I right there?


MR. BRYDON:  Sir, when you say "rate base treatment", are you asking if it is included as part of the rate base?


MR. THOMPSON:  That's right.  What I am trying to get at here is that I think -- and maybe you're not the panel to ask this, but what I am trying to suggest is that the treatment of unfunded pension liabilities for regulatory purposes and the treatment you are proposing for nuclear liabilities isn't consistent.  


Should I be asking this panel that question or somebody else?


MR. HEARD:  Yes, we're probably a good panel to answer that.


MR. BRYDON:  If you're asking if there is a consistency between other post employment benefits and the nuclear liability, I would -- I believe that there is not.


As we indicated when we discussed the nuclear liability, associated with the nuclear liability is what we referred to as the asset retirement costs, which are -- is a cost that is then associated with the costs of the fixed assets, whereas in an OPEB liability, there is no such equivalent to an asset retirement cost.  It associates itself with the value of any asset.


The value of the OPEB liability -- first of all, it is part of a deferred compensation plan that -- to be part of costs today associated with people who are employed today, but when we say it is a deferred compensation plan, the payments will actually be made in -- sometime in the future.


So as part of that, then there's a current service cost.  The fact that there is a liability that's unfunded, that is that is actually a funding decision.  So if there is an unfunded liability, that would appear on OPG's financial statements.


MR. THOMPSON:  Conceptually, aren't the approaches to the two liabilities similar?  Again, if this is not the right panel, tell me.  But my understanding of the nuclear liability is that this unfunded liability will eventually be funded.  In other words, the structure is that monies get paid to eventually discharge the liability.  


Isn't the pension liability the same thing?  You have this periodic payment that is eventually going to make the thing funded?


MR. BRYDON:  I think the one difference that -- and I believe that Mr. Long pointed out in his testimony with regards to the nuclear liability, is that the funding for the nuclear liability is very much governed by the ONFA agreement, and the payment schedules aren't that much different.


Usually pension fund payments, the contributions would be -- usually, I would say, match the actual expenses that are being incurred.


MR. HEARD:  I would just add that the nature of the accounting is different between the two, as well.


As Mr. Brydon was mentioning, the costs for asset retirement obligations are, under accounting rules, capitalized; whereas, not so for pension and OPEB.  They're expensed.


MR. THOMPSON:  I will leave it there for argument.  Thank you very much, panel.


Thank you, Mr. Kaiser, for your patience.


MR. KAISER:  Thank you, Mr. Thompson.


MS. CAMPBELL:  It's 11:20.  Could we take the morning break, Mr. Chair?


MR. KAISER:  How long will you be?


MS. CAMPBELL:  Keeping in mind how successful Mr. Thompson has been at estimating his time, 20 to 30 minutes.  I hope to err more on the side of 20 minutes, and then I believe there will be Panel questions.


MR. KAISER:  I think the Panel has some questions, but we need to finish up by 12:30.


MS. CAMPBELL:  Yes, we will.


MR. KAISER:  Thank you.


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


--- Upon resuming at 11:43 a.m.

MR. KAISER:  Please be seated.

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

MS. CAMPBELL:  Thank you.  

I am going to hand out, from my attempts to get into the red book that Mr. Kaiser continually makes reference to, a single sheet, and it is just the front page of the Memorandum of Agreement.

It's found at A-1-4-1, appendix B, but I am only referring to a single paragraph, so rather than have people pull it out, I am going to hand a copy out now.  It has likely taken longer to hand out the sheet than the duration of the question.

One of the things I wanted to address, starting off, much of what I am going to discuss with you over the next hopefully 20 minutes will be related to costs and the incentives to keep costs low.

I am going to start off by referring to two particular items.  One is the Backgrounder, which is found at J1.1.  And all that I want to take from the Backgrounder, if you pull it up, J1.1, and you will remember that this was the Backgrounder that came out in February 2005 and it was issued by your shareholder -- I'm sorry, I apologize, the Ministry of Energy.

You will recall that it was February 23rd, 2005, and I simply draw to your attention sort of a framework and a context for some the questions I am going to ask, that:
"The Ontario government has established prices for electricity produced by OPG effective April 1st, 2005.  These prices are designed to -–"

And I am looking at the fourth point:
"-- provide an incentive for OPG to contain costs and maximize efficiencies."

Moving from the Backgrounder to the single sheet that I handed out to you, the Memorandum of Agreement, I draw to your attention paragraph A1, under "mandate" which is:
"OPG's core mandate is electricity generation.  It will operate its existing nuclear, hydroelectric, and fossil generating assets as efficiently and cost effectively as possible, within the legislative and regulatory framework of the province of Ontario and the government of Canada, in particular the Canadian Nuclear Safety Commission.  OPG will operate these assets in a manner that mitigates the province's financial and operational risk."

So my focus, as I said at the beginning, just so the context is clear, has to do with the fact that one of the objectives that what was clearly laid out by the shareholders -- along with, I'm sure, many other things you must keep in your head -- the objectives of cost containment and cost efficiency.  And accepting that, as indicated in the Memorandum of Agreement, and in the Backgrounder that we talked about, am I correct that when OPG enters into its various business plannings, that cost containment and these objectives of cost efficiencies are several -- are factors that are considered when making those plans?

MR. HEARD:  I would say, yes, they are.  They are considered.  And they're considered in a number of ways, but of an example of how they would be considered is in our annual incentive plan targets, there is generally a cost piece in there where people are driving to a certain cost.

MS. CAMPBELL:  Okay.  You said the incentive plan?

MR. HEARD:  Yes.  The annual incentive plan for management levels in OPG.

MS. CAMPBELL:  All right.  Referring strictly to the incentive plans, there is a portion in the text that deals with the annual incentive plan.

Perhaps we should go there and then we can have a discussion about the annual incentive plan.

The reference is F3-T4-S1.  S1, and it's page 15.  Specifically, at the bottom, starting at line 25, 6.4.2, the management group annual incentive plan.  Is that what you were referring to, sir?

MR. HEARD:  Yes.

MS. CAMPBELL:  All right.  I was going to ask some questions about the elements that are in that plan.  You have already touched upon it.

As a background, could I just set the stage for this?  Based on the prefiled evidence, it indicates that:
"The annual incentive plan was adopted in 1999 to encourage and reward performance based on the achievement of defined objectives."

Stopping there.  Since 1999 have cost containment and cost efficiencies been part and parcel of those objectives?

MS. IRVINE:  Yes, they have.

MS. CAMPBELL:  Okay.  So they have always featured in there?

MS. IRVINE:  Yes.

MS. CAMPBELL:  How many factors do we normally have -- factors is the wrong word -- objectives or targets do we have in the annual incentive plan for management?

MS. IRVINE:  Well, the annual incentive plan is made up of three components.

MS. CAMPBELL:  Yes.

MS. IRVINE:  There is a corporate component, which has a number of elements, the site -- our business unit components, which have a number of elements, and then individual components for each person's personal objectives and deliverables.

MS. CAMPBELL:  Would cost containment, cost efficiencies, be factors in each of those three groupings?

MS. IRVINE:  They may not be a factor in the individual performance contract, which tends to focus more on deliverables and work programs, but they are certainly are a factor in corporate and in the business unit.

MS. CAMPBELL:  Can you explain to me how those factors would be expressed?  What would be the goal?  Would the goal change every year, or would it be –-


You are nodding when I said "every year", so could you explain that to me, please.


MS. IRVINE:  Certainly.  The financial measure is not one of profit or loss, but one of OM&A costs, and specifically, targeting to maintain OM&A costs at the business plan level.  So targets are achieved if the business plan is carried through.

If costs are reduced from the business plan, then a larger incentive award is provided.  If costs are over, then a smaller one is provided.

MS. CAMPBELL:  And between -- there's a reference to the fact in the evidence, starting at line 29, that:
"In 2007, the plan was revised to improve the alignment of the measures of the production units and the awards given to the corporate support functions as well as to simplify the plan."

Then it said -– sorry, stopping there.  Did costs containment and efficiencies continue to remain part of the AIP, the revised AIP?

MS. IRVINE:  Yes, they did.

MS. CAMPBELL:  All right.  If I turn the page and I go over and I look at lines, starting at line 2:
"Under the plan eligible employees can earn annual cash awards if key cost control and operational objectives of the corporation business unit and individual are met during the plan year."

MS. IRVINE:  That's correct.

MS. CAMPBELL:  And that, again, would include the cost objectives.

Now just getting back to that, if they have always been part and parcel of the AIP, can you explain for me how they are measured?  How is success or failure measured?

MS. IRVINE:  Success or failure is measured against the expected standard of performance.  So the target standard of performance is to have costs come in at the business plan levels.  It is it is important for the company to be able to say that the work that was scheduled to be done, was done, and it was done within the budget that it was allocated.

If the work can be done in a smaller budget, then, as I said earlier, a greater award is provided.

I might add, Ms. Campbell, that in situations where the budget is reduced, so the OM&A costs are reduced from the budget, but the work is not completed, that that does not necessarily mean a windfall for the folks in the plan.


MR. KAISER:  Did you say that there was still an award even if costs went over?  It was just a smaller award?


MS. IRVINE:  There is a threshold amount, and if the costs go over that amount, then that component of the score card is given a zero score.


However, once -- between threshold and target, yes.  There are numbers given for that.


MR. KAISER:  Target I understand is a business plan.  What's the threshold?  Sort of a variance, 10 percent plus or minus?


MS. IRVINE:  Plus or minus 5 percent, usually.


MR. KAISER:  If it is over by 5 percent or less, there is no penalty?


MS. IRVINE:  There is a penalty.  It is just a graduated penalty.  If it's greater than 5 percent, then there's no award given for that component.


MR. KAISER:  I understand.  What's the weighting of the cost component?


MS. IRVINE:  That has changed a little bit throughout the years, but currently it is at 35 percent.


MR. KAISER:  Is that true for all levels of management?  Is that standard across the company?


MS. IRVINE:  That is on the corporate score card.  The business units score cards tend to have a weighting in the 20 percent range.


MR. KAISER:  When you say management -- or corporate, excuse me, that's the corporate level as we understand it in this cost allocation, the head office function?


MS. IRVINE:  No.  It actually applies to every non-union employee.


MR. KAISER:  I see.


MS. IRVINE:  It is just that every employee is evaluated on three distinct -- well, most employees are evaluated on three distinct measures.  One is, How well did the company do?  The second is, How well did their business unit do?  The third is, How well did they do personally?  And those are weighted.


MR. KAISER:  So the 35 percent weight for cost --


MS. IRVINE:  Yes.


MR. KAISER:  -- which I think is what Ms. Campbell is talking about -- I understand you have these three groups.  Let's just talk about the non-union employees.  What percent of their bonus is dependent upon achieving the corporate cost objectives?


MS. IRVINE:  That would vary depending on whether or not they support the corporation as a whole, or whether they support the production units.


As I mentioned, the three components are there.  For people like myself, who are in the corporate functions, 50 percent of my bonus is based on the corporate results, 25 percent is based on my business unit results and 25 is based on my personal results.


So this would represent 35 percent of the 50 percent.


MR. KAISER:  I see.


MS. IRVINE:  For production unit employees, the shift and emphasis in the weighting goes to the production unit cards.  So they have 25 percent on corporate, 50 percent on their business unit, and then 25 on individual.


MR. KAISER:  Are there cost component elements of the business unit?


MS. IRVINE:  Yes, there are.


MR. KAISER:  So it could get picked up in more than one category?


MS. IRVINE:  That's correct.


MR. KAISER:  In your case, presumably just in one category, but in people further down the line, it might become a bigger factor?


MS. IRVINE:  That's right.  And depending on the type of function that you -- you are performing, the budget figures may be a part of your score -- your business unit score card or may not.  On something like human resources, where it is primarily labour and there is very little room for us to influence our budget one way or the other, it doesn't make sense to give us an award to -- that's based on basically cutting head count, or not adding head count.


Ours should be based on, What work do we produce?  What results are actually provided for the company?


MR. KAISER:  You're the HR person.  You're probably involved in designing these plans or have input into it.  Is it your judgment that insofar as cost reduction or containment is concerned, they are effective?  Do they produce results, in your view?


MS. IRVINE:  In my view, they do, because you do see them modifying behaviour.  You actually see employees thinking, Well, if we overspend in this area, we're not going to meet our AIP targets.  They are definitely part of the culture of the company.


MR. KAISER:  Over the period of time that you have been involved, have things been done to fine-tune this to make the cost aspect or the cost control aspect more effective?


MS. IRVINE:  I believe that they have, primarily indicated in -- things like just simply achieving the number is not sufficient to get the award score.


You really have to show that you haven't got there by either dumb luck or by not doing work in scope, and, therefore, reducing costs, because then it is not an effective driver.  So I think that that aspect of the financial incentive has been enhanced year over year.


MR. KAISER:  Thank you.  Sorry, I didn't mean to interrupt for so long.


MS. CAMPBELL:  Thank you.  You said that the numbers are based on a budget; right?


MS. IRVINE:  They're based on the business plan.


MS. CAMPBELL:  Business plan.  The budget is in the business plan?


MS. IRVINE:  Correct.


MS. CAMPBELL:  Right.  How is the budget set?  I mean, I'm trying to get at the -- I am trying to figure out how the budget captures the efficiency improvements.


MS. IRVINE:  I will defer to my financial colleagues around budget.


MR. PENNY:  I guess I would interject here to say that we did have a panel that dealt with the business planning process.  Mr. Halperin was on that.  He is actually coming back again, so these witnesses, although they will be familiar with the business planning process from their particular perspectives occupying the jobs that they have, they're not responsible for the process, itself, which is more Mr. Halperin's responsibility.  So depending on the nature of your question --


MS. CAMPBELL:  We are trying to analyze the nature of the incentive, and I would appreciate whatever this panel could offer and perhaps if they have given us -- I haven't heard anything from them yet, so I don't know what Mr. Staines is going to say.


Perhaps he could assist as much as he can.


MR. STAINES:  I will.  The business -- during the business planning process, it goes through a number of reviews and steps where departments identify their programs, the work they plan to do over the business planning period.


I am involved with a number of the corporate groups, so I know they're in contact with the production units, the production business units, to discuss their needs, to ensure that the corporate groups meet their needs, and they get, in turn, incorporated into the business plans for each of the corporate groups.


As well, most groups -- as far as I know, all of the groups I deal with, try to identify cost savings as much as possible through the process, and they are challenged by, say, the production business units for the dollars they spent.


We do have this assignment and allocation of costs, so that the leaders of the business units do see how much allocation of the corporate cost is hitting them, is showing up on their financial statements, our reports.  So they have incentive to make sure that their dollars look reasonable, as well.  So they do push back on the business units.


The business units then rate all of the departments within a business unit or corporate group; then raises it up to the senior level and their area.  So for finance, they would raise it up to the CFO.  The CFO would have meetings with his direct reports.  There would be peer reviews of all of his direct reports' business plans and budgets.


After that, after the CFO or the leader of the corporate group is satisfied, they put together a presentation in which they sit with the CFO or the COO and president and present the business plans.  They identify the key objectives.  They identify the cost, the risk, and through that process it's accepted by senior management.


MS. CAMPBELL:  Can you give me an example?


MS. IRVINE:  Perhaps I can give you an example from an HR perspective.


When we devise our proposed budget for the year, we often have to sit down with the production unit business leaders and justify every cost that is in our budget relative to how it's going to help them produce electricity.  


And it's a pretty rigorous process.


MR. HEARD:  Another point that might actually be added from, say, for example, closer to home for some of the members of this panel who are in the finance group.  When we prepare our finance budget, for example, we're generally starting with -- if we were to do 2008's budget, we would be starting with the projection of the 2007 results, if we were partway through the 2007 year.


That way, if there was some under-spend already happening in 2007, for example, it would be expected that you start out at that lower amount, and then justify any increases or decreases from that point onward.


MR. STAINES:  If I could just add to that.  In the finance area, over the last two business planning cycles, after everything was set and approved pretty well by the CFO, he went back to his finance departments and reduced the budgets across the board, across each of his direct reports, arbitrarily said:  Okay, that's what you're going to do, now you're going to do it this much better.  And it was approximately four percent of the labour cost was reduced.

MS. CAMPBELL:  So that four percent is captured in the 2008-2009 forecast?

MR. STAINES:  Yes, they are.  They are incorporated directly into the business plan and budget numbers.

MS. CAMPBELL:  One of the things that we spent some time talking about was the fact that with regard to staffing costs, according to the CANDU benchmark, there was a 12 percent above compared to -- this is the Navigant study.

This has to do, again, with control and costs, et cetera.  And I believe you are aware of the Navigant study.  Ms. Irvine, you probably are.

MS. IRVINE:  I am aware that it exists.  I'm afraid I am not very familiar with its content.

MS. CAMPBELL:  You don't actually need to be, aside from the fact that it said you are 12 percent above, on average, against the CANDU benchmarks, 12 percent with regard to staffing, higher.  And with increased staffing, of course, your increased costs; am I correct?

MS. IRVINE:  Generally, that's the case.

MS. CAMPBELL:  Generally, that's correct.

Yesterday you were talking with Mr. Stephenson about various ways of keeping HR costs down.  One was the use of overtime, I believe, for flexibility.  But there has also been a discussion before about the fact that there is a movement within OPG to move away from non-regular employees to regular.

Given that you're already 12 percent above the benchmark, and given that you are -- your evidence is you are cost-sensitive, you are aware that the shareholder wishes you to keep costs down and to always operate efficiently and effectively, can you explain to me why it is that that cost-containment objective -- how a cost-containment objective is reflected in increased hiring of regular employees who come with a higher price tag?

Can you explain how that meets the cost-containment objectives?

MS. IRVINE:  No, I don't think I can, partly because I am not familiar enough with understanding where the 12 percent comes from, on what basis it is there.

It has been my experience that when you're doing benchmark studies like this, there are a number of variables to take into account.

I know that some the work that has been done in HR, for instance, it really needs someone to explain the situation before the numbers are meaningful.

So I am afraid I can't do much on the 12 percent.

In terms of hiring regulars versus non-regulars, certainly where we believe that the contingent work force is required, that is employees who will not be here in the very long-term or even in the medium-term, then we usually are using a non-regular kind of approach.

When we do believe it makes sense that the project is going to be long enough or there is sufficient work to carry on over several business cycles, then a regular staff member is usually required by our collective agreements.

Virtually 90 percent of the company is unionized and there are clauses in both the collective agreements for the PWU and for the Society that deal with the length of time you can have somebody in as a temporary employee and when it becomes a regular.

So at some point, you do have to make them regular, if you think the work is ongoing.

MS. CAMPBELL:  You had mentioned that part of HR's focus was cost containment, I thought.

MS. IRVINE:  That's correct.

MS. CAMPBELL:  All right.  So you can forget about the 12 percent.  I still remain puzzled how hiring approximately 580 full-time equivalents fits into the objective of lowering costs.

MS. IRVINE:  I believe that our objective is cost containment, as long as the production of the work can be completed.

So to the extent that work programs change over time, you may need more staff for various work programs that you have got underway.

The other thing to remember is that we are dealing with this demographics issue, where we need to hire regular folks that are going to be here for their careers, to replace those who are going to retire or are projected to retire in the coming four, five and six years.

MS. CAMPBELL:  If I could ask you to move to page 9 in F3, T4, schedule 1.

This makes reference to the Power Workers' Union.  I am focussing on lines 25 to 27.

MS. IRVINE:  Mm-hmm.

MS. CAMPBELL:  An example of cost savings from skill broadening.

MS. IRVINE:  Yes.

MS. CAMPBELL:  You have that down as an example.  I think that is what you were basically alluding to, one of the things you have alluded to as being something that you tried to do.

MS. IRVINE:  Right.

MS. CAMPBELL:  Going forward, what other examples -- this is from 2002 to 2005 -- what other steps is HR taking, again, with that focus of trying to save costs and use human resources more productively and in a more cost effective manner?

MS. IRVINE:  Well, I think there is a great deal of emphasis on the nature of skill broadening as it is defined within the Power Workers' Union, which was an agreement to break down traditional work silos so that people could be more productive, if you will, by doing more, a variety of tasks.

That doesn't make a lot of sense within the Society environment, which are knowledge-based workers.  They are hired because they are specialists in particular areas.

So this approach doesn't apply to the Society.  However, what we've done with both the PWU and with the Society is simplified out their pay administration approaches.  So we have changed their compensation plans.

One of the things we've done is reduced the number of job classifications and reduced the number of pay bands, and when we were doing that, we also capped the new pay bands at a lower ray than the previous.

So that's another indication of what we've done.  Now, we did that with the PWU in 2002, implemented that.  And we did it with the Society in 2005, implemented in 2006.

So while we do have a number of grandparented staff above the new highs, any newcomers coming in are going to be capped at a lower rate of pay.  And that reduces not only our base pay wage load, but also our pension costs.

MS. CAMPBELL:  I am going to ask you to pull out page 20 of K8.1.  That's the AMPCO cross-examination document brief and that has been referred to a number of times today.

And to speed things up, keeping the eye on the clock, if I go along line 15, and I take the numbers, I take 383.8, I move all the way down towards 2009, and I am adding up these various totals as I go along.  I add them up, what I -- when I add them up and I determine the percentage of increase, I have determined that the increase over the period from 2005 to 2009 is approximately 24 percent.  Can I ask you to accept that, subject to check?

MR. STAINES:  Yes.

MS. CAMPBELL:  Thank you.  Then the second number that I would like to ask you about, I can tell you that behind the scenes, people have taken the OM&A costs for nuclear and for hydro, and the source for this -- so that you can check it later, I have my eye on the clock -- is F2, T1, S1, table 1, for nuclear, and F1-T1-S1 table 1 for hydro.  And when we added up the numbers between 2005 to 2009, we found an increase of approximately 18 percent.  That's for the OM&A in total.

So the difference between corporate costs was plus or minus 24 percent, and OM&A was plus or minus 18 percent.


First of all, the increase in the corporate costs is approximately 5-1/2 to 6 percent greater than OM&A.  Can you explain that?  If you are trying to be efficient with overheads, et cetera, what is the reason for that?


MR. PENNY:  Unfortunately, without knowing where the OM&A numbers came from, it's difficult to comment on them.


MS. CAMPBELL:  Actually, I have given you the sources of it.


MR. PENNY:  I know, but, Ms. Campbell, there is a line item in the source, which says "allocation of corporate costs", which suggests to me that the totals you used already include the allocation of corporate costs.  So it would not be an appropriate comparator.  That's line 3, for example, F1.


MR. KAISER:  I wonder, Ms. Campbell, would it be best to let them deal with that by way of undertaking?


MS. CAMPBELL:  Why don't we do that, and I will move to the last questions that I have?


MR. PENNY:  I wonder if it is possible for Staff to provide us with a table which shows the numbers that they're using and where they came from.


MS. CAMPBELL:  We can always provide a table, Mr. Penny.


MR. PENNY:  Thank you.  That would be very helpful, and then we can comment on that.


MS. CAMPBELL:  Certainly.


MR. PENNY:  Thank you.


MS. CAMPBELL:  That would be an undertaking?


MR. BATTISTA:  Yes.  That will be undertaking J9.3.

UNDERTAKING NO. J9.3:  TO PROVIDE A COMPARISON OF CORPORATE vs. TOTAL OM&A

MS. CAMPBELL:  My last -- I have a question on depreciation.  Depreciation is covered in F4-T2-S1.  Gannett Fleming did a review of processes, procedures and methods that OPG used to review its depreciation expense.


Am I correct, when I read the terms of reference for the depreciation study, it did not appear that the terms of reference included an asset life study?  Am I correct?


MR. STAINES:  That's correct.


MS. CAMPBELL:  All right.  Has OPG ever had an independent depreciation study done on the useful life of its regulated assets?


MR. STAINES:  We do an internal review of our service lives.


MS. CAMPBELL:  Have you ever done an independent third party --


MR. STAINES:  Not that I am aware of, no.


MS. CAMPBELL:  No.  So OPG has never done one?


MR. STAINES:  Not that I'm aware of.


MS. CAMPBELL:  All right.  Can you tell me why you haven't done one, why you haven't had them evaluated by a third party and the rates confirmed or altered?


MR. STAINES:  We have an internal process that looks at the service lives of our -- all of our assets, our regulated assets, hydroelectric and nuclear.  The review is performed by the technical staff that work with these assets.


We did bring in Gannett Fleming to look at the process in which we review -- performed this review.  They concluded that the review did meet regulatory requirements, that -- maybe I should take that back.


The review was appropriate and did result in an appropriate level of depreciation.


MS. CAMPBELL:  All right.  So essentially OPG has never had an independent third party study done.  Do you intend to have one done before the next filing?


MR. HEARD:  I think we were considering that, but it was also with reference to the nature of the assets that we had that is causing us to make sure, before we did that, that it was either possibly required of us to do or relevant, in the sense that our nuclear assets, to a large extent, are capped by one or two life-limiting factors.  


And the hydroelectric assets, in general, have such very long rates, that looking out using a longer life than even we're using would, you know, not necessarily have a lot of certainty to it, because they're so long in nature.


We got some comfort around that by looking at some external financial statements of companies with hydroelectric stations that were filed, just to get a sense of how far out their lives are.


So it was based on the combination of thoughts between the two that we hadn't, to date, done that, and a final determination hadn't been made, I don't think.


MS. CAMPBELL:  Going forward, do you intend to do that?


MR. HEARD:  I think if it was required to do it, we would do it.  It's just we weren't certain that we were going to get a whole lot of benefit, for OPG's perspective, to do that, given the nature of the lives of the assets themselves.  But if it was required, we could do that.


MS. CAMPBELL:  Thank you.  Moving to simply the question of taxes, I am just confirming that OPG did not file its 2006 tax returns and there were various grounds, one of which was that it wasn't relevant and it was not necessary.


I take it OPG, having done so in the past, is aware that documents can be filed on a confidential basis with this Board?


MR. HEARD:  Yes, we are aware of that.


MS. CAMPBELL:  All right.  And you are aware, obviously, because you have used precedents, that two of the gas utilities that are before this Board, both Union and Enbridge, have both regulated and unregulated businesses, and that they have, in fact, filed their tax returns on such a basis previously.


Am I correct that if the Board ordered you in the application that it will come up in the future to file the tax return on a confidential basis, you would do so?


MR. HEARD:  Sorry, I missed the first part.


MS. CAMPBELL:  If the Board ordered you to file an income tax return on a confidential basis, you would do so?


MR. HEARD:  Yes.


MS. CAMPBELL:  Thank you.  Those are my questions.


MR. KAISER:  Are you asking them to file a return, or not?


MS. CAMPBELL:  No.


MR. KAISER:  All right.

Questions from the Board:

MR. RUPERT:  Panel, my questions all relate to taxes and loss carry forwards along the lines Mr. Thompson was starting on earlier.


I think maybe I could ask all of my questions by reference to hopefully a single page, which is Exhibit F3, tab 2, schedule 1, table 7, which is the calculation of taxable income.


Do you have that one there?


MR. HEARD:  I do.


MR. RUPERT:  Just a couple of digressions on some numbers before I get to my main questions.  The first line of this chart, the table that is called "Regulatory Before Taxes", it has three numbers.


There is a footnote reference and detail provided for how the 84 million loss in 2007 was determined.  I didn't see anything in the application that showed me how the 472 for 2008 or the 504 million for 2009 were calculated.


I might have missed it.  Is there something in there that shows a similar reconciliation for those two years as you presented for 2007?


MR. HEARD:  I think there may not be.  There may not be a reconciliation of that nature.


MR. RUPERT:  I assume that since you start with those numbers, it must be around.  So would it be possible to file that for those two years, a reconciliation similar to what you have done for 2007 in Exhibit C1, tab 2, schedule 1?


MR. HEARD:  Yes, it would.


MR. RUPERT:  Okay.  Two other quick digressions, just to put it on the record.  Mr. Thompson asked you this morning about OPEBs and pensions and the deductions you took for tax.  Just to be clear, the line 6 in this Exhibit F3, tab 2, schedule 1, table 7, line 6 shows for each of the years the total pension OPEB and -- I guess SPP is supplementary pension plan.  Is that what that stands for?


MR. HEARD:  Yes, that's correct.


MR. RUPERT:  The total amount included in your proposed revenue requirement for 2008 and 2009, those numbers there, so $353 million in 2008 and $337 million in 2009, those are the sum total for those three categories of costs that you have included in the revenue requirement; is that fair?  


I ask that, because I took it you add those back, because they're not deductible for tax, in order to allow you later on in lines 17 and 18 to deduct the actual cash contributions, which are deductible?


MR. HEARD:  Yes, yes.


MR. RUPERT:  The third digression, before I get to the loss carry-forwards, is Mr. Faye yesterday was asking you some questions about interest expense.


He didn't continue after Mr. Rubin asked his questions.  I just want to be sure I understand this.


This all related to interest on the deemed debt; that is, the extra debt in your capital structure that is not actually represented by real debt in the company in order to fill in the hole.


As I read this table 7, line 11, which is called "adjustment related to duplicate interest deduction" -- is actually adding back some interest expense.  You are starting with regulatory before tax, which I believe includes a full deduction of the regulatory interest cost.  You are adding back an amount that I took to be the amount of interest related to a hypothetical deemed debt, because tax authorities obviously are not going to let you deduct nonexistent interest costs.  Is that what that line means?

MR. HEARD:  Not exactly.  It's close to that, though.  It is related to the hypothetical deemed debt related to the asset retirement costs in the rate base.

And that is because --

MR. RUPERT:  Okay.

MR. HEARD:  -- we have a tax deduction on line 16 for contributions to the nuclear segregated funds and also for line 15, for that matter, cash expenditures down the road as well on those types of expenditures.

And included in those costs is effectively a principal and interest component and, therefore, for the portion of deemed interest related to the asset retirement costs that are in the rate base, there would be a double counting of interest.

MR. RUPERT:  Okay.

MR. HEARD:  That's because OPG doesn't get a deduction for accretion, for example, of the growth in the passive return on cost.

MR. RUPERT:  Okay, thanks, I will leave that.

Now, loss carry-forwards, on line 23 -- Mr. Thompson has already asked you about this -- is the calculation you made for 2008 and 2009 for the taxable income before your treatment of the loss carry-forwards.

I think he worked out roughly that if it weren't for this treatment of loss carry-forwards you have, there would be a tax bill for 2008 of, say, $51 million using the tax rate that you have listed there, and about $100 million for 2009, those being about 31 percent or so of the line 23.

So in total that's $150 million, more or less, of taxes you would have to pay, absent the way you treated the losses.

Now, you have also noted in your evidence, I think in some interrogatory responses, that the corporation does not have any non-capital losses to carry forward for tax purposes, that the losses of this division in 2005, 2006 and 2007, at least cumulatively for those years, have been used by OPG to shelter tax -- shelter income that would otherwise be taxed for unregulated activities.

MR. HEARD:  Yes, that's correct.  And that's largely because, in the main legal entity that we file a tax return for, it's got regulated and unregulated operations in that entity all in one, not separated out at all.

MR. RUPERT:  Right.  Right.

MR. HEARD:  Therefore, at the end of the day, if there was tax owing, there was tax owing, and it would have been due to the unregulated.

MR. RUPERT:  So the impact on your financial statements for those years, 2005, 2006 and 2007 cumulatively, is that the amount you're showing as the tax expense for the corporation is lower than it otherwise would have been, I assume.  Right?  You have taken all of these losses that have been generated by this business, you used them to offset against income earned by other businesses, and presumably have a lower tax expense reflected in your financial statements.

MR. HEARD:  Yes, yes.  That's correct.

MR. RUPERT:  So if I can put it this way, OPG has already realized the benefit of the losses this division generated.

MR. HEARD:  They have, yes.

MR. RUPERT:  Thank you.  It's realized it and also booked the income on it, if you will, booked the lower expense?

MR. HEARD:  Yes.

MR. RUPERT:  So having done that -- and those losses, of course, related to periods prior to the test period.  The losses arose then.  They were used on tax returns then.  And they were booked in income statements then.  I am trying to figure out how they get used by this division going forward.

Let me just pose the question this way.  Let's say in 2008, your business plan -- and we accept your filing, accept your application, your numbers come out precisely as projected and you do have a calculation saying this division next year has taxable income of 163 million dollars.  Right?  Let's also say the unregulated part of OPG makes a lot of money as well.  So the corporation has quite a large tax bill now, and puts it all together.

Let's just say in addition to the $50 million of tax that I think we just said was roughly what you would pay on that 163 million of taxable income, let's say the rest of the business had $100 million worth of tax to pay.  So the corporation had to cut a check for $150 million, right?

MR. HEARD:  That's right.

MR. RUPERT:  Now, who is going to pay the $150 million next year?  Is it going to be this division, or the other division?

MR. HEARD:  The other division.

MR. RUPERT:  So, in effect, it is sort of a delayed payment for the loss carry-forwards.  They used them last year and they will, in effect, pay you for them in the future as, in fact, the plan unfolds.  Right?  Is that what I'm getting?  Because the whole corporation has to pay $150 million.  If they pay the $150 million in total, they're paying $50 million more than their taxable -- tax return for that division would indicate.

MR. HEARD:  Sorry, than the unregulated division, that's what you're saying?

MR. RUPERT:  No, in the unregulated division, yes.  They only have a tax bill of 100, but they're paying 150 now, because they're paying your tax bill as well, if I can put it --

MR. HEARD:  Right, yes, so there will have been no recovery of that 50 million because it's already been reflected.

MR. RUPERT:  Yes.  Well, what I am trying to get at is if you were to stop the clock at the end of 2007 and say:  Let's do up full balance sheets of these two divisions, would there not be some inter-company, interdivisional account to say that the unregulated division owes a bunch of money to the regulated division, because it has used up all of those losses already in its tax return.  It has sheltered all of its income.

So what I am trying to understand here, is this treatment the normal conventional treatment one would expect?  Or are, in fact, we are doing something different than one might otherwise see for stand-alone tax provisions of a regulated and unregulated division?

I am trying to figure out how this benefits flows into 2008 and 2009, since it seems to be a past transaction.

MR. HEARD:  I think this is, this would be consistent.  It is not, granted, it is not normal that a regulated entity has tax losses carry-forwards, especially to this extent.  But the treatment is normal, in the sense that it has been done on a stand-alone basis.

So regardless of the fact that the unregulated business has had income for tax purpose that has basically absorbed these losses, we are treating it as if that never happened, for purposes of the rate submission.

MR. RUPERT:  Let's flip things around, though.  Let's say that in these periods the regulated division had been very profitable.  Unregulated division had been making losses, such that at the end, there was no tax payable by OPG, because all of the income made by the regulated division was offset by losses on the unregulated division.

Would the regulated division, say, not have to pay something to that other division in that respect? 


I mean, you can't sort of say:  No corporate tax, therefore this tax provision on my earnings goes away.  It seems to me what you have done on the losses is exactly that.  You have eliminated any bookkeeping on an amount because it's a loss, but if it were income in this division, presumably you wouldn't say this division had no taxes to pay last year even if it's usually profitable.

That wouldn't be consistent with stand-alone treatment, would it?

MR. HEARD:  I am not sure I totally understand the question.  But my thought on it is that if we had a situation where the regulated company -- business was taxable, and the unregulated business had a loss in it, it would be difficult to apply the losses to the regulated business, in the sense that, then, some of the principles of rate regulation would be difficult to carry out to make sure that the current ratepayers were paying for or receiving the benefit of tax expense or taxable income in the year it related to it.

So for example, if the regulated business had used the tax losses of the unregulated business, then the regulated business would, in effect, hold back tax value of losses to the unregulated business --

MR. RUPERT:  My understanding of how that situation works -- we have had a number of those at the OEB, is my understanding -- is when a regulated company is making money and unregulated affiliates are losing money such that the corporation as a whole is paying no tax, that the regulated company, quite naturally, says:  We need to include in our revenue requirement a full slug of tax, even though the corporation is not paying it, because that's a true, a true application of the stand-alone principle.

MR. HEARD:  Right, and I would agree with that.

MR. RUPERT:  I am trying to understand why in 2005, 2006 and 2007 a true application of the stand-alone principle for your company wouldn't have been for the regulated division to book a tax recovery in those periods, because it was, in fact, realizing the benefit of the losses, not through applying it on tax returns but by giving it to the unregulated division.  I am trying to see the symmetry in what you're doing, and I don't see it.

I see you have one thing for losses and do a different thing for income.  So -- I am also mindful of the time here.

MR. HEARD:  I understand what you're saying.  That was due in the interim rate period, though.  There was no recovery of tax, taxes, included in the recovery of losses, included in the interim rates, like as a reduction to the interim rates.

MR. RUPERT:  Sure, but the interim rates also didn't assume you are going to lose money on the business either.  So I would have thought -- I am trying to struggle with the costs or benefits of tax positions, tracking the actual recording of the loss or income itself.  


It seems to me that there has been a real separation in what you're proposing between when the losses were actually recorded by the business, 2005, 2006, 2007, when the losses were utilized by the business, 2005, 2006 and 2007, and when you are proposing to actually want to reflect it in rates.  That's the part I am struggling with.


MR. HEARD:  If I am understanding what you're saying, the normal principle would be that the benefit of any losses are affected in a reduction in rates, almost in the year in which the loss relates to.


MR. RUPERT:  I am not being argumentative.  I may come back to Mr. Halperin later.  I guess two quick things, and then we will wrap up.  One is it seems to me you can realize these losses through several ways.  One is applying them on a tax return in the year in which you have income, one is carrying back them back to apply to a tax return within the loss, and one of them is giving them to somebody else to use them, your unregulated division.  They have been realized, in any event.  


You seem to be distinguishing the realization of the benefit by virtue of the regulated division -- unregulated division having profits as different from if you had actually put them on a tax return last year, carried them back, for example, if you could, and realized them then.  


If you had carried the losses back last year and realized them, if you were able to do that, would you still be proposing this treatment here?


MR. HEARD:  Yes, I think we would, because for regulatory purposes, we had thought that the fair thing to do was, if the loss was generated during that interim period, '5, '6 or '7, to make sure that we're effectively providing it back to the benefit of the ratepayer.


MR. RUPERT:  Let me leave it there.  I know we are pressed for time.  Maybe what I'd like to do is I know Mr. Barrett and Mr. Halperin are here for the mitigation panel.


What I am struggling with here is I am trying to figure out whether this treatment here is a faithful application, plain vanilla application of stand-alone principle, or whether it is another form of mitigation.  Maybe we can pick it up with this panel at the end, and say the question would be for this last panel:  Is the mitigation amount 228 million, or - and I think this is where Mr. Thompson was getting today - is the mitigation amount a large amount, i.e., the amount of loss carry forward shown here, is that really, in fact, a form of mitigation as opposed to a standard accounting treatment?


MR. HEARD:  That would be, for example, if my interpretation of what you're saying is correct, that if -- that would be on the assumption that the interim rates included the benefit of these losses in that year?  So the 2005, 2006 and 2007 would be assumed?


MR. RUPERT:  No, I don't think so.  If you made a lot of money in the last three years -- let's say you made a lot of money, a lot more money than was ever thought possible with the 5 percent ROE they gave you, and so on, so your tax bill is bigger.  I don't believe you would be coming forward to us, to this Panel, and saying, Our tax bill was bigger for those three years and, therefore, customers in 2008 and 2009 should pay for it.  


I don't think you would be taking that position.


MR. HEARD:  Right.


MR. RUPERT:  So to flip it around, symmetry, if you're losing a lot more money than you ever thought, why should the benefit of those losses be brought forward if you already realized the benefit of the losses in those periods?  


Anyway, I will leave it there, but I do think I would like, if we can, to get back into this thing as a package in the mitigation panel, both the mitigation itself and this tax thing.  Is that feasible?


MR. PENNY:  Yes.


MR. RUPERT:  I will stop there.  Thank you.


MR. KAISER:  I just have a few questions, gentlemen, on the Rudden report.  That's at F4, tab 1, schedule 1.  Mr. Thompson has taken you through it.  As I recall your evidence with respect to his questions, the report came out in April 30th, 2006 and was based upon the 2006 plan numbers, and then came up with the methodology with respect to that.


As I understand your answers to him, that was the last that Rudden had to do with it.  They didn't check the 2006 actuals, the 2007 actuals, the 2008 plan or the 2009 plan.  Is that correct?


MR. STAINES:  That's correct.


MR. KAISER:  On page 4 of that document, and this is at the bottom, the last paragraph, they say:   

"Rudden has also recommended several refinements to OPG's methodology, including separating CSA costs between labour and non-labour, analyzing CSA costs in more detail for the purposes of assigning cost drivers and improving the selection of cost drivers.  Rudden also recommended improvements to documentation and increasing the scope and frequency of OPG's review process."


And then they said:

"Our recommendations are further discussed at section 4(b)."


And that is at page 19.  If you go to page 19, you will see that they had three -- excuse me, three basic recommendations.  The first was that:

"OPG should consider a formal quarterly review process, including review of the result allocation.  (This is currently done.)  Review of the departmental source distributions based on time estimates, review of the direct assignments and allocators, review of the allocator values."


So my question with respect to that is:  Has all of that been done?


MR. STAINES:  Yes, it has.


MR. KAISER:  All right.  Then the second recommendation was:

"Documentation of OPG's methodology should be improved.  OPG has documented significant portions of its cost allocation methods.  However, several areas should be improved.  Improvement in these areas is typically required after initial adoption and implementation of cost allocation methodology."  


Then they go on to list four matters, in particular, that need to be addressed, including the development of a template with respect to document specific identification and time estimation.  Has that been done?


MR. STAINES:  To some extent it has; not fully.  And we are planning to implement something for the upcoming business planning process.


MR. KAISER:  The third recommendation they made back in 2006 was:

"The cost driver selection should be standardized.  In assigning cost drivers, similar activities should have similar cost drivers.  The current cost drivers recommended by Rudden and adopted by OPG are standardized.  A general rationale for selecting cost drivers should be explained and documented and applied to new cost items as appropriate."  


Then they say:

"See section 4D for a discussion of the standard cost drivers recommended in this review."


And that appendix is attached.  Has that been done?  This is recommendation 3.


MR. STAINES:  Yes, we had updated our methodology, and it's a document that we plan to update again.


MR. KAISER:  All right.  I wonder, just to shorten this, could you give me by way of written response, undertaking, any of the recommendations that have not been completed?  Could you identify them, indicate why they haven't been completed and if they will be completed, and, if they will be, when?  


I just leave it as a written response, if that is satisfactory.


MR. STAINES:  Yes.


MR. KAISER:  Then, finally, you mentioned that your auditors -- I think you said you had a discussion with the auditors, and the auditors considered it part of their mandate to make sure that you were staying with the Rudden-approved methodology -- or I should say recommended methodology.


Is that regularly part of their assignment, that you treat that as an important process of ensuring that your cost allocation principles are on line with Rudden, and do the auditors look at, this matter that we have just been discussing, whether you are following and implementing the Rudden recommendations for improving the cost-allocation methodology?


MR. STAINES:  I am not aware of them looking at the recommendations.  I know they have looked at the report and the report was fairly favourable on our methodology, and on an annual basis we sit down and they go through the methodology to assure themselves that we are continuing to follow it. 


And, to me, I take that as something that is very important to OPG, in that we do have an independent review of methodology as defined in the Rudden recommendation.


MR. KAISER:  Yes.  And that independent review, that report that you just referred to, I take it that is in writing, is it?


MR. STAINES:  We have a methodology document in writing.


MR. KAISER:  And that is from the auditors?


MR. STAINES:  No, that is our own.  I don't have anything in writing from them, except that they sign off on the financial statements and --


MR. KAISER:  All right.  There is nothing in writing from the auditors that is specifically a part of their report or some separate document that says, We have reviewed the cost allocation methodology and it is in keeping with -- there is nothing in writing?


MR. STAINES:  Not that I have, no.


MR. KAISER:  All right.  Thank you.


MR. BATTISTA:  Mr. Chairman, I think we should give your request an undertaking number, and that will be J9.4.


MS. CHAPLIN:  Actually there was one given to Mr. Rupert.  You might want to give that a number, the first number.


MR. PENNY:  There was an earlier one from Mr. Rupert.


MR. BATTISTA:  Yes.


MS. CHAPLIN:  For the reconciliation of the 2008 and 2009 numbers.  So that would probably be --


MR. BATTISTA:  I thought that was going to come up with the next panel.


MR. RUPERT:  No, that was the first question I asked, Mr. Battista, was in respect to Exhibit F, tab 2, schedule 1, table 7.  They are going to provide the reconciliation for 2008 and 2009 for the numbers that appear in line 1.


MR. BATTISTA:  Okay, so that will be 9.4, and Mr. Kaiser's undertaking request will be J9.5.

UNDERTAKING NO. J9.4:  TO PROVIDE THE RECONCILIATION FOR 2008 AND 2009 FOR THE NUMBERS THAT APPEAR IN LINE 1 IN EXHIBIT F, TAB 2, SCHEDULE 1, TABLE 7.

UNDERTAKING NO. J9.5:  TO PROVIDE METHODOLOGY DOCUMENT.


MR. RUPERT:  I have one other very other short question I forgot to ask, panel, I'm sorry.  It's on a different topic, but it is about tax.  

I understand from your first quarter financial statements that you were making some progress or at least something is happening on your tax audit front.

A question, again, on this tax calculation:  Is there anything that's happened so far about your discussions and resolutions with the tax authorities that would have any effect on the numbers that appear as tax deductions in 2008 and 2009?  On this exhibit F, tab 3, table 7?

MR. HEARD:  Nothing significant since the March update was filed, and at that time, we had incorporated into the March numbers our understanding or expectation of how the matters would be settled with the auditors.  And that still holds today.

MR. RUPERT:  Okay, thanks.

MS. CHAPLIN:  I do have a question.

Ms. Irvine, you, in your questions from Mr. Stephenson, you commented -- I think he was asking you about the work you did on comparators and benchmarking -–and you made the comment that the numbers from Bruce were comparable in some respects but not in other respects.

You made a comment -- and I am paraphrasing here -- but I think you said that the areas, the sense in which they were not so comparable had to do with the impact of overall ownership and governance.

I was wondering if you could just explain a bit how these considerations of ownership and governance affect the comparisons?

MS. IRVINE:  Well, I think that within the evidence, we do have a table that shows the comparison between ourselves and Bruce on some nuclear particular jobs.

MS. CHAPLIN:  I guess I was interested more in your qualitative -- in other words, how I interpreted what you said was:  Oh, because their ownership and governance is different, that affects whether or not they're comparable.  I mean I know we have seen the numbers.  They're in the record.  I guess trying to understand the qualitative aspect of that comment.

MS. IRVINE:  Well, I think that ownership and governance does affect ability to pay and ability to pay does factor into how you structure and eventually agree in negotiations.

MS. CHAPLIN:  And the implications for the two entities?

MS. IRVINE:  The implications are that Bruce has potentially deeper pockets, in terms of achieving the labour piece than we do.

MS. CHAPLIN:  Okay.  And then on the corporate cost allocation area, you explained how -- Mr. Staines, I think it was you -- how a lot of the costs are allocated on the basis of direct assignments.  Is that correct?

MR. STAINES:  Yes, that's correct.

MS. CHAPLIN:  Okay, and I think one of the examples you gave were that there is HR staff that are directly located at some the stations, but their costs are corporate costs that are then subsequently allocated.

MR. STAINES:  That's correct.

MS. CHAPLIN:  This, I think, is touched on in the evidence, but can you just remind me why is it, for example, that that sort of staff -- these staff that are either located actually at the site or are located centrally but directly allocated, why are they not part of the business unit?

MR. STAINES:  It is part of our overall concept of centralization, where the functional groups reporting in to the functional leaders to ensure that, you know, policies and procedures in regards to whether it is HR or finance, are followed consistently throughout the organization.  Plus it only gives us one set of policies and procedures, so our governance in those areas are, I guess we feel, better, than if it was -- if they reported up through the line.

MS. CHAPLIN:  But to the extent one of these people is reporting centrally or it has to do with a sort of centralized governance, wouldn't that suggest that some of those costs shouldn't be allocated to the business unit, that in fact they relate to the entity as a whole and not to the business unit?

MR. STAINES:  The people at the site are working solely for the support of the site.

People that work on, say, the policy and procedures would be the people that would be centrally located and perform their function of doing policies and procedures and then rolling it out to the various sites.

MS. CHAPLIN:  So the people that work onsite don't report up centrally at all?

MR. STAINES:  The people at site report to, say, a vice president in nuclear and a vice president of HR, who would then report to the senior vide-president of HR.  So all HR people would report up to, up through HR.

MS. CHAPLIN:  So I guess I'm trying to understand, isn't there some component, then, of their job that has to do with this centralized function, not to do with the business unit?

MR. STAINES:  No.  Essentially, their function is to support the sites.

MS. CHAPLIN:  Okay.  I will leave it there.  Thank you very much.

MR. KAISER:  Thank you.

Mr. Penny, anything?

MR. PENNY:  Yes, thank you.  I am conscious of the desire to -– and almost all of my questions have been knocked off by the questions of others.  I think I have two, or at least two areas.
Re-examination by Mr. Penny:

MR. PENNY:  The first is with respect to, there was an examination by Mr. Faye that related to pension burden and past service costs and the increase 2005 to 2007, and your evidence was that that was the principal driver of that increase in pension costs, was a change in discount rate from 6 percent to, I believe it was 5.25 percent.

I simply wanted to ask you who determines the discount rate.  Is that a matter of discretion to OPG?  Or is that determined externally?

MR. BRYDON:  Actually, the discount rate is one that is provided and discussed with our external consultant, Mercer.  For the purposes of that discount rate, all of the information that is in the financial statements is provided by Mercer, related to the pension and the OPEB.

With regards to the discount rate itself, for purposes of the financial statements, it is management's acceptance of the discount rate, because the financial statements ultimately are management's.  But it is Mercer's practice that if we were to accept a discount rate different than, I think it is 0.1 percent different, then they would not sign off on their report.

MR. PENNY:  And has Mercer's ever done that, or had to do that?

MR. BRYDON:  No, no.

MR. PENNY:  All right.  Thank you very much.

Then Mr. Thompson, I believe it was Mr. Thompson, was asking about the methodology of the allocations in the Rudden report and so on.

You were asked whether there were checks on reasonableness.  You listed some items there, and I wanted to know whether you do any benchmarking in connection with specific corporate functions.

MR. HEARD:  We do do some benchmarking, and there was an interrogatory that we listed some benchmarking, and have agreed yesterday in one of the undertakings to provide benchmarking from the Hackett group related to the finance function.

MR. PENNY:  Do you do any other benchmarking?

MR. HEARD:  For?

MR. PENNY:  For any of the other corporate functions.

MR. HEARD:  Yes, there are some and they are listed, like, for example, CIO does benchmarking, as well.

MR. PENNY:  All right.  Thank you.

Then finally, you were also asked about measures of proportionality to do kind of big picture checks against the allocations.  

You were asked about revenue and assets.  I guess my first question is:  Is revenue, in your view, an appropriate measure of proportionality?

MR. HEARD:  Revenue is probably not.  The reason for saying that is that, with OPG being both partially regulated and a portion of it being not regulated, there is differences in how the revenue is derived.  As well, if you look at the nature of the facilities, the nuclear being base load facilities versus other areas, the business being peaking facilities, the nuclear would end up getting a lower rate than what the peaking facilities would be getting, at times.

As a result, therefore, that kind of makes the revenue a little less predictable.

MR. PENNY:  You mentioned, I think in your response to Mr. Thompson, FTEs as a useful comparator.  Are there any other useful comparators, in your view?

MR. HEARD:  Yes.  Largely, they're similar to FTEs in terms of percentage, or they are -- or derived, caused by some of the same factors like OM&A, labour dollars, OM&A itself, FTEs or some sort of OM&A and capital blend.

MR. PENNY:  And if you --

MR. HEARD:  Those are all relating to 70 percent or higher, for those numbers for the regulated business compared to the unregulated business.

MR. PENNY:  All right.  Thank you.  Those are all of my questions.

MR. KAISER:  Thank you.

That completes this panel, Mr. Penny?

MR. PENNY:  Yes, it does.  I think we will come back on Thursday.

MR. KAISER:  Thank you.  At 9:30 Thursday.

MR. PENNY:  For cost of capital.

---Whereupon the hearing adjourned at 12:53 p.m.
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