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Wednesday, November 16, 2016
--- On commencing at 9:31 a.m.

MR. MILLAR:  Good morning, everyone.  This is Day 3 of the OPG technical conference.


Mr. Smith, are there any preliminary matters?


MR. SMITH:  There are not.


MR. MILLAR:  So we are going to Schools now.  I think, Mr. Rubenstein, are you starting us off, and then we're moving to Mr. Shepherd?


MR. SHEPHERD:  Sorry, we had agreed to let Mr. Walker go first.


MS. BINETTE:  Mr. Walker is going after lunch.


MR. SHEPHERD:  Oh, yeah?


MR. WALKER:  That's okay, thank you.


MR. SHEPHERD:  All right.  Nobody tells me anything.

ONTARIO POWER GENERATION INC. - PANEL 3, resumed
Chris Fralick

Randy Puch

John Mauti

Alex Kogan

Donna Rees

Questions by Mr. Rubenstein:


MR. RUBENSTEIN:  Thank you very much.


I just have a few questions.  The first is with respect to Staff 153(a).  I don't think you need to turn it up, but there is a discussion about exchange rates used in the compensation benchmarking study, or the effect of the exchange rate, as many of the comparisons are being done to U.S. facilities, and I just am wondering if you are able to provide us, what is the exchange rate used?


MS. REES:  Just give me one moment, please.


MR. RUBENSTEIN:  Sure.


MS. REES:  So the exchange rate used was 1.29676 Canadian, and that can be found on page 8 of Exhibit F4-3-1.


MR. RUBENSTEIN:  Thank you very much.


If I can ask you to turn to 6.6 SEC 3.


MS. REES:  I have it in front of me.


MR. RUBENSTEIN:  And in that response you provide a number of bound scorecards over the last few years, and I was wondering if you could provide us with the results of each of those indicators.  It appears to be, these are, I guess, at the beginning of the year what the bound scorecard is and not at the end, how did you do on each of those metrics.  I was wondering if you could provide those for those scorecards.


MS. REES:  Yes, we can.


MR. MILLAR:  JT3.1.
UNDERTAKING NO. JT3.1:  TO PROVIDE RESULTS OF EACH OF THE METRICS ON THE SCORECARDS


MR. RUBENSTEIN:  If I can ask you to turn to 6.6 SEC 83.


MS. REES:  I have it in front of me now.


MR. RUBENSTEIN:  And in part (b) we asked essentially if you had set all the various categories at the 50th percentile what would be the revenue-requirement reduction for each year.


I was wondering if you could provide us by way of undertaking a step-by-step breakdown of how you come to that calculation.  There are end-result numbers here, but I am interested to see how exactly you have made those calculations and what assumptions or what numbers you have used to derive that.


MS. REES:  Yes.


MR. MILLAR:  JT3.2.
UNDERTAKING NO. JT3.2:  TO PROVIDE A STEP-BY-STEP BREAKDOWN OF HOW CALCULATIONS IN PART B WERE ARRIVED AT.  ALSO TO ADVISE IF ANY ADJUSTMENTS WERE MADE TO THE METHODOLOGY TO DETERMINE THAT RESPONSE TO THIS RESPONSE.


MR. RUBENSTEIN:  And then the second part of that is, is it the same basis or similar to the same basis that OPG used in Undertaking J9.11 from the previous proceeding, where you were asked essentially to do a very similar exercise in that last case during the oral hearing to provide what would be -- it would at the 50th percentile, and I am interested to know if you had made any adjustments to the methodology of how you have determined that response to this response.


MS. REES:  I would need to go back and review.


MR. RUBENSTEIN:  Yes, I would assume so.


MR. MILLAR:  So that will be part of the same undertaking?


MR. RUBENSTEIN:  I think that's fine.


If I can ask you to turn to F3-1-1, attachment 1, page 6, this is a follow-up question from some discussions you've had with Ms. Binette about the Hackett study, corporate cost study and the IT methodology specifically.


MR. KOGAN:  We have that.


MR. RUBENSTEIN:  And there was a discussion yesterday about how -- where does the 12,267 -- what does that mean, and if you see underneath in that box there is a definition of "end user".  And it defines it as:

"Any individual, typically either an employee or contractor, that spends at least 10 percent of his or her time using a company-provided funded support computing device that is part of the company's IT structure."

Et cetera et cetera.


That's not an intuitive category of data that I would assume that you have, and so my question is -- you may have to do this by way of undertaking -- when Hackett came to you and said, We need the numbers to find out what end user is, how did you derive it for them?  How did you -- what did you provide them, what queries did you do, to come up with that number?


MR. MAUTI:  We can go back to determine specifically how Hackett, who defines the end user as part of the benchmarking -- they would provide instructions to us in terms of how to extract the data.  We can go back and find out how.


MR. RUBENSTEIN:  Thank you very much.


MR. MILLAR:  JT3.3.
UNDERTAKING NO. JT3.3:  TO DETERMINE SPECIFICALLY HOW HACKETT WOULD PROVIDE INSTRUCTIONS HOW TO EXTRACT THE DATA.


MR. RUBENSTEIN:  If we can turn to Board Staff -- this is 6.7 Board Staff 166.  And there is this question -- there is also a number of questions with respect to, since OPG is selling 700 University there will no longer be an asset service fee for that building, and now you will be paying rent, so there is an increase in real-estate costs, and what I couldn't find anywhere in the evidence to determine is what's the delta between that amount.  Are you paying now more on lease costs than you were paying with respect to the asset service fee and, if so, what's the difference?


MR. MAUTI:  Looking at the asset service fee versus the lease cost, they are virtually identical.  I believe it's under a million-dollar differential.


MR. RUBENSTEIN:  And my understanding of the asset service fee, how it's calculated, as it is calculated for all the other buildings, is it's -- essentially mimics the treatment if it were in rate base?  Am I correct?  You're essentially -- there is a deprecation amount, a return on the regulated cost of capital?  Am I correct?


MR. KOGAN:  Mechanistically I think you are correct, but the reason I was pausing before responding is that I think it's still at some level meant to be a proxy for what rent would have been.


MR. RUBENSTEIN:  Can you explain that?


MR. KOGAN:  I believe certainly at some point -- and I would have to check whether it was done recently -- there was an exercise undertaken at a high level to compare that amount to the market-based rent or a proxy thereof to ensure that that was reasonable in that context.


MR. RUBENSTEIN:  Is it that you just said based on how we calculate the asset service fee is that similar to what rent is, or you tried to make it that it would be like rent?  I mean, it could just be a coincidence.


MR. KOGAN:  I am reaching into my memory here, which is a bit dangerous, but I think it's certainly at least a reasonability check against what the rent would have been.  So I am not sure if it's designed to be calculated exactly as rent would be, but it's at least an overlay to check that it's not unreasonable vis-a-vis a likely rent number.


MR. RUBENSTEIN:  Okay.  That's fine, thank you.  And my last question is -- and I provided your counsel a list
-- in 1.2 SEC 2, we had asked for internal audit reports and your response was there is a lot of them, essentially which ones are you interested in and we can provide them.

Much like I had asked with respect to the DRP panel, I would ask that you provide the internal audit reports, by way of undertaking, that we have listed.

I provided this to your counsel and Board Staff.  I am just wondering if we can mark this as an exhibit.

MR. MILLAR:  Yes, the exhibit will be KT 3.1, and it's a list of SEC AMPCO internal audit report requests.
EXHIBIT NO. KT3.1:   LIST OF SEC AMPCO INTERNAL AUDIT REPORT REQUESTS

MR. SMITH:  That's fine.

MR. MILLAR:  So the undertaking is taken?  JT3.4.
UNDERTAKING NO. JT3.4:  TO PROVIDE THE DOCUMENTS LISTED IN EXHIBIT NO. KT3.1


MR. RUBENSTEIN:  And those are my questions.  Mr. Shepherd has questions.
Questions by Mr. Shepherd:

MR. SHEPHERD:  I was going to say my last question does not mean our last question.  I have a couple.

So I want to start with -- and I apologize, there were some questions to this panel yesterday afternoon, yes?  And I have not had a chance to look at the transcript, so if I do tread on ground somebody else has already covered, my apologies.  I just didn't have a chance to look at it. I will try my best, but...

So let's start with -- I am in issue 1.2, Staff 1.  And you talk about the differences in the memorandum of agreement with the province.  And my only question here is: Have you assessed, or can you describe for us, what the impact of these changes are on your regulatory business,  the costs and the -- I mean this application?

MR. FRALICK:  Perhaps the only point that has an impact on our regulated business would be the last point made on page 2 around the expectation around benchmarking.

MR. SHEPHERD:  And how will that affect your -- it will affect your regulated business because you are going to operate differently?

MR. FRALICK:  No, I don't believe it's going to change the way we operate.  But it eliminated a specific target that our shareholders set for us with regards to our benchmark performance.

MR. SHEPHERD:  So it actually makes it easier on you. The old one basically said you had to be in the top quartile or something?

MR. FRALICK:  Yes.

MR. SHEPHERD:  And the province is now saying you don't have to be in the top quartile.

MR. FRALICK:  I think what the province is saying is that for a period of time, having an aspirational goal of achieving top quartile was an appropriate target to have.

At this stage of our nuclear assets' life, that is no longer appropriate to drive the business behaviour that our shareholder would like to see.

MR. SHEPHERD:  You never actually achieved top quartile, did you?

MR. FRALICK:  It was an aspirational goal.  But, no, we did not achieve top quartile for Pickering.

MR. SHEPHERD:  All right.  Then my next question is on Staff 2 and your comment here, section 6, sub 2, sub 9, requires that the OEB shall ensure that OPG recovers all the costs it incurs with respect to the Bruce nuclear stations.

I take it you'll agree that the --


MR. MAUTI:  Sorry, Mr. Shepherd, is that Staff 2, or did you mean a different reference?

MR. SHEPHERD:  Sorry, Staff 4.  I actually have a question on Staff 2.  I will have to go back to it because I forgot it.

Staff 4; and so my question on this is you will agree that the Board still has discretion as to when you recover those costs, right?  It's not restricted in when it allows you to recover.  It's only restricted in that it must allow you to recover them sooner than later, right?

MR. FRALICK:  Correct.

MR. SHEPHERD:  Thank you.  Now I will go back to 2, and this is with respect to the U.S. GAAP situation.

And you have talked about the various impacts on rate setting, but I wonder are there impacts of -- not being on U.S. GAAP during this period, are there impacts on your deferral and variance accounts, or any other regulatory accounts for accounting purposes?  Presumably, you have done an analysis on that.

MR. MAUTI:  Sorry, you used the phrase in terms of not being on U.S. GAAP; we are on U.S. GAAP.

MR. SHEPHERD:  No, I understand.  But the question is about the fact that your exemption expires, right?

MR. MAUTI:  The question asks what plans should be required to go to IFRS, yes.

MR. SHEPHERD:  So I am asking – and you've talked about that from a rate setting point of view, but you haven't talked about it in terms of the impact on deferral and rates accounts.

MR. MAUTI:  I am not sure exactly what you mean by impact.  One of the issues of IFRS in a rate setting environment is the way they deal with deferral and variance account, and regulatory accounts in general.

MR. SHEPHERD:  True, but another one is the dollar figures for particular activities, is it capital, is it operating, et cetera.  And I would have thought in a period of very high capital spending, there is some potential that the amount of capital that you're accounting for, as opposed to operating costs, will change if you have to go from U.S. GAAP to IFRS.  Isn't that right?

MR. MAUTI:  No, I don't believe so.  Our capitalization policy is in terms of costs that are eligible for capitalization.  Things like direct overheads and support of capital, they are aligned with IFRS, so that's not one of the areas of departure between our U.S. GAAP practices versus IFRS.

MR. SHEPHERD:  In fact, the main ones would be in things like benefits, right?

MR. MAUTI:  There are issues with the pension and benefit aspects of costs, and how they would be treated and captured within various portions of our balance sheet, yes, that is one difference.

MR. SHEPHERD:  So that would affect some of your deferral and variance accounts, not just pension accounts, your deferral and variance accounts for pensions, but also it would affect how much -- your actual cost of Darlington, right, if you are booking a different amount for the capital component of benefits.

MR. KOGAN:  Two thoughts; one is with respect to deferral and variance accounts.  They are defined by the Board and by the rate order in terms of what it captures.  So it's not -- it doesn't necessarily follow that just because an accounting standard changes for financial reporting purposes that, you know, we would do something different for deferral and variance account purposes.

We would have to make sure that it complies with the rate order, first and foremost, over any kind of financial accounting standard.  A number --


MR. SHEPHERD:  Just on that first thing,

MR. KOGAN:  Sure.

MR. SHEPHERD:  Does that mean what you are asking for, when you are asking for accounting orders for deferral and variance accounts, what you are asking the Board to say is do these using U.S. GAAP even if you change to IFRS?  And if you want to change how you deal with these deferral and variance accounts, come back and talk to us?


Is that a reasonable conclusion?

MR. KOGAN:  I think I wouldn't want to generalize sitting here.  But by way of an example, just reflecting back on the pension and OPEB cost variance account, which we would book entries prior to last hearing when we were fully recovering accrual costs on pension, I think that account specifically specified that, I believe, thou shalt use the same basis that the rates were set on.

I am going by memory here.  Looking at Mr. Pugh if that seems like a reasonable recollection.

MR. PUGH:  That's correct.

MR. KOGAN:  So that's really the example I had in mind. I haven't turned to sort of thinking through all the accounts.

MR. SHEPHERD:  Okay.  You had a second point.

MR. KOGAN:  The second point is with respect to the amount of pension and benefits that we would capitalize as part of direct labour, we typically capitalize just the current service cost component, which I don't believe changes as a result of U.S. GAAP to IFRS.

MR. SHEPHERD:  All right.  I take it that as a general proposition you haven't -- you haven't put your mind to whether your deferral account accounting would change if you had to go to IFRS.  You haven't done that analysis?  I saw the look on your face when I asked the question.  It looked like, No, we haven't really -- we haven't really seen that as a big issue yet.  Is that right?

MR. MAUTI:  I think as the interrogatory suggests, we haven't specifically turned our mind to a situation where we are forced to go into IFRS or that the exemption expires and there is no other avenue we can take.  The IR also does suggest that we are required to maintain a set of financial statements in accordance with U.S. GAAP as per O/Reg 395/11, the Financial Administration Act, so we would be in a world until that regulation changes of basically having two sets of books.

MR. SHEPHERD:  But you are expecting that if you had to go from U.S. GAAP to IFRS you are expecting that that reg would change; right?

MR. MAUTI:  I can't speculate whether it would or it wouldn't, sir.

MR. SHEPHERD:  All right.  My next question is on AMPCO 3.  And you were asked whether your costs are impacted by cap and trade, by the climate change action plan.  I have a slightly different variation on that, and that is, is there an impact on your SBG of -- would you expect an impact on your SBG if -- as a result of the climate change action plan?

MR. FRALICK:  We don't know, ultimately.  We expect that as the cap and trade gets implemented it's likely to have some impact on the market dynamics and the clearing prices and how certain assets are bid into the market.  However, we don't -- we would not be able to then draw the line to an assertion of what that may do to SBG.

MR. SHEPHERD:  So you haven't factored into your forecasts, internal or otherwise, any additional hydroelectric spill as a result of cap and trade?

MR. SMITH:  Mr. Shepherd, can you just please tell me the issue that the hydroelectric forecast is relevant to?

MR. SHEPHERD:  Well, this is relevant to nuclear costs.  We are going to get to that.

MR. SMITH:  Well, okay.  From a nuclear cost perspective.

MR. SHEPHERD:  Sorry, are you declining to answer the question?

MR. FRALICK:  We don't know.

MR. SHEPHERD:  Thank you.  My next question is on CCC number 5.  And this asks about your business planning instructions, and the question asked whether you could provide the previous instructions for the previous cycle, and you refused to answer them.  And so I understand that.  I would ask -- I disagree, but I understand.  I would ask a different question, though, and that is:  Were the instructions in 2014 different than the instructions in 2015?

MR. MAUTI:  By "different" do you mean just in general different level of detail or instruction or specific line-by-line different or --


MR. SHEPHERD:  I am talking about, were there any material differences in what you told people to do or assume in your business planning instructions?

MR. SMITH:  Mr. Shepherd, how is this not just a different way of asking for the same question that was refused at the front end?

MR. SHEPHERD:  Because I am now asking a question about the new business planning instructions, were they different.  I am -- certainly I am entitled to know whether coming into this rate case you decided to do your planning differently.  Surely the Board would like to know that, which could be good or bad, by the way.

MR. MAUTI:  In general the process was identical in terms of how it is that the instructions were laid out.  The only significant assumption I think back in the previous business plan would have been around Pickering life, obviously, and we have talked about it at length in the evidence about the Pickering life from 2020 being extended, but other than that the whole structure process, inputs that were used, directions and targets, a similar process was followed in the previous year.

MR. SHEPHERD:  The reason I was following this up is because it's my understanding that in 2015 you started to make significant changes to how you approached your business planning; isn't that right?  Did I understand that wrong?

MR. MAUTI:  I am not sure where you got the information, but I would say that's not correct, no.

MR. SHEPHERD:  Not correct.  Good, thank you.

My next question is on SEC number 1.  And this is -- this is a question on demand instruction, and what you said is -- what we asked is, have you done any analysis as to the extent to which your rapid increases in nuclear costs will reduce electricity demand.  And you have said, no, you haven't analyzed it.

And I guess my question is, is this a risk for your business that you will price yourself out of the market, in effect, and if so, have you analyzed that risk in any way?

MR. FRALICK:  System planning in general is at the purview of the IESO.  However, with regards to OPG's competitiveness we note that our current rates of electricity are considerably lower than all other generators in the province, and through this business plan, this term, we expect to retain that position.

MR. SHEPHERD:  You expect to be cheaper than anybody else?

MR. FRALICK:  Yes.

MR. SHEPHERD:  You're proposing that your nuclear costs go up to, like, 20 cents eventually; right?

MR. FRALICK:  That's not correct, no.  Our nuclear rates will get to -- the base rates will get to $99 at the end of this term.

MR. SHEPHERD:  And 1,650 at the end of the next term?

MR. FRALICK:  16 -- well, anything beyond this term is speculative.  We recognize the fact that in order to make an appropriate determination on a rate smoothing trajectory that covers the full 20-year deferral and recovery period it's important to have indicative pricing through that full period, and as a result we have provided that, which shows an 11 percent per year increase for the full ten years, which would ultimately, if approved, get to 16.8 cents per kilowatt-hour.

MR. SHEPHERD:  And you haven't analyzed whether that generates, no pun intended, demand destruction.

MR. FRALICK:  No, we have not analyzed demand destruction.  However, we do -- we have looked at what that does do with regards to OPG's competitive position, and we believe that our rate trajectory will still on an all-in basis, including hydro, of course, because customers pay an all-in rate, not a nuclear rate, retain OPG's competitive position.

MR. SHEPHERD:  You also don't -- and I am not suggesting you should be -- with the first one I am implicitly suggesting you should be concerned with demand destruction, but on this one I'm not -- but tell me whether this is correct.  You don't look at whether your increasing nuclear costs have an impact on the economy of Ontario, do you?

MR. FRALICK:  No.

MR. SHEPHERD:  No, okay.  My next question is Staff 5, which is in issue 1.3.  And it's a fairly simple question.  You -- you are familiar with what LUEC is?

MR. FRALICK:  Yes.

MR. SHEPHERD:  And another way to smooth your rates for nuclear would be a LUEC approach; right?  You could do that?

MR. MAUTI:  Yes, you could take a different approach to rate setting and use sort of a lifecycle view, an all-in cost view over an entire period for a station and determine rates on that basis, if one were to chose.

MR. SHEPHERD:  All right.  When you were looking at your rate smoothing proposals, you didn't look at LUEC as one of the possibilities, did you?  Or did you?  Maybe you did.

MR. MAUTI:  No, no, we did not.

MR. SHEPHERD:  So nobody ever looked and said, well, what's the LUEC of this nuclear plan and how much would it cost.  How would we respond to a LUEC-based rate; nobody looked at that?

MR. MAUTI:  I think LUEC is a strong departure from a revenue requirement rate setting methodology that is used to set rates.

The smoothing proposal lives within that revenue requirement basis for a period of time, and sets a smoothing proposal based on that, as opposed to fundamentally changing the entire structure on how rates are set.

MR. SHEPHERD:  Well, LUEC is an IRM method, right?

MR. MAUTI:  I am not sure I follow with that.

MR. SHEPHERD:  Well, in the sense that you set a rate and then you live with that rate over a period of time, right?  It's a formula; it's decoupled from your costs, right?

MR. MAUTI:  It is, but it's also a formula that's based on thirty years worth of expectations of costs and generation.

MR. SHEPHERD:  All right.  My next question is on AMPCO 12.  In AMPCO 12, you were asked about bill impacts for larger customers and you said, well, there is no calculation tool on the Board's website.

Did you look at the appendices for the distribution utilities that have models in them for bill impacts?  Did you look at those?

MR. FRALICK:  No, we didn't.

MR. SHEPHERD:  Why not?

MR. FRALICK:  We calculated the bill impact consistent with the OEB's methodology, their bill calculator.  That's the way we have done it historically; that's the way we have done it this time around.

So we have just consistently calculated our bill impact as such, and that's reflected in our evidence in Exhibit I1-12.

MR. SHEPHERD:  Well, with the same data you could calculate it using the Board's models for other classes as well, couldn't you?

MR. FRALICK:  Yes.

MR. SHEPHERD:  Will you undertake to do that?

MR. PUGH:  I am not a hundred percent sure we can actually do that calculation.  So what we could do --


MR. SHEPHERD:  Sorry, is your mic on?  Maybe you are soft spoken, Randy.

MR. PUGH:  I have never been accused of that, Mr. Shepherd.

What I would like to do is see if we can do that calculation.  My understanding is there a lot of them, so it's not -- I don't know if we can do that, Mr. Shepherd.

MR. SHEPHERD:  Okay.  Can you undertake to use your best efforts to do that?  We can talk about it at the break, and maybe --


MR. PUGH:  What I would like to do is discuss it at the break, and see what we can do.

MR. SHEPHERD:  There is a set of maybe 20 or 30 of them, and I don't know how much more work it is to do all of them instead of a few.

MR. PUGH:  It's because it is for each distributor.  So when you are talking about customer impact, you're looking at one distributor, and they apply their rate schedule.  We are amalgamating it over 60, 70 of them, and then trying to come up with an average so we can do this, and I...


MR. SHEPHERD:  When you use the bill calculator, what distributor do you use?

MR. PUGH:  Well, we used all of them.

MR. SHEPHERD:  So you calculated your impact for each distributor and then averaged them, or weighted averaged them?

MR. PUGH:  I think it's a straight average, but we did it for every one.

MR. SHEPHERD:  Okay, thanks.  So can we get an undertaking number for that?

MR. SMITH:  Sorry, an undertaking to do what?

MR. SHEPHERD:  I asked will you undertake to do best efforts to do those calculations; Mr. Pugh said yes.

MR. SMITH:  No, what Mr. Pugh said is he would talk to you at the break and see what it is you were --


MR. SHEPHERD:  The transcript will say that he said yes.  I specifically asked the question for that purpose. You don't want to give it an undertaking number?

MR. SMITH:  If what you are asking for an undertaking is that you and Mr. Pugh will speak about what's possible at the break, then absolutely we should make that an undertaking.

MR. SHEPHERD:  Okay this is -- fine.

MR. MILLAR:  Why don't you discuss it at the break, and then after the break, you can come back and let us know what if any undertaking is given.

MR. PUGH:  That sounds reasonable.

MR. SHEPHERD:  My next question is on CCC 10.  I'd better mark that so I don't forget.

MR. MILLAR:  Mr. Shepherd, could you make sure you indicate the issue number when you --


MR. SHEPHERD:  I am going by issue number, so I am indicating when I change issue numbers.

MR. MILLAR:  Okay.

MR. SHEPHERD:  I'm still on 1.3.  The next one is CCC 10, and the second part of the question was did you do customer engagement on smoothing.  So your answer was no, and I don't understand why you didn't do customer engagement on smoothing.  Could you just explain that?

MR. PUGH:  Well, I guess in general we were directed by the regulation to --

[Teleconference interruption]


MR. SHEPHERD:  Do continue.

MR. PUGH:  Mr. Millar, I am in your hands.  Should I continue?

MR. MILLAR:  Yes, please.

MR. PUGH:  The regulation basically directed OPG to do rate smoothing.  So what we did was we came up with scenarios to do that that we thought were reasonable.  And in our criteria for doing that, we considered a number of customer focus metrics consistent with the RRFE and we used that to inform our decision on our proposal.

MR. SHEPHERD:  Why didn't you go and ask customers?  We've got these various ways of smoothing your rates; which ones do you like?

MR. PUGH:  We didn't do that, Mr. Shepherd.

MR. SHEPHERD:  Okay.  My next is Energy Probe 2, and you talked about why you are not proposing a productivity adjustment.  And your answer is, well, you're in a period of change, so the past won't be the same as the future, right, basically?

MR. PUGH:  Effectively, yes.

MR. SHEPHERD:  So by not having that, you are assuming therefore that productivity is zero, right?

MR. PUGH:  I think what we are saying is if you do a study based on the past, it will not inform the future.

MR. SHEPHERD:  No, I understand that part.  What I am then asking is the reasonable conclusion from that that the productivity is zero.  That's the productivity you have used in your application, isn't that right?

MR. PUGH:  I think our conclusion is the industry productivity factor would not apply to us going forward, because the industry productivity factor reflects a different set of operations than would impact OPG going forward.

MR. SHEPHERD:  I understand that.

MR. PUGH:  It would not be dissimilar to when the Board Staff took a TFP analysis and updated for electricity distributors.  They looked at things that were different in the historic results and determined that they wouldn't be consistent with those things going forward, things like – there's about two or three adjustments that were made.

MR. SHEPHERD:  I'm sorry, Mr. Pugh, you are not answering my question.  My question is a very simple one.

I am just trying to get on the record that as a result of that conclusion that you have given, the productivity factor in your application is zero, right?

MR. FRALICK:  Let me step in.

MR. SHEPHERD:  It's a yes or no question.

MR. FRALICK:  We do not have a TFP in our custom IR request.  So it's not accurate to say that it's zero, or 1, or minus 1, or anything else.  It's not in the framework methodology that we have applied for our nuclear rates.

MR. SHEPHERD:  The productivity factor is an adjustment to your rates or your revenue requirement, and you don't have an adjustment for productivity, right?

MR. FRALICK:  Correct, we do not have an adjustment for productivity.

MR. SHEPHERD:  All right.  Energy Probe number 23 is my next one.  I just want to -- you were asked for information on SBG and your answer was there's none allocable to nuclear; so there is two parts to that.

First, why is SBG not allocable to nuclear?  Isn't nuclear your primary base load generation?  Why wouldn't the SBG be a cost of nuclear?

MR. MAUTI:  In general, SBG are conditions in the marketplace that require actions to be taken to reduce generation within a nuclear plant.  It's -- it is more difficult than in hydro facilities to be able to take actions to -- in hydro, for example, they would spill water and not generate.  Those similar actions in a nuclear plant are much more difficult to take and have a bigger stress on the assets in general.

MR. SHEPHERD:  Yeah, again, my question is, I understand that you adjust hydroelectric to respond to SBG, but SBG is surplus base load generation, which is nuclear, and I am trying to understand why you don't treat the costs associated with SBG as a cost of nuclear.

MR. FRALICK:  I think what we are saying is when conditions of SBG occur it's -- we do not allocate that to any one form of base load generation at that time.  So it's not just nuclear that's base load generation, we do have other forms, and what we are saying is that we do not allocate which asset the SBG would associate.

MR. SHEPHERD:  Well, actually, you allocate it to hydroelectric, right, because you adjust your hydroelectric to respond to it, so the costs are in hydroelectric; right?

MR. MAUTI:  Maybe trying to phrase it, it's the IESO that directs assets to basically not produce, and it's the IESO direction, and those directions are primarily given and I understand first to facilities that would be easier to actually not generate, hydroelectric being the obvious choice within OPG's fleet.

MR. SHEPHERD:  So -- but the cause of that cost -- that costs you money; right?  SBG costs all of us money; right?

MR. MAUTI:  Correct.

MR. SHEPHERD:  That cost is a cost that is caused by the nuclear -- the inability of the nuclear plants to respond to load, and so what I am trying to understand -- and maybe you don't have more answer than this, but I am trying to give you as much opportunity as possible -- I am trying to understand why you wouldn't treat that as a cost of nuclear, as opposed to treating it as a cost of hydroelectric, which is what you do.

MR. MAUTI:  Again, because it's the actions and the hydroelectric operations that actually bear the impact of SBG and do not generate.  So I think it's only appropriate that those costs be attributed to the assets specifically.

MR. SHEPHERD:  All right.  So you didn't respond to this question from Energy Probe.  Now that you understand the context, will you provide this information, please?

MR. FRALICK:  No.

MR. SHEPHERD:  So that's a refusal.

MR. MAUTI:  Yes.

MR. SMITH:  Yes, twice.

MR. SHEPHERD:  Thank you.  I wanted to get counsel to say it.

All right, my next question is on GEC 66, and you were asked what are the impacts if Pickering doesn't get CNSC approval or it's stopped for some other reason, and you have refused to answer.  And I understand -- if you just simply don't have the information, that's fine.  I am asking, though, do you believe that this is a risk that could have financial consequences?

MR. MAUTI:  While we are confident that we are on our path to obtaining CNSC approval, cannot guarantee 100 percent certainty that that would happen.  So that there would be, depending on the outcome of the -- of both the CNSC decision and our assessment in terms of confidence to be able to operate, there could be many outfalls from this, depending on when that action is taken, what other supporting actions may be required to try to meet whatever conditions the CNSC may come out with, so there would be implications from this happening, and it's not 100 percent guaranteed that we would get that extension right now.

MR. SHEPHERD:  So have you done a risk analysis of that?

MR. MAUTI:  I say we are confident we are on a path to get there.  In terms of what would happen should we not get there, is that there are many potential ways that this decision may be reached and many different times.  Once we get closer to understanding what those implications might be we would obviously come up with an assessment in terms of what that would be.

MR. SHEPHERD:  You do an analysis of all your major risks, right?  That's why I am asking this panel, because part of the job of the finance group is to assess cost risks; right?  Isn't that correct?

MR. MAUTI:  Correct.

MR. SHEPHERD:  And you try to make sure that any major risk, even if it's a low probability, you have an assessment of what that risk would mean to you; right?

MR. MAUTI:  We would know what some of the implications of closing Pickering earlier may entail from a high level, so those things would be aspects that if we were to close it earlier some of those things would trigger, so we have some knowledge of some of those things that would move, yes.

MR. SHEPHERD:  I guess the reason why I am pursuing this, I understand your answer.  You say you haven't done this risk analysis.  I would have thought that part of your analysis of whether you go ahead with Pickering, which was done at some point, part of that analysis would have included a status quo option and would have included, indeed, some sort of stopping-in-the-middle option; right?  That's what you do when you do a business case; right?

MR. MAUTI:  Well, to be fair, the question asked for the impact on nuclear payment amounts and customer bills with and without smoothing, so there is a lot entailed in that question to be able to then run that out fully over the period of time that you were asking for, which is different than suggesting we know some of the things that would happen.  Obviously the generation would change.  If you shut Pickering earlier, there would be issues with closing a plant down and costs associated with that.  Large-scale we know those would be the kinds of things that would happen, but we weren't able to convert it fully into a payment amount and customer bill impact.

MR. SHEPHERD:  Okay.  My next question is on SEC 6, attachment 1.  It's the last page of your response.  And my only question is this:  Am I correct in understanding that in order to read this table correctly we should assume that there will be some payment amount riders in '19, '20, and '21, that's normally the case, and you would expect that to be the case; right?

MR. FRALICK:  We expect that to be the case.

MR. SHEPHERD:  But you don't have any estimates of that.  That would be premature.

MR. FRALICK:  It's premature.  It would be speculative.  But we expect that there will be.

MR. SHEPHERD:  Do you have any estimates for '18?

MR. FRALICK:  They are in the table.

MR. SHEPHERD:  No, aside from the 285 which is a carry-over; right?

MR. FRALICK:  Well, no.  Through this application we are seeking to clear the audited balances as of the end of 2015 or '16 -- '15.

MR. SHEPHERD:  Yes.  So you are not expecting anything more than that in '18 right now.

MR. FRALICK:  No, correct, yes.

MR. SHEPHERD:  But '19, '20, '21 you expect there will be.

MR. FRALICK:  Yes.

MR. SHEPHERD:  Okay, my next question is on -- this is now issue 3.1, and this is Staff 11.  And I am on page 2.  And there is nobody from Concentric on this panel, is there?
MR. PUGH:  That's correct.

MR. FRALICK:  There is not.

MR. SHEPHERD:  Well, I will ask you the question, and maybe you will have to undertake to provide it if you don't know the answer.

On the second page it says that Concentric made an inquiry to value line with respect to some of the value line data, what the term "generation sources" meant.  Do you see that?

MR. PUGH:  I see that.

MR. SHEPHERD:  Am I right in understanding that Concentric when it did its study didn't know that?  Didn't know what the value line data actually was?

MR. PUGH:  My read of this response is they were validating a response, so...  I don't know what they were -- what they knew and what they did not know.

MR. SHEPHERD:  Okay.  Can you find out whether they -- the inquiry was to find out the answer or to confirm their assumption, please?

MR. SMITH:  Yes, we can do that.

MR. MILLAR:  JT3.5.
UNDERTAKING NO. JT3.5:  TO CONFIRM CONCENTRIC'S ASSUMPTION RE:  THE VALUE LINE DATA.

MR. SHEPHERD:  My next question is on Staff 12, and this is also about the Concentrics study, but you will probably know the answer to this.  Smoothing is going to -- is going to put pressure on your credit metric, right?

MR. PUGH:  That's correct.

MR. SHEPHERD:  And have you estimated the cost?

MR. PUGH:  When we looked at the options that we considered for rate smoothing, that was one of the criteria that we assessed, and it's reflected in A1-3-2, chart 3.

MR. SHEPHERD:  No, I understand that you looked at your ratios, coverage ratios and things like that, in various smoothing scenarios.  What I am asking is any smoothing has an impact on credit, right, on credit metrics?

MR. PUGH:  Correct.

MR. SHEPHERD:  So presumably, your debt will cost more because of smoothing.  Is that not right?

MR. MAUTI:  The issue with our analysis of the smoothing scenarios is that we would maintain our existing credit levels.

So if a smoothing opportunity, while it would shift and move cash between periods, would not, in our opinion, degrade our credit rating, then no, there would no increase in costs just by doing smoothing.  That's why we did the assessment in terms of how close those smoothing options were in terms of the evaluation along those measures.

MR. SHEPHERD:  Okay.  My next question is on Staff 17,  just trucking right along here, and there is a quote here from DBRS on -- from your -- no, sorry, from S&P.

And basically what it says is that to the -- the more you have incentive regulation, the more your costs are decoupled from your rates, the more risk you have; is that a fair summary?

MR. PUGH:  I think that's fair.

MR. SHEPHERD:  And is the opposite also true, that the more your costs flow through to rates automatically, the lower your risk, and therefore that improves your credit, right?

MR. MAUTI:  You use the word "automatically".  I am not sure we would suggest that all our costs automatically  flow through to rates.

MR. SHEPHERD:  But some of them do, right?

MR. MAUTI:  They are all part of, you know, coming before a hearing such as this to be able to justify our rates, and it's all relative to determining how those proceedings go versus an IRM proceeding.

MR. SHEPHERD:  But you do have deferral accounts for, what -- about 40 percent of your costs, something like that?

MR. KOGAN:  So I don't think it's fair to say we have a deferral account for up to 40 percent.  One, I think there was an interrogatory where we estimated that it might be in the 20 to 30 percent range -- sorry, CCC 15, under issue 3.1.

But more importantly, we emphasized in that interrogatory that even that estimate may be too high because some line items are covered only for certain sources of variance, number one.  So you could have certain changes in your income tax expense or covered by variance account where others are not.

And number two, I think it's important to emphasize that many of those accounts are subject to prudence.

MR. SHEPHERD:  Okay.  My next question is on Staff 19,  and I am on page 3 of the response.  And the question is about -- is about risks associated with staying out an additional year before refilling, and Concentrics says that that increases your risk of cost under recovery.

And I took your answer to be that -- or Concentric's answer to be that it's not the same as IRM, because you make the decision at the time.  Is that right?  So the impact on risk is different, is that right?

MR. PUGH:  I think what Concentrics is referring to is when you're setting the rates the, extra year is not included in that risk assessment.  It's a separate and subsequent decision.

MR. SHEPHERD:  See, I would have thought -- and I am asking this question of you because Concentrics isn't here; feel free to ask them instead of answering.

I would have thought that if it's under your control whether you ask for new rates or you defer for a year, then that's actually an asymmetrical positive risk.  That is it's good for you to be able to do that because it allows you to improve your situation, to have a better situation.  If things are going terribly, you ask for more money. If things aren't, you get to stay out.

Am I wrong there?  Is that not correct?

MR. PUGH:  I think at this point, rather than interpreting what they are saying, I think it would be best for us to inquire of them directly.

MR. SHEPHERD:  Okay.  Can you ask them, okay?

MR. MILLAR:  JT3.6.

MR. SMITH:  Yes, we will do that.
UNDERTAKING NO. JT3.6:  TO PROVIDE CONCENTRIC'S RESPONSE TO MR. SHEPHERD'S QUESTION ABOUT WHETHER AN ASYMMETRICAL POSITIVE RISK EXISTS

MR. SHEPHERD:  My next question is on AMPCO 16, attachment 1, table 1, and this is a calculation of your costs of capital in using the 49 percent and the 45 percent models for thickness.  Do you see that?

MR. PUGH:  Yes.

MR. SHEPHERD:  So my question is:  Am I right that this assumes that your cost of debt doesn't change if your equity thickness changes?

MR. PUGH:  This reflects our forecast cost of debt, so --


MR. SHEPHERD:  Is it correct that your cost of debt, that is the rate, should change?  It should go down if you have a higher equity thickness; am I right there?

MR. PUGH:  I don't see how they are connected, Mr. Shepherd.

MR. SHEPHERD:  You don't think that equity thickness and cost and interest rate are connected?

MR. PUGH:  I don't think I said that.  We are looking at the -- the forecast cost of debt here reflects what we expect our new issue costs to be.  Our existing issue cost, that becomes a blended rate and that blended rate applies to our other long-term debt provision.

MR. SHEPHERD:  Yes.

MR. PUGH:  So in our forecasts, we haven't reflected any particular change in our forecast cost of debt --


MR. SHEPHERD:  So you are assuming the interest rate you would pay on your debt in all new issues out to 2021 would be the same, whether you have a 49 percent equity thickness or a 45 percent equity thickness?

MR. MAUTI:  I think it would probably be more appropriate to look at what the actual capital structure of the company is as they're issuing debt.  I think this is just looking at two variations of a deemed equity and a proposed deemed equity thickness through the OEB.  But financial markets would look at what our actual capital structure would be, and it would look at a forecast spread or what the forecast view is of long-term bonds and the spread adder that we typically put on our debt.

MR. SHEPHERD:  So if you go to a 49 percent equity thickness, you are not going to change your actual capital structure?

MR. MAUTI:  As you can probably see from our financial statements, our actual capital structure is more highly levered towards equity right now, significantly higher.

MR. SHEPHERD:   I am sorry, I don't understand.  Why are you asking for an increased equity thickness, if you are not going to change your actual equity thickness?

MR. MAUTI:  I didn't say we weren't trying to change it.  I am just saying right now as we stand, we are significantly more higher equity thickness than the deemed structure at the OEB.

MR. SHEPHERD:  Yes, I guess what I am -- sorry, I was assuming that if you get four more points of -- or four more points of equity, that that means you will borrow less; is that not right?

MR. MAUTI:  Well, our borrowing requirements are based on expenditures, cash flows, capital investments that we are making, and the amount of operating cash we are generating.  I am not sure the correlation to what the deemed equity structure through the OEB would be on our need to borrow.

MR. SHEPHERD:  If the Board says yes to your 49 percent, does that mean you will borrow -- yes, this is a yes/no question.  Will you borrow less if you get the 49 percent as opposed to 45?

MR. MAUTI:  No.

MR. SHEPHERD:  Thank you.  My next question is in CCC 14.  Am I reading your response to (a) correctly that your Concentric project is very much over budget, or is that wrong?

MR. PUGH:  It's over budget.

MR. SHEPHERD:  All right.  And I don't want to spend much time on this if we are just talking about a couple hundred thousand dollars in the scheme of things.  But what's the total budgeted cost of the Concentric projects?  Not the cost to the filing of the report; the total?


MR. PUGH:  We can find that out for you.

MR. SHEPHERD:  Okay.  And then can you also give me the -- with the current cost overruns what the new budget figure is?  Like, you had a budget figure from -- presumably from their original proposal, and then you have now a new forecast, I guess.  Can you give me that number too, please?

MR. PUGH:  So the work that would be entailed would be time and materials to testify, responding to interrogatories, that sort of thing.  I don't know if we have a budget for that.

MR. SHEPHERD:  Okay.  Well, if you don't you can just say so.  The reason I ask is the last time we were in here we asked this question and Mr. Coin said he got like $1.2 million or something, and so these numbers look really small, and if that's where we end up then that's great.  But if we are really heading towards millions of dollars, then we would just like to know.

MR. SMITH:  We can find out.  I am not sure the reference you are referring to, Mr. Shepherd, but we can find out.

MR. MILLAR:  The undertaking is JT3.7.
UNDERTAKING NO. JT3.7:  TO ADVISE OF THE TOTAL BUDGETED COST OF THE CONCENTRIC PROJECTS AND WITH THE CURRENT COST OVERRUNS WHAT THE NEW BUDGET FIGURE IS. (WITHDRAWN)

MR. SHEPHERD:  My next question in GEC number 1, under -- still under Exhibit -- or issue 3.1.

MR. MAUTI:  Sorry, I missed that.

MR. SHEPHERD:  GEC number 1, still under 3.1.  And the first part of this question asks -- and I am sure my friend will have questions on the other parts of it, but the first part of it asks, if there is an increase in capital costs due to the DRP, that will apply to the entire rate base, and your answer is yes.

And so my question is:  When you're costing the DRP, do you include in those costs the increase in cost of capital for the rest of your rate base as a result of DRP?

MR. PUGH:  You will have to try that one again, Mr. Shepherd, sorry.  I am trying to read the response as the screen was scrolling.

MR. SHEPHERD:  So the DRP is increasing your cost of capital.  You are going to spend more money on capital because of that, and that's going to -- the rate that you pay is going to be increased for all of your rate base, not just the DRP.  And so I understand that the cost of capital for the DRP is included in the cost of the DRP.  Is the increase, the impact on the rest of your rate base, is that also included in the cost of DRP, or is it treated as a cost of the rest of your rate base?

MR. PUGH:  I don't think we have a specific -- I don't think there is a specific risk measure for DRP.  What Concentric has done is they have looked at a number of different risks and they have determined what the impact of that risk is for the company as a whole, and they have applied it to the capital structure of our company as a whole.  So I...

MR. KOGAN:  But if the question is, is it in the LUEC for DRP, the LUEC for DRP is just based on the costs of the DRP, it does not take into account the costs on or of other aspects of the business.

MR. SHEPHERD:  So if you have to pay an additional ten or 15 basis points on everything else because you are doing DRP and that's making you riskier, that extra ten or 15 basis points is not treated as a Darlington cost, it's treated as a cost of everything else; right?

MR. KOGAN:  It's not included in the LUEC for the Darlington refurbishment project.

MR. SHEPHERD:  All right, so can you then undertake to find out what is the impact of -- the dollar figure or an estimate if you like -- the impact on the costs of your non-DRP assets as a result of your embarking on DRP?

MR. PUGH:  I don't think we can do that, but -- there is a whole pile of different factors providing... [turns mic off momentarily]


There are a number of different factors beyond Darlington driving the risk assessment, so, you know, we couldn't come up with a risk assessment for hydro and nuclear on a stand-alone basis.  We have reviewed that in 2010-0008, and to come up with a risk assessment for a specific component of nuclear would be not possible.

MR. SHEPHERD:  I am going to leave it to my friend Mr. Poch to follow that up then.

And then my next question is SEC 9, and you were asked for reports on planned or achieved ROE, and you said, well, you don't have any.  And I probably didn't explain the question correctly.  Most boards of directors, it's sort of the standard governance procedure to require at every board meeting a dashboard of some sort.  You are familiar with what that is?

MR. FRALICK:  Yes.

MR. SHEPHERD:  And that dashboard almost always -- I have never seen an example where it didn't -- has ROE and changes to forecast ROE.  Does yours not?

MR. MAUTI:  As the response indicates, our board of directors meets on a quarterly basis.  We provide the financial statements that are externally produced that has a tracking of actual ROE comparison to previous quarter, so they do see that as part of the standard public disclosure.

MR. SHEPHERD:  But all they see is what the public sees?

MR. MAUTI:  That is the ROE, though, yes.

MR. SHEPHERD:  And so for executive management you don't have a more regular report on that?

MR. MAUTI:  There is monthly reporting that is done to the executive management, and ROE is the measure as income and other key measures.

MR. SHEPHERD:  So you said you don't produce reports for executive management on regulated ROE.

MR. MAUTI:  First up, regulated ROE, we look at total company-wide ROE.  That's the basis that we look at it.

MR. SHEPHERD:  So the executive management never knows whether it's regulated or unregulated that's driving your ROE number.

MR. MAUTI:  They are more concerned about the overall impact to the company on an overall basis, yes.

MR. SHEPHERD:  Thank you.

There is nobody from LEI on the panel here?

ALL:  No.

MR. SHEPHERD:  All right, well, I will skip these, then, and I will go to VECC number 6.  And so this is your actual return on equity for the last ten years, right?

MR. KOGAN:  For the regulated.

MR. SHEPHERD:  Regulated, yes.

MR. KOGAN:  Yes.

MR. SHEPHERD:  So you have never achieved Board-approved ROE, have you?

MR. KOGAN:  That's what this shows, correct.

MR. SHEPHERD:  And I guess what I would ask is -- I have two questions about this.

The first is: Have you done any analysis to determine why that is, why you haven't ever achieved regulated ROE?  At most utilities, and particularly the privately owned ones like Enbridge, if that happened, there would be reports about the ying-yang about it.

And so I guess the question is have you done analysis like that to try to figure out why you can never achieve regulated ROE?

MR. KOGAN:  We have done some high level analysis, that's correct.

MR. SHEPHERD:  Is there like a report, or something like that?

MR. KOGAN:  No.  There is no report, no.

MR. SHEPHERD:  Well, how is the analysis substantiated in space?  Is it in a memo?  Is it in a spreadsheet?  Is it in a PowerPoint?

MR. KOGAN:  We have some spreadsheets that do contain some high-level analysis to identify some of the factors.

But as Mr. Mauti has mentioned, the focus of all of our internal -- formal internal reporting is on the corporate ROE, because that's the focus of executive management and the board.

0MR. SHEPHERD:  Okay.  So can you provide those document, please?

MR. SMITH:  No.

MR. SHEPHERD:  Okay.  Here's what I am going for, and maybe you can give me something that will help me with this.  There's various possible reasons why you would not achieve your ROE.  For example, the Board regularly doesn't give you the whole revenue requirement you asked for.  You might simply decide you are going to spend it anyway, and that would cut into your ROE.

The you might have cost control issues; over-spending, you can't keep costs under control, and that could be the cause.  It could be supervening events that have just accidentally caused these results.

I am trying to get a sense of -- you are asking the Board to give you a certain amount of return on equity, which the Board virtually knows you are not going to earn. So the question is why not, and where is the money going to go.

And so that's why I am looking for whatever analysis or information you can provide that will help us understand that.

MR. SMITH:  That's helpful, Mr. Shepherd, but it doesn't change our position.

MR. SHEPHERD:  Okay.

MR. MILLAR:  Mr. Shepherd, we need to stop for just a moment.  I understand there is a problem with the transcription.

I don't propose we take our break at this moment, but just give us -- just stop for a moment, and we will see if we need more time than that.

I think we are going to have to take our break.  It will take a few moments to get the system fixed, so why don't we return at 11 o'clock.
--- Recess taken at 10:47 a.m.
--- On resuming at 11:05 a.m.

MR. MILLAR:  Okay, we are back.  Mr. Shepherd, are you prepared to continue?

MR. SHEPHERD:  I am.  My next question --


MR. SMITH:  Sorry, Mr. Shepherd, just before we begin, I understand that you had an opportunity to have a discussion off the record --


MR. SHEPHERD:  Oh, yes.

MR. SMITH:  -- with OPG about bill calculating, and --


MR. SHEPHERD:  Yes.

MR. SMITH:  -- that I understand that the request for the undertaking is being withdrawn?

MR. SHEPHERD:  Is being withdrawn, yes, the way they have calculated the bill impacts it would be difficult to replicate that with the Board's bill model.

So my next question is issue 3.2, Energy Probe number 5.  And you were asked, have you done an analysis of your long-term borrowing costs compared to private sector generators, and you said you haven't done that analysis.

Have you done any analysis to benchmark your borrowing costs?

MR. PUGH:  The borrowing costs -- the risk premium that OPG uses when we actually issue our debt is actually done by a -- we go out and we discuss with six market forecasters what the comparative risk would be for OPG's debt, and we use that as a mechanism for determining our equity risk premium, and we apply it to a ten-year-long Canada forecast.

MR. SHEPHERD:  I understand that.  My question was a somewhat different one.  You have a treasury function that borrows a lot of money.  I am asking, how do you benchmark the performance of that treasury function relative to others?  Some people borrow cheaper than others.

MR. PUGH:  I don't think we benchmark the treasury function performance, so...

--- Reporter appeals.

MR. PUGH:  We don't specifically benchmark the performance of the treasury department.

MR. SHEPHERD:  Okay, thank you.  My next question is still on 3.2, is LPMA 2.  And you have two issues in November; right?  Is that right?  29 and 30?

MR. PUGH:  Well, we had forecast two issues, 29 and 30, yes.

MR. SHEPHERD:  And have they been priced yet?

MR. PUGH:  The forecast now, the two issues -- one was in -- if you look at the question, one was in March 22nd and the other one was in September 22nd.  Neither one of those were issued, and we are planning to issue debt in November 22nd, which is in table 5(a) of attachment 1.

MR. SHEPHERD:  Yes?

MR. PUGH:  And because it's November 22nd we don't have that priced yet.

MR. SHEPHERD:  All right.

[Technical interruption]


MR. SHEPHERD:  Should I continue or should I pause?

MR. MILLAR:  Keep going, if you can.

MR. SHEPHERD:  All right.  So my next question is issue 6.6, Staff 154.  And I am looking at the answer to (b).

MS. REES:  Yes, I have it.

MR. SHEPHERD:  Because you too are familiar with using paper as opposed to electronics.

MS. REES:  Oh.

MR. SHEPHERD:  So the response to (b), I take it this says that when Towers Watson was doing the benchmarking of your benefits they backed out the cost of grandfathered arrangements; right?

MS. REES:  They don't back out the grandfathered arrangements, they are just not considered.

MR. SHEPHERD:  So your cost of benefits excludes that for their benchmarking purposes?

MS. REES:  In terms of benefits, yes.

MR. SHEPHERD:  Okay, and so did you look at how you benchmark if you didn't back out grandfathered arrangements?

MS. REES:  No.

MR. SHEPHERD:  Can you get that information?

MS. REES:  So they apply a single set of assumptions to the entire population when they are looking at the benefits, so the information for the legacy provisions aren't there.

MR. SHEPHERD:  Well, but you have the information, right, and so -- so you have the cost of legacy plans.  I am asking, can you go to Towers Watson and say, how would we benchmark if we treated this as part of our costs?

MS. REES:  So the question would be, could we benchmark our current -- like, our legacy provisions?

MR. SHEPHERD:  No, could you benchmark your total cost to the total cost of others?

MR. KOGAN:  I think we will have to check, because, as I understand from Ms. Rees, they look at one set of -- they apply one set of benefit provisions to the calculation.  Now, you know, you would have to say that X percent of the population you apply new provisions to X percent, you apply old provisions to, and I am not sure, given their methodology and how they do the study, they are able to do that, so I think that's why we are not sure.

MR. SHEPHERD:  Your answer could be, we are not able to do it because of how we did the study.  That would be fine.  What I am trying to determine -- because they didn't look in the comparators, they didn't look at whether they have people grandfathered as well; right?

MR. KOGAN:  Actually, that's a very good point, Mr. Shepherd.  They might also have the same issue in the comparators, right?  They might have done it apples-to-apples that way.  So we just --


MR. SHEPHERD:  So could you find out?

MS. REES:  Yes.

MR. MILLAR:  So the undertaking is to inquire with Towers Watson as to whether they can include the excluded grandfathered data in their analysis.

MR. SHEPHERD:  And I think to Mr. Kogan's point, and whether that would be an apples-to-apples comparison or not.

MR. MILLAR:  Thank you, that's JT3.8.
UNDERTAKING NO. JT3.8:  TO INQUIRE WITH TOWERS WATSON AS TO WHETHER THEY CAN INCLUDE THE EXCLUDED GRANDFATHERED DATA IN THEIR ANALYSIS AND WHETHER THAT WOULD BE AN APPLES-TO-APPLES COMPARISON OR NOT.

MR. SHEPHERD:  And then still in this interrogatory response but now in attachment 1 -- and this is just because when I read it I was confused, and so I want you to help me understand how to read this.

When I see these -- you see this column, "percent plus or minus target market base salary" and "target market total direct compensation", you see those two columns?

MS. REES:  Yes, I do.

MR. SHEPHERD:  Those percentages, those are percentages compared to 75 percent?

MS. REES:  When you say 75 percent, you are talking about the target market; correct?

MR. SHEPHERD:  Yes, so your target for nuclear is 75 percent; right?

MS. REES:  The -- for the TDC, which is the total direct compensation, for the nuclear authorized for that one segment, it is the 75th percentile.  For all others it's the 50th percentile.

MR. SHEPHERD:  So where I see, for example, "PWU nuclear authorized", TDC is 10 percent above target, that's 10 percent above 75; right?

MS. REES:  That would be considered to be at market and it -- but it would be at the 75th percentile, yes.

MR. SHEPHERD:  I am sorry, what's the 10 percent mean?  Is it 10 percent above 75?

MS. REES:  Sorry, the 10 percent reference is in relation to whether we consider it to be at market or above market or under market.  So with all benchmarking there is a -- it's not about precision.  There is a range of reliability around the data and confidence, so usually anything within plus or minus 10 percent is considered to be at market.

So for the PWU nuclear authorized it's at 10 percent, which would be considered at market but above the 75th percentile as a point.

MR. SHEPHERD:  Okay, now you have lost me.

MS. REES:  Okay, sorry.

MR. SHEPHERD:  So if the figure in this column is within 10 percent -- is 10 percent or less, then you treat it as at-market.  But the figure in the column is the calculation of how you relate to your target.

MS. REES:  Correct.

MR. SHEPHERD:  So if – so, for example, in nuclear authorized where it says 10 percent, that means that under Towers Watson's analysis, your nuclear authorized total direct compensation is 10 percent above a 75 percent target.

MS. REES:  That's correct.

MR. SHEPHERD:  Okay.  But for utility, which is 5 percent, that is 5 percent above 50?

MS. REES:  Correct.

MR. SHEPHERD:  And so in base salary, the 7 percent nuclear authorized, that's also above 75?

MS. REES:  Just give me one moment, please.  Yes, it's at the 75th percentile as well.

MR. SHEPHERD:  Okay.  So then if I go down to the Society, the Society is actually below 75th percentile for nuclear authorized, right?

MS. REES:  Correct.

MR. SHEPHERD:  In both base salary and total direct compensation.  And management -- now is management also compared to 75, or is management actually compared to 50?

MS. REES:  It's a combination of both.  So give me one moment again.

So for our senior executives in what we call bands A to D, would be at the 50th percentile.

MR. SHEPHERD:  Yes.

MS. REES:  And anything at the level E and below would be at the 75th percentile for nuclear authorized only.

MR. SHEPHERD:  All right.  So for nuclear authorized management group, can you undertake to split that out between the ones that are at 75th and the ones that are at 50th?

MS. REES:  I can.  I will point out it's a very small population.

MR. SHEPHERD:  That's fine.

MS. REES:  Yes.

MR. MILLAR:  JT3.9.
UNDERTAKING NO. JT3.9:  FOR NUCLEAR AUTHORIZED MANAGEMENT GROUP, TO SPLIT THAT OUT BETWEEN THE ONES THAT ARE AT 75TH AND THE ONES THAT ARE AT 50TH

MR. SHEPHERD:  It's small population with big salaries.

MR. SMITH:  Still small dollars.

MR. SHEPHERD:  All right, my next question is on Staff 156, and I just -- you talk about your three-year evaluation, actuarial evaluation, and I understand what the rules are and why you do it that way.

But I guess my question, though, is could you, for your own purposes, do this annually?

MR. MAUTI:  Yes, it could be done on an annual basis.

MR. SHEPHERD:  And have you considered that?  Have you considered whether -- because this is a big expense, right? I am wondering would it make sense for you to do that, to do it annually so you are more on top of it.

MR. MAUTI:  Generally, the industry practice would not be to do it annually.  There is obviously a cost associated with doing this on a regular basis, and the Financial Services Commission of Ontario would have to feel comfortable to be accepting it on an annual basis as well.

MR. SHEPHERD:  But the cost is not material relative to the size of your pension plan, right?  I mean, you've got $1.7 billion of assets or something in your plan.

MR. MAUTI:  It still is an significant effort to be done by an actuary and by own internal staff to be done on a regular basis.

MR. SHEPHERD:  So you have never considered doing it annually?

MR. MAUTI:  In the last few years that I have been involved with this, no.  It hasn't been a consideration to do it on an annual basis, no.

MR. SHEPHERD:  Can you give me an apples -- a bigger-than-a-breadbasket sort of estimate as to how much it would cost each year?  Are we talking $50 million or $500,000?

MR. MAUTI:  If it's really important, we could probably go away and try to come up with a rough estimate. Sitting here now, I don't want to speculate on what the number would be.

MR. SHEPHERD:  So you have no idea what the range is?

MR. MAUTI:  Not 50 million dollars, as you suggested. But it would be --


MR. SHEPHERD:  Closer to 500?

MR. MAUTI:  500?

MR. SHEPHERD:  Closer to 500,000 – no, not 500 million.

MR. MAUTI:  If those are the two benchmarks, yes, closer to 500,000.

MR. SHEPHERD:  I will not ask you to undertake that; you've got enough to do.

My next question is Staff 159, and you talk about what you do with your excess OPEB and pension collections; when you collect more money that you have to spend, what do you do with the money.  And you say, quite correctly, that you -- that it's part of your revenue requirement, it's not segregated in any way.

My question is this: Sooner or later, cash and accrual have to get to zero, right, at least theoretically?  Theoretically.

MR. KOGAN:  I am having a bit of a déjà vu here, but yes, theoretically, by the end of time from inception, over that whole period, they would be equal to zero, that's correct.

MR. SHEPHERD:  And so my question is if they get to zero, then if you have collected more than your cash payments, don't you owe the ratepayers some money and do you record that as a liability?

MR. KOGAN:  So divorcing from OPG's reality and looking at from theoretically from inception to the time if they are equal, I am just not following why money would be owed if they are equal.

MR. SHEPHERD:  Well, because if you have collected more right now than the cash amounts, then at some point in the future you have to collect less in rates than the cash amount, right?

MR. KOGAN:  That will be the theoretic basis, yes.

MR. SHEPHERD:  And so isn't that differential then, isn't that an amount that is a future liability of OPG?

MR. KOGAN:  So your question is about when you are partway through time, not by the end of time?

MR. SHEPHERD:  Yes.

MR. KOGAN:  No, I'd say not, because ultimately the intent is to recover the costs and therefore, to the extent that I have -- to the extent that accrual is higher than -- sorry, let's start again.

If your accrual is higher than cash and you have collected on an accrual basis, you have collected the right amount because you have collected the right amount that you have incurred.  So there is no liability back the ratepayers.

MR. SHEPHERD:  But your rates in the future have to be lower than your cash costs at some point, right?

MR. KOGAN:  Sure, but then they will match the accrual costs of that period.  So there isn't really a liability, because you're matching the cash revenues into the costs you have recognized and incurred.

MR. SHEPHERD:  So you may have to effectively sort of give back some money to ratepayers in the future, but that would be effected through accrual accounting not through some sort of liability.

MR. KOGAN:  I wouldn't characterize it as a giveback because again, I would say I have collected the right amount to date based on accrual costs.  But I might end up collecting less in the future because of how cash and accrual relationships work over time.

MR. SHEPHERD:  All right.  Now, my next question is on issue 7.2, and it is Staff 206.  And what I am going to do is I am going to ask you to just explain what executory cost treatment is in the shortest possible precis you can, and why it matters.

MR. MAUTI:  So if you are looking for simple, I am the person to try on that one.

MR. SHEPHERD:  And then Mr. Kogan will do complicated?

MR. MAUTI:  Executory costs reflect those sort of regular ongoing costs in relation to us being the landlord and the owner of the Bruce site that would be incurred on an annual basis going forward.  The easiest example I can come up with is property taxes.  So it's basically required, regulatory, not this regulatory, but, you know, payments made for things such as that, any kind of transfer tax, land tax, property tax, anything like that that would recognize us as being the landlord of that facility, that would be the amount that would be considered executory costs.

The reason it's important is that if payments that are being made annually by Bruce are in respect of executory costs we can just simply match the payment to the costs in that year without having to do a straight-line process of looking over the entire lease and coming up with equal annual amounts, as we have had to do in the past, for example, with the base rent payments for the Bruce.

MR. SHEPHERD:  So this has nothing to do with the derivative accounting.  This is something quite different.

MR. MAUTI:  Nothing at all, no.

MR. SHEPHERD:  Good.

The -- my next question is on SEC 90.  And we probably didn't explain it properly, which is the reason why we got the answer we did.

Included in some of your costs for regulatory purposes are costs associated with Bruce; right?

MR. KOGAN:  So the net of Bruce lease revenues and costs is applied or netted off against the revenue requirement in accordance with Regulation 53/05.

MR. SHEPHERD:  So is that the only place that it's in your application?  There are no assets in your rate base, for example, that are included in -- that are a part of Bruce?

MR. KOGAN:  No, there are no assets in rate base --

MR. SHEPHERD:  There is nothing else anywhere in the application that relates to Bruce except that one net amount.

MR. KOGAN:  So the only item -- and I think this came up in EB-2012, I remember, that there is a small function that we have that manages the Bruce lease, and their costs are embedded in the corporate support costs, and that's -- I can go back, but it's a small number, given what we are talking about here.

MR. SHEPHERD:  Okay, thanks.

The -- my next question is on VECC 39.  And you were asked about the changes to the Bruce lease agreement.  And you were particularly asked, how do they affect the allocation of revenues and costs, and your answer is they don't.  Right?

What I am -- what I would like to follow up on is, do those changes affect the risks and, in particular, the risks to the ratepayers associated with the Bruce lease?

MR. KOGAN:  Can you try that another way just to make sure we are clear about the question?

MR. SHEPHERD:  So we assume for payment-amount purposes that certain amounts will be either added to the payment amount, the revenue requirement, or deducted from the payment -- revenue requirement as a result of the Bruce lease.  The lease has changed, and that may change the level of certainty that we can look at those increases or decreases to revenue requirement.  I am asking you, is that the case that we are now -- we the ratepayers are now more at risk or less at risk because of the revised lease?

MR. MAUTI:  While the lease itself has changed, and it changed to reflect the agreement that Bruce Power reached with the province in terms of refurbishment to Bruce B, components of that lease, it is not definitive, but it would be a higher or a lower risk.  It is a different lease with some different constructs, but I wouldn't typify it as being a higher risk or a lower risk.  It's just -- it's different.

MR. SHEPHERD:  Is it possible to get more detail on what those changes are, what risks have increased and decreased?  What I am trying to assess is, are we more likely to be paying more money in the future for Bruce or less money?  Because the Bruce lease is -- looks like it is going to be a cost on a fairly regular basis, and the question is, is it going to be more or less as a result of this new lease?  Can you just give us -- like, I'm not -- but you can do this by undertaking -- a breakdown of the changes that have a material impact on the ratepayers' risk going forward?  Is that possible?

MR. MAUTI:  Knowing that in the past we've determined that the Bruce lease is an unregulated part of the business, I can go through some of the deltas or changes.  I am just looking to counsel if that's appropriate to do.  Again, the history on the Bruce lease is not to get too deep into it, but I can -- in an effort to try to help you I can try to describe some of those changes.

MR. SHEPHERD:  Well, and what I am suggesting is that maybe it's best to do it by undertaking so that counsel can look at it and see whether there's things that you're disclosing that you shouldn't disclose, and also save us some time today.

MR. SMITH:  Yes, we will reflect on it.

MR. SHEPHERD:  Okay.

MR. SMITH:  We will either answer the question to the extent we feel comfortable, or we won't, and we will tell you why.

MR. MILLAR:  JT3.10.

UNDERTAKING NO. JT3.10:  TO PROVIDE A BREAKDOWN OF THE CHANGES THAT HAVE A MATERIAL IMPACT ON THE RATEPAYERS' RISK GOING FORWARD TO THE EXTENT OPG FEELS COMFORTABLE, OR IF NOT, TO SAY WHY NOT


MR. SHEPHERD:  And so my next question is on AMPCO 151.  This is issue 9.1.  And for each of these six accounts, can you just -- actually, I guess ignore the last two, just the first four.  Can you just briefly describe why it's appropriate not to have interest on them?  So the reasons are different for different ones; right?

MR. KOGAN:  I think the short answer is those -- these accounts do not bear interest because that is what was directed by the Board for the -- and/or negotiated as part of a settlement that we had on previous deferral and variance account applications.

MR. SHEPHERD:  No, I understand, but they are not random.  There is reasons for it, right?  There is reasons why some should have interest and some should not.  I mean, some of them you proposed that there would be no interest.

MR. KOGAN:  I am not sure that we proposed that they have no interest.  I believe we maintained that they should have interest unless negotiated otherwise or by the Board otherwise.

MR. SHEPHERD:  So for example, the nuclear liability deferral account is an account that records amounts that already have built in the time value of money; right?

MR. KOGAN:  This is a topic that's near and dear to my heart personally, but I just want to make sure how much we need to get into it.  I think, for example, about the nuclear liability deferral account, it did attract interest prior to EB-2012, when it was negotiated that it wouldn't, and I think in general our position in the past has been that it doesn't matter, the nature of the item that gets entered into the account.  What matters is it's money that we would have otherwise refunded or collected from ratepayers, and it's that cash-flow effect that should attract interest.

MR. SHEPHERD:  So you are saying that for none of these accounts is there an underlying reason other than the Board said so that it should not attract interest.

MR. KOGAN:  No, I don't think I am saying that, no.  I think I am saying what our position has been, and that otherwise it's been either negotiated or directed by the Board, and if the Board's decisions may include reasoning for why that is the case for certain accounts, I don't have that on me.

MR. SHEPHERD:  All right.  My next question is with respect to still 9.2, but -- or, no, this is now issue 9.2 Staff 213.  And you talk about productivity adjustments.  And tell me whether this is right -- and I am hoping that you are the right people to answer this rather than your experts.

There is essentially two types of productivity in hydroelectric.  One is productivity related to production; that is, you produce more, you generate more, and that creates better efficiency.  And the other is productivity with respect to costs; that is, you spend less to generate each unit of energy.  Is that right?

MR. FRALICK:  If you are asking for our understanding of like the inputs and outputs of a productivity metric --


MR. SHEPHERD:  Yes.

MR. FRALICK:  -- outputs being the numerator -- or inputs in the numerator and outputs in the denominator, yes, I would agree that either one of those would result in improved productivity.

MR. SHEPHERD:  Okay.  And the productivity study that was done for you, it only measured -- no, never mind, that's cross-examination.

My next question is in issue 9.7 SEC 93.  I am about ten minutes away from being done, so I think I am almost right on.

So SEC 93 asked about various smoothed rates and unsmoothed rates, and I -- what you have done in this table is you have broken it down by five-year periods.  Can you give us the same thing by one-year periods?  Presumably, you calculated it by one-year periods to get the five-year periods.  So I am just asking for the whole spreadsheet instead of just this part of it.

MR. PUGH:  I think that attracts a level of precision on the annual rates that isn't requested in this proceeding, and puts a level of precision on there that's not required, frankly.

MR. SHEPHERD:  You did calculate it though, right?

MR. PUGH:  What the Board needs to understand is the gentle influence that future costs and production would have, to give them a proper context for setting rates in this period where we have applied for annual rates.  That is what the response is providing.

MR. SHEPHERD:  This is information you have, right?

MR. PUGH:  What is information we have?

MR. SHEPHERD:  The information I am asking for right now.  You have it, right?

MR. KOGAN:  Yes.

MR. SHEPHERD:  And so are you refusing to provide it?

MR. SMITH:  We will do it.

MR. SHEPHERD:  Thank you.

MR. MILLAR:  JT3.11.
UNDERTAKING NO. JT3.11:  TO PROVIDE THE RESPONSE IN 9.7 SEC 93 BROKEN DOWN IN ONE-YEAR PERIODS.


MR. SHEPHERD:  The next question is under tab 10.2, Staff 220.  You were asked about total hydroelectric generating costs per megawatt hour, and there's two parts to this.

The first part is that target, which is a corporate target, right?  That's a corporate target?

MR. FRALICK:  Yes.

MR. SHEPHERD:  It's a metric that you use internally to assess performance?

MR. FRALICK:  The metric that we use internally to assess performance within hydroelectric is the OM&A unit energy cost.

MR. SHEPHERD:  So then what do you use total hydroelectric generating cost per megawatt hour?

MR. FRALICK:  That a newly introduced metric.

MR. SHEPHERD:  To the assess performance.

MR. FRALICK:  Yes.

MR. SHEPHERD:  Thank you.  So you have that information, and I -- never mind.

My second question is you say you don't track it separately for regulated and unregulated.  Why not?

MR. FRALICK:  We manage the hydroelectric fleet as a fleet and therefore, a combined metric is what is useful for managing the business.

MR. SHEPHERD:  Well, you actually have plant groups, don't you?

MR. FRALICK:  Yes, we do, and I used to work in one.  Within my plant, for example, I had a combination of regulated and contracted assets, and for the purposes of managing my resources from day-to-day and month-to-month and the assessment of that performance, it is useful for that to be done an a regional basis or a fleet basis.

MR. SHEPHERD:  But now that you have added additional hydroelectric facilities into regulated, now you have plant groups that are all regulated, right?

MR. FRALICK:  Yes.

MR. SHEPHERD:  And so those plant groups have a total hydroelectric cost per megawatt hour, don't they?

MR. FRALICK:  Yes.

MR. SHEPHERD:  Is there any reason why you couldn't use that as a metric for the -- since you are using it internally anyway, can't you use it for Board reporting purposes as well?  Is there a reason why that wouldn't be appropriate?

MR. FRALICK:  It doesn't add any value for us to do it that way.  So we assess performance on a fleet basis and most of our regions have a combination of regulated and unregulated assets.

So to split it out is not of any relevance from an actual operational management perspective.

MR. SHEPHERD:  All right.  My next question is under 11.1, and this is Staff 230.  I am on page 3, which is the answer to (b) -- (b) 2, sorry.  You talked about how would -- you are asked sort of how would you do this if the Board wanted to have oversight of your benchmarking, and you have suggested that Navigant, your expert, would do it.

Are you -- is this proposal that you would continue to retain Navigant and simply continue to provide the sort of reports you have already provided?  Or are you proposing that Navigant would go work for the Board instead of you?

MR. FRALICK:  What we are proposing is that we continue to use our UCG benchmarking data for the purposes of assessing internal performance, and for our hydroelectric performance reporting, as is identified in our evidence.

What this is saying is that should the Board determine that this particular benchmark be required on an annual basis, that we would engage Navigant to do so in a consistent way that was done for this application.

MR. SHEPHERD:  So Navigant would continue to be your expert?  They wouldn't be the Board's expert.

MR. FRALICK:  Correct, we would engage Navigant to complete the benchmarking.

MR. SHEPHERD:  I just want to clarify one thing, still in issue 11.1, and I am in Staff 243.  On the third page under (d), you will see in the middle of that answer, it says:

 “For OPG, the labour share of O&M was 63 percent consistent with the industry level of 63 percent from the EUCG data set."


And I didn't know whether that was saying LEI used 63 percent because that's what was in the data set, or that OPG just happens to have the same labour share as the comparator group.  Which is that intending to mean?

MR. PUGH:  I will validate that.

MR. SHEPHERD:  So you don't know, but you will check?

MR. PUGH:  I will check, I will do so.

MR. SHEPHERD:  Okay.

MR. MILLAR:  JT3.12.
UNDERTAKING NO. JT3.12:  TO CLARIFY THE REPSONSE IN ISSUE 11.1, STAFF 243, PAGE 3, UNDER (D)


MR. SHEPHERD:  Do you know what your labour share is of O&M is, or you don't?

MR. PUGH:  As I am reading it here.  It is 63 percent.

MR. SHEPHERD:  You think that's what it means, but you are going to check with them; okay, all right.

And am I right that -- I am on still in 11.1 on SEC  5.  Am I right that the hydroelectric CRVA would have the effect, as far as you can see, of being an additional increase in rates in addition to -- in addition to the formula, the IRM formula that you are proposing?  Right?

MR. PUGH:  That's not what the answer says, no.

MR. SHEPHERD:  Okay.  All right.  So then what does it say?

MR. PUGH:  Well, what it is saying is the CRVA is consistent with incentive regulation because it removes the disincentive to make certain types of investment.

MR. SHEPHERD:  Yes?

MR. PUGH:  And so it's not inconsistent with incentive regulation and therefore no adjustment is required.

MR. SHEPHERD:  I didn't ask that question, though.  I asked a different question.  The question I am asking is --

MR. PUGH:  That's what the response was, so I --

MR. SHEPHERD:  No, sorry.  I asked a different question.  You're proposing an IRM that has a formula that is applied to your price, so it's your capital and your operating costs.

MR. PUGH:  Right.

MR. SHEPHERD:  The CRVA allows you to collect an additional amount -- tell me whether this is right -- if you spend money on certain types of projects; is that wrong?

MR. PUGH:  That's wrong.

MR. SHEPHERD:  Okay.

MR. PUGH:  So the base rate has some CRVA projects in it --

MR. SHEPHERD:  Yes.

MR. PUGH:  -- that have closed, they are in-service.

MR. SHEPHERD:  Yes.

MR. PUGH:  Just like any other component of capital and just like any other component of capital, it's the return on and return of are increased by I minus X.

MR. SHEPHERD:  So if two years from now you decide on a new project to add capacity, you are saying that you wouldn't then be able to collect that in addition to your IRM formula?

MR. PUGH:  There would be nothing in the base rate that's escalated by I minus X, because it's not closed, it's in-service --

MR. SHEPHERD:  Yes.

MR. PUGH:  -- construction work in progress, so the CRVA would record the difference between the reference amount, which is zero, and the actual cost of the CRVA project.

MR. SHEPHERD:  And so you would be able to collect that as extra, which is exactly what I said.

MR. PUGH:  I don't know about extra, because it's not in the base rate, so it's -- it's not extra.

MR. SHEPHERD:  My last question is still in 11.1 -- I think it's my last question -- is on SEC 103.  Am I right that the gross revenue charge does, in fact, increase annually by an inflation factor?

MR. PUGH:  My understanding is that what increases by the I minus X is the rate, and the cost --

MR. SHEPHERD:  I am not asking that.  I am asking -- you have this charge from the province; right?

MR. PUGH:  In our base rate there is a number of --

MR. SHEPHERD:  I am not asking about your rates, I am asking about the cost.

MR. PUGH:  GRC is one of the costs in our base rates, yes.

MR. SHEPHERD:  That cost, does it go up by inflation?

MR. PUGH:  My understanding is no costs go up by inflation.  What goes up by inflation is the price and the entire idea of --

MR. SHEPHERD:  Sorry, sorry --

MR. PUGH:  -- couple the price, if I can finish, to couple the price from the cost --

MR. SHEPHERD:  Sorry, I'm not making my question clear.

--- Reporter appeals.

MR. PUGH:  I'll try again.  My understanding of incentive regulation --

MR. SHEPHERD:  I am not asking you an IRM question.  I am sorry.

MR. PUGH:  Okay.

MR. SHEPHERD:  I am asking you a question about a certain cost.  That cost, the GRC, does it increase by inflation each year?

MR. PUGH:  No.

MR. SHEPHERD:  Thank you.  And I think that is all my questions before -- other than the confidential ones.

MR. MILLAR:  Thank you very much, Mr. Shepherd.

We will now move to the remaining Staff questions.  We have a number of people.

Mr. Hovde, are you on the phone?

MR. HOVDE:  Yes, I am.

MR. MILLAR:  Okay.  We are going to put you a little later.  I just wanted to make sure you were available.

Ms. Kwan, we will begin with you.
Questions by Ms. Kwan:

MS. KWAN:  Hi, panel, I am Donna Kwan with Board Staff.  I believe you guys have a compendium with you guys for the questions that I'll be asking on.


MR. MILLAR:  Yes.  Why don't we mark that.  It's Exhibit KT3.1 -- or 3.2, pardon me.  It's the Staff compendium for panel 3.
EXHIBIT NO. KT3.2:  BOARD STAFF CROSS-EXAMINATION COMPENDIUM FOR OPG PANEL 3.

MR. MAUTI:  Do you have copies?  We don't have a copy here.

MR. SMITH:  This is what was left here.  Oh, okay.

MR. SHEPHERD:  Are there copies of this compendium?

MR. MILLAR:  All of these documents are on the record, and they can be pulled up on the screen, and we have a couple of extras.

MR. MUKHERJI:  I will make one for you.

MR. SHEPHERD:  Thank you.  You are going to file them on the website anyway, right?

MR. MILLAR:  Yes, but they are just interrogatory responses.  They are just copies of the responses.

MS. KWAN:  Okay, does everyone have one?

MR. SHEPHERD:  That's fine, go ahead.

MS. KWAN:  Okay.  So my first question is going to be on depreciation on issue 6.9.  It's Staff 178, which is page 1 of the compendium.

So Pickering depreciation is based on an end of life of December 31st, 2020.  Can you provide the depreciation expense if OPG was able to extend the Pickering operations to the 2022 and 2024?

MR. KOGAN:  The challenge with that question is that the depreciation expense includes depreciation of asset retirement costs, which are a function of the nuclear liabilities.  The nuclear liabilities right now are based on also an end-of-2020 date.  We have not calculated what the adjustment would be for these liabilities at the time that the high confidence is reached, and therefore can't calculate depreciation on a number I effectively don't have, because the asset base will change through asset retirement costs.

MS. KWAN:  Okay.  So you don't think you will be able to do that calculation right now then, or even as a part of an undertaking?

MR. KOGAN:  I think that we responded to this in GEC...  I think it's in GEC 57 or 59, if memory serves, where we discussed that right now because we are still operating under the existing ONFA reference plan that it wouldn't be helpful or very meaningful to calculate that number, because that number would be different once the new cost estimates are in effect, plus there is uncertainty with respect to other inputs into that calculation, such as the specific timing, in terms of when the change in liabilities would be affected on account of high confidence for Pickering, as well as possibly discount rate.

MS. KWAN:  Okay, so my next question is going to be on issue 6.10 for taxes.  And I am going to refer you to page 4 of the compendium, which is Staff 187.

So in this response it says that SR&ED ITCs are utilized to reduce OPG's actual corporate income taxes payable for the year, and then in the next IR, Staff 188, which is page 6 of the compendium, in table 1 it show a continuity schedule of the SR&ED ITCs, and just using 2013 as an example, 2013 total SR&ED ITCs is 23.6-million.

And then if I go to page 8 on the -- of the compendium, which is Exhibit F4, tab 2, schedule 1, table 3, the sum of the 2013 regulatory federal and provincial income taxes is negative 52.9.  And table 3 also shows that 23.6 million of the SR&ED ITC is being utilized.

So my question is how can the SR&ED ITCs be utilized when there is no taxes payable for that year since there was a tax loss of 52.9 million?

MR. KOGAN:  So as we note in Staff 185, the amount in your example of 23.6 represents the regulated portion of the SR&ED ITCs utilized to reduce OPG's corporate income taxes payable.

MS. KWAN:  So you are saying it's not just the nuclear portion?  Is that what -- or is there any amount that's being carried back?

MR. KOGAN:  I am saying that's right, it's more than nuclear.  It represents the amounts that we actually apply based on our corporate tax returns.

MS. KWAN:  Okay.  So the table 1, okay -- so the table 3 on page 8, that's for the total prescribed facilities.  But would you be able to provide that just for the nuclear facilities?

MR. KOGAN:  So your question is to break out table 3 between nuclear and prescribed nuclear and prescribed hydroelectric facilities; is that the question?

MS. KWAN:  Yes.

MR. KOGAN:  We will undertake to do that.

MR. MILLAR:  JT3.13.
UNDERTAKING NO. JT3.13:  TO BREAK OUT EXHIBIT F4, TAB 2, SCHEDULE 1, TABLE 3 BETWEEN NUCLEAR AND PRESCRIBED NUCLEAR AND PRESCRIBED HYDROELECTRIC FACILITIES

MS. KWAN:  And I just wanted to confirm, is there actually any SR&ED ITCs being carried back instead of being carried forward?

MR. KOGAN:  Looking at attachment 1 to issue 6.10, Staff 188, there are no ITCs here that are being carried back in this period.

MS. KWAN:  Okay.  So if that's the case, so in that table -- say taking 2013, for example, 23.7 million is carried forward and used in 2014 for nuclear.  So how about the remaining, I guess, 23.4, then?

I guess my question is why isn't the carry forward amount 47.4 million, which would be the total SR&ED ITCs in the year before that carry forward amount of 23.7 million?

MR. KOGAN:  Sorry can you just -- I see the number of 23.7.  Can you just point me to your $40 million number, where that's coming from?

MS. KWAN:  47.4, it would be the total of -- so it would be the total of the 23.4 backing out that 23.7, so essentially 23.4 plus 23.7.

MR. SMITH:  Sorry, it may just be helpful for the rest of us if you could just give us the table and line numbers that you are looking at.

MS. KWAN:  It would be table 1 on page 7 of the compendium, and it would be line 11, the total nuclear SR&ED ITCs and line 3, the 2013 ITCs carried forward.

MR. KOGAN:  Is your question effectively how is the amount carried forward determined?

MS. KWAN:  Yes.

MR. KOGAN:  And again, that would be the amount that was not utilized to reduce our corporate taxes payable in that year.

MS. KWAN:  Okay.  And then I have -- my next question is on Staff 189, which is page 9 of the compendium.  So in part (c), it says that the last year for which tax returns were filed at the time OPG developed the estimate for the SR&ED ITCs in the application was 2014.

So do you have any updates in the estimate based on the 2015 tax year?

MR. KOGAN:  So the reason it's referencing 2014 is because that's what was available at the time when we developed the 2016 and 2018 business plan, which underpins this application.  So the 2015 tax return obviously would have been filed subsequent to that time.

MS. KWAN:  Okay.  So I am asking would you have an updated number based on the 2015 tax year?

MR. KOGAN:  So to repeat back, you're asking what would the number look like had we applied the same approach that we've applied here, but based on the actual 2015 tax return.  Is that correct?

MS. KWAN:  Yes.

MR. KOGAN:  So this is getting into our, I think, overall update that I believe Mr. Mauti spoke to yesterday, that we are going to file based on our 2017 and 2019 business plan.  So it may be better served to do it as part of that and then just ...

MR. SMITH:  Yes.

MS. KWAN:  Oh, okay.  Okay.  And my other question on that is so the SR&ED ITCs and the qualifying expenditures are based on actual ITCs and deductions of a recurring nature and non-recurring nature, and no amounts for non-recurring nature were identified.

So in the past, how often have these non-recurring nature SR&ED ITCs and deductions occurred?

MR. KOGAN:  So by virtue of being non-recurring -- I just want to make sure that I understand your question.

Your question is how frequently do non-recurring items occur, notwithstanding that they may be of a different nature because they are -- could be one-off items, is that right?  Just in general, in the non-recurring column, how many times does something pop out.  Is that right?

MS. KWAN:  Yes.

MR. KOGAN:  Going by memory, prior to 2014, maybe one or two years.

MS. KWAN:  Okay.  And my next one is on DBAs issue 9.2, so it's Staff 213, which is page 12 of the compendium.

So with regards to the reference amounts used for the hydroelectric DBAs to determine post 2015 additions to be recorded in the DBAs, if the OEB were to require that the reference amount be adjusted to reflect the IRM price cap proposal, would you agree that the adjustment would apply to all hydroelectric DBAs except for the hydroelectric water conditions variance account, the hydroelectric deferral and variance over/under recovery variance account, the pension and OPEB cash versus accrual account, the hydroelectric incentive mechanism variance account, and surplus base load generation base load variance account, and the hydroelectric capital structure variance account?

MR. KOGAN:  Sorry.  Could you take that a little bit slower so we can help you?

MS. KWAN:  Okay.  So if the Board did -- did you get the first part of the question?  Essentially, if there was an adjustment to the reference amounts, which accounts it would apply to?

MR. KOGAN:  Sorry, I am just restating here.  So if, notwithstanding our answer, there was to be an adjustment to the reference amounts that's referenced here, where would the Board -- which accounts would the Board apply it to?  Is that the question?

MS. KWAN:  Yes, yes.  So I've suggested that it apply the all of the hydroelectric, except for the six accounts that I have just mentioned.

MR. SMITH:  I am not sure we can answer that question the way you have asked it.  I mean, obviously you have our position that it ought not to be done.  What the Board ultimately concludes will come, you know, subject to argument.  I don't think we agree with the underlying premise that the Board ought to do this.

MS. KWAN:  I am sorry, I couldn't -- I didn't hear the last part of the answer.

MR. SMITH:  Well, you are asking us, in effect, to agree that if the Board were to disagree with us, this would be the right conclusion.  And I am saying we don't agree with the first part, and what the Board ultimately decides to do is obviously going to be up to the Board in its wisdom when it renders the decision.

So I don't think we are in a position to agree or disagree with your list.

MS. KWAN:  Okay.

MR. SHEPHERD:  Can I interject?  I thought, but maybe I misunderstood, that all you were being asked is which accounts would this change effect; if the Board agreed to make the change, which accounts would it affect.  That's a mechanical exercise.  It's not a conclusion, it is just a fact.  Can you not provide that list?

MR. SMITH:  That's certainly not the way I understood the question, Mr. Shepherd.

MR. SHEPHERD:  Okay.  Maybe I misunderstood it.

MR. MILLAR:  Is that the question?

MS. KWAN:  Essentially, yes, yeah.

MR. MILLAR:  Can that be provided?

MR. PUGH:  So what we would like to do is take an undertaking, and we will go through each one of the accounts, and we will say to which ones it applies and which one it doesn't, in our opinion.

MR. MILLAR:  JT3.14.
UNDERTAKING NO. JT3.14:  WITH REFERENCE TO ISSUE 9.2, STAFF 213, AT PAGE 12 OF THE COMPENDIUM, TO GO THROUGH EACH ONE OF THE ACCOUNTS AND GIVE AN OPINION AS TO WHICH ONES IT APPLIES AND WHICH ONE IT DOESN'T


MS. KWAN:  Okay.  And my next question is on issue 9.8, which is page 14 of the compendium, Staff 216.  So you provided the sensitivity analysis of the annual revenue-requirement impact that would be recorded in the nuclear ROE account resulting from a 1 percent change to the OEB's prescribed ROE on its 2017 nuclear rate base.

Can you provide a similar sensitivity analysis, but for the forecast rate base amounts for all unit 2 and other DRP-related capital in-service by the end of 2021 and all DRP-related capital at the time that the refurbishment project is complete?

MR. KOGAN:  So again, I am just going to try and clarify the question.  We did some math here with different ROE values, and we did it based on, I guess, is it a 2017 rate base, and you are asking us to do the same math but, one, for all years of the rate period; is that correct?  And then two is something specific to DRP?  Or did I misunderstand that?

MS. KWAN:  So for all unit 2 and other DRP-related capital in-service by the end of 2021.

MR. KOGAN:  So you would like a by-year showing of how much of DRP-related items are in rate base and what the math on return on rate base would be in the cost of capital of this sensitivity of 1 percent or whatever we have done here; is that right?

MS. KWAN:  Yup.  And also for all DRP-related capital at the time that the refurbishment project is complete.

MR. KOGAN:  I think it's that last part that I am having some difficulty with, because refurbishment project is complete in 2026.  That's --


MR. SMITH:  We can do it to the end of the test period.

MS. KWAN:  Okay.

MR. MILLAR:  JT3.15.
UNDERTAKING NO. JT3.15:  TO PROVIDE BY-YEAR SHOWING OF HOW MUCH OF DRP-RELATED ITEMS ARE IN RATE BASE AND WHAT THE MATH ON RETURN ON RATE BASE WOULD BE IN THE COST OF CAPITAL OF THIS SENSITIVITY OF 1 PERCENT OR WHATEVER WAS DONE TO THE END OF THE TEST PERIOD.

MS. KWAN:  Okay.  And my next question is on issue 9.8, which is page 16 of the compendium for Staff 217.  So we calculated the variance that would be recorded in the hydroelectric capital structure variance account to be about 114 million between 2017 and 2021.

So once the Board approves a capital structure for OPG in this proceeding can you confirm that the amount that's going to be recorded in this account will be known and it won't change from 2017 to 2021?

MR. PUGH:  That's correct.

MS. KWAN:  Okay.  And can you confirm that you are still going to request for this account even if the Board approves a capital structure that's different from EB-2013-0321 and it's different from the one that you are currently proposing?

MR. PUGH:  If the Board determines a different capital structure we can apply the different capital structure to the account as proposed.

MS. KWAN:  Okay.  And when do you plan on asking disposition for this account?

MR. PUGH:  It's one of the accounts that as currently proposed would be part of the mid-term review.

MS. KWAN:  Okay.  So in 2019 then.

MR. PUGH:  The portion accumulated to the end of 2018 would be proposed for disposal effective 2019.

MS. KWAN:  Okay.  And why are you proposing to capture the difference in capital structure in a DVA and not through an adjustment to the proposed hydroelectric payment through a one-time adjustment to the going-in rates?

MR. PUGH:  We discussed this at one of the stakeholder sessions, I believe, on February 8th, and really it's a matter of form.  We accepted the base rate as provided, and this was our solution to not adjusting the base rate but still reflecting the increased risk on our total rate base.

MS. KWAN:  Okay.  And my last question is on issue 9.8, which is page 18 of the compendium, Staff 218.  And I think journal entries were provided for the mid-term nuclear production variance account, so if the updated production forecast is greater than the approved production forecast in EB-2016-0152, the journal entry to the account would include a debit to fuel expense and a credit to revenues.

So why is there an increase to fuel expense when actual fuel expense isn't being incurred?

MR. KOGAN:  So just again, to follow, you are talking about the approved is -- the updated is greater than EB-2016 or the updated is less than EB-2016 approved, just so I get the right case here?

MS. KWAN:  The forecast is greater.  So there is a debit to the fuel expense.

MR. KOGAN:  Where the updated forecast is greater there is a credit to fuel expense on page 2 at line 28 of Staff 2018 (sic).

MS. KWAN:  Oh, sorry, it's less than, yes.  So I guess regardless, the question is why would it affect -- why would there be an entry to fuel expense regardless of which way it goes?  Because fuel expense, like, actual fuel expense isn't being incurred or reduced?

MR. KOGAN:  Yeah, the revenue requirement right now would be set, if everything is accepted, on the basis of fuel expense corresponding to the forecast, and if the new forecast is going to be lower, then there is effectively too much fuel expense in the revenue requirement, and that debit to fuel expense on our books represents a ratepayer credit through the mid-term variance account to return back the higher fuel expense.

MS. KWAN:  But can't -- wouldn't the same effect of the journal entry -- wouldn't there be a same effect for the journal entry if there was no -- there was no entry to fuel expense and it just went to revenues for the net amount?

MR. KOGAN:  That's really -- you are talking about which line item on our income statement the debit would -- the entry would hit, but either way it would have to be the net of what's contemplated at line 22, debit fuel, and line 23, credit revenue.

So -- and I would actually go on to suggest that from the way that we report deferral and variance accounts here, what I think matters is that whether there is a debit or credit into the actual, what I call balance sheet account, which is the deferral and variance account we bring forward for disposition, the income statement line items to that is just to show that there is double-entry bookkeeping.  That is how we reflect it in our corporate income statement, which is a sort of a long way of saying I don't think it matters what the line item is hit on the P&L, as long as we follow the Board order and put in the right amount into the actual balance sheet account.

MS. KWAN:  Okay, and I guess, do you propose to record the entire amount in 2019 or as time incurs?

MR. KOGAN:  It would be as time incurs.

MS. KWAN:  Okay.  And when do you plan on asking for a disposition of this account?

MR. PUGH:  It would be after the 2021 period.

MS. KWAN:  I am sorry, after the...

MR. PUGH:  It would be -- it wouldn't be part of the mid-term review, it would be post the mid-term review, so it would be in our next application.

MS. KWAN:  Okay.  Okay.  And those are all my questions.  Thank you.

MR. MILLAR:  Thank you, Ms. Kwan.  Mr. Rozic.
Questions by Mr. Rozic:

MR. ROZIC:  Thanks, I have a couple of clarification follow-up as well.

The first item I have is on page 23 of the compendium.  It's issue 8.2, IR 208.  So in this interrogatory we were seeking some information on the draft 2017 ONFA reference plan.  I want to take that one step further -- or actually bring it down to more general terms and get a better understanding as to how an ONFA reference plan is applied in the context of an application.

So in your response, you referenced OReg 53/05, section 6.28, in which it states that OPG is to recover the revenue requirement impact of its nuclear decommissioning liability arising from the current approved ONFA reference plan.  My understanding is that an ONFA reference plan would include the underlying cost estimates used to measure the company's nuclear decommissioning liability.

So my question is, in the context of OReg 53/05, can you please clarify why the updated nuclear liability cost estimates that arise from the changes in the station end of life dates are considered as part of the current application, when they don't make up part of the current approved reference plan?

MR. MAUTI:  The estimates that were put through at the end of 2015 that I believe you are referring to primarily related to the extension of the Bruce B, or the Bruce unit station lives as a result of Bruce Power's agreement with the province.  They are all calculated, and the impacts of those changes to unit end of lives are calculated based on the approved reference plan, the 2012 ONFA reference plan.

So we are using the currently ONFA reference plan as they relate to the change in station lives that resulted, and that we booked at the end of 2015.

MR. ROZIC:  Okay.  So there is some incremental costs that result from the extended useful life, correct?

MR. MAUTI:  Correct.

MR. ROZIC:  And those incremental costs were factored into the updated 2015 ARO adjustment.

So going back to the original question, wouldn't those costs end up forming a part of the ONFA reference plan once it is approved in 2017?

MR. MAUTI:  Once the new reference plan is approved for the 2017 to '21 period, all updates that would have existed, or all updates that are required to change from the 2012 reference plan to the 2017 reference plan, will be incorporated as part of the 2017 ONFA, yes, which would include the revised end of life dates, as you referenced.

MR. ROZIC:  So we are in effect saying that those costs that aren't currently in the reference plan are being factored into the application, the current application?

MR. MAUTI:  I guess there's two impacts that resulted from the 2015 adjustment as actually a credit or a reduction for proscribed facilities, and it is an increase for the Bruce assets.

The Bruce assets are to be captured and reflected on a GAAP basis, as has been required by the Board.  So we do have the two different impacts.  The credit on the proscribed facilities was brought forward as part of an accounting order in 2016, and those credits are accumulating.

So we are doing the proscribed assets in one case through an accounting order, and the Bruce assets, as required through GAAP, we are flowing through and reflecting in the application.

MR. ROZIC:  So in effect, when I look at -- when I look at OReg 53/05, where it says you must recover the nuclear can decommissioning liability associated with the approved reference plan, are you saying then that that portion of the regulation only applies to the proscribed facilities and not Bruce?

MR. MAUTI:  I guess --


MR. ROZIC:  Because you referenced GAAP in saying that the portion associated with Bruce, you are required to calculate in accordance with GAAP and that's why you are bringing it into the application.

MR. MAUTI:  Two parts of the regulation deals with nuclear liabilities, and it also has a requirement for the Bruce facilities that the Board has subsequently said that it needs to be reflected using U.S. GAAP.  So they are in effect both at play, in terms of coming up with what's been reflected in the application.

MR. ROZIC:  So again, does that mean 53/05, section 6.8.2, is only for the proscribed facilities?

MR. MAUTI:  No, I wouldn't characterize it as that.

MR. ROZIC:  Okay.  I will leave it at that and we will move on to the next -- we will move on to the next clarification, and it's on page 25 of the compendium, issue 7.2, IR 203.

As part of this IR, we are generally seeking some clarification on the U.S. GAAP accounting treatment related to the accounting for certain impacts of the amended Bruce lease agreement.  I guess what's not clear to me is the extent to which your external auditors would have already reviewed and -- would have reviewed the accounting treatment associated with the Bruce lease amendments as part of their 2015 audit.

Let me just elaborate.  The reason I say that is because the contract was entered into late in the fiscal year, so presumably it may not have had a material impact on the 2015 audit.  And again, I am just speculating and I leave it to you to clarify that for me.  But in the event that it didn't, they likely would start getting into it as part of their 2016 audit, I guess.

So can you just confirm that your auditors have reviewed and concurred with the accounting treatment of the related aspects to the amended Bruce lease as presented in the application, and they have concurred with the various accounting treatments presented?

MR. MAUTI:  Yes, I would concur they have reviewed the lease amendment and are in agreement, yes.

MR. ROZIC:  As presented in the application, correct?

MR. MAUTI:  Correct.

MR. ROZIC:  Okay, thank you.

MR. MILLAR:  Thank you, Mr. Rozic.  Ms. Villadsen, you are next.
Questions by Ms. Villadsen:


MS. VILLADSEN:  Thank you.  I am a consultant for OEB Staff, and I just have a couple of questions as most of my questions have been answered.

I will start with the response to VECC 9, which is on the subject matter 3.1, and I am particularly interested in what is on page 41 of the compendium.

And here you state that reflecting the actual capital structure in OPG rates would result in an equity ratio of over 70 percent and I just want to clarify.  Would that be throughout this period we are talking about, and does that mean that you expect to finance 70 percent of the capital expenditures with equity?

MR. PUGH:  That connection is not correct.  What this states is if you look at our actual capital structure, it's at 70 percent.  We are going to be financing it based on our -- it and all of our costs.  We look at cash flows associated with them.  There is no project specific borrowing, but the borrowing is done based on our cash flow needs.

So if it's incremental cash flow needs for Darlington, it will be financed through debt.

MS. VILLADSEN:  Okay.  So the 70 percent is as of today.  What is the expectation going forward?

MR. KOGAN:  Just to clarify that the 70 percent, as footnoted in the interrogatory, was calculated as noted by simply removing the long-term debt provision.

So I just want to make sure that's clear, how we did that calculation.  I don't recall if we did that calculation, you know, using the rate base in '17 or in 2021.  We can just go back and maybe check the math over lunch or something like that, and get back to you.  Would that be okay?

MS. VILLADSEN:  Fine. And my other question is not part of the compendium, but I do want to go to Staff interrogatory 12.  Again, that's in area 3.1; I am interested in part (b) of that response, and I have simply some clarifying questions.

I know that Concentrics put in this response, but I think actually OPG will be better situated to answer my questions.

And my first question is that in this response, in the very last line, Concentrics talk about the debt to EBITDA, whereas the data that's provided by OPG talks about debt to EBITDA.  I was just wondering exactly how is that numerator calculated.

MR. KOGAN:  That's a typo in our prefiled evidence it should be EBITDA, with a D.

MS. VILLADSEN:  Okay, my second question on that response is, in your calculations of these ratios I assume you did that on a standalone basis for OPG, so with a deemed debt?

MR. MAUTI:  It would have been our actual debt levels and financial statements.

MS. VILLADSEN:  Okay.  And last question on this was, in your calculation of these metrics, did you use a specific weighting agency's methodology?

MR. MAUTI:  Yes, it would have been Standard & Poor's.

MS. VILLADSEN:  Okay, thank you.  That is my questions.

MR. MILLAR:  Thank you very much, Ms. Villadsen.

Mr. Hovde, are you on the line?

MR. HOVDE:  Yes, I am.

MR. MILLAR:  Okay.  You are up.  Try and speak clearly and right into the phone if you don't mind.  We are having a little bit of trouble picking you up.

MR. HOVDE:  Okay.  Is this better?

MR. MILLAR:  Yup.
Questions by Mr. Hovde:

MR. HOVDE:  Okay.  All of my questions are related to issue 11, Staff 247.  My first question is going to be regarding compendium page 47.  There is going to be two charts on that table with data provided by OPG.

MR. KOGAN:  I have that.

MR. HOVDE:  Okay.  First question:  Of the values recorded there is there any allocation of general plant, such as office buildings and other capital, that's common to both the nuclear, fossil, and hydroelectric facilities?

MR. KOGAN:  No, I don't -- I don't believe there is.

MR. HOVDE:  Okay.  My second question -- and feel free to take an undertaking if it's going to take too long to answer -- when I looked at the values for the hydroelectric plant balances and compared it to similar values for Ontario Hydro at the time that they ended operations, I am finding a big gap in the valuation, and my understanding by reading OPG annual reports is that there was some sort of revaluation of plant done on what I believe is fair market value, and I was wondering if you could provide some extra explanation about how that revaluation was done or clear up any, you know, misconceptions I might have about the plant actually being revalued.

MR. MAUTI:  Yes, at the inception of OPG we applied a discounted cash-flow approach to be able to allocate the new capitalized value of OPG to its generating assets, and it resulted in a value for hydroelectric as we have used and then carry forward as part of our evidence, which would have been a departure from it was with Ontario Hydro, yes.

MR. HOVDE:  Okay.  And is it your understanding that that was a substantial revaluation?  I mean, I am thinking it was at least twice as much as what I was observing previously.

MR. MAUTI:  Yes, I believe in evidence we have probably a three-, four-fold increase for approximately 1- or 2-billion to in excess of 7-billion, I believe, is the revaluation.

MR. HOVDE:  Okay, that's great.  My next question has to do with a depreciation method used by OPG.  Is it straight line?

MR. MAUTI:  Yes, we use straight-line depreciation.

MR. HOVDE:  And then in other responses the lifetime over which assets are depreciated has been lifted upwards towards 100 years, and the specific value isn't relevant for this question, but when you are applying the 100 years' worth of depreciation, does it take into account when the assets were originally in service under -- you know, when they were owned by Ontario Hydro, or are you kind of starting over?  In other words, is it 100 years starting from 1999 or is it 100 years starting from whenever, you know, the plant was originally put into operation?

MR. KOGAN:  I believe these are OPG's, not Ontario Hydro's service lives, so it is OPG's plant that is being depreciated since OPG's inception, not from the days of Ontario Hydro.

MR. HOVDE:  Okay, thank you.

And then I am only looking for a ballpark figure here if you can provide one, but, you know, hydroelectric plant is made up of, you know, several distinct type of assets.  Some are, you know, the costs associated with the dam itself, the reservoirs, the spillways, those sort of rules, civil engineering structures, and others are, you know, kind of your more standard equipment like generators and so forth.

Just kind of as a rough estimate, what would you estimate the proportion of gross plant that is these really long-lived civil structures that, you know, can be up to 100 years' lifetime?

MR. KOGAN:  Sorry, first of all, I think I would just like to caveat my previous response as I am reflecting on it.  I think that response was accurate for -- not necessarily for every single asset class.  I think for many it would be, but just going by recollection it may not have been every single asset class depending on its nature, and I don't have any further details than that, unfortunately.

With respect to your question now, I think the most useful would be the reference that we provide at the top of page 4 of Staff 247, which takes you back to EB-2013-0321, Exhibit F5-3-1, Schedule 1A, and then there is another reference there as well that gives you sort a good breakout of our hydroelectric assets and it gives descriptions and classes so you can sort of glean what you need from there.

MR. HOVDE:  Okay, thank you.

Let's see.  My next question has to do with -- is on the next page, page 48, and starting on lines 19 through 24.  In this response it was mentioned that a certain amount of capacity were taken out of the values provided because they were contracted.

The first question for you is, what is meant by contracted and why is it important to remove it from the data provided?

MR. FRALICK:  There is a proportion of OPG's hydroelectric assets that are not prescribed facilities.  They operate under energy supply agreements directly with the IESO.  So they are not subject to regulation.

MR. HOVDE:  Okay.  So they are unregulated.  Okay.

MR. FRALICK:  They are unregulated, yes.

MR. HOVDE:  Okay.  But nonetheless that OPG operates these facilities?

MR. FRALICK:  Yes.

MR. HOVDE:  And in terms of the consistency of the data provided, I believe the response talks about that -- it says the cost and production associated with these have been removed.

Now, I take it that would refer to, you know, table 3 as mentioned.  And by production, I was thinking that it might refer to tables 5 and 6.  Am I correct about that?  Sorry, charts 5 and 6, on pages 51 and 52.

MR. FRALICK:  We will have to do that subject to check.

MR. HOVDE:  Okay.  And then also the follow-up to that is the capital cost associated with that, meaning the plant in-service on charts -- and associated cumulative depreciation on charts 1 and 2, is that also then reduced for the [audio dropout] in those years.

--- Reporter appeals.

MR. MILLAR:  You were breaking up there at the end, Mr. Hovde.

MR. HOVDE:  Oh, I'm sorry.  I was also going to add the charts 1 and 2 of the response to check to see whether or not the units that were excluded were also excluded from the data provided in those particular charts, charts 1 and 2 also.

MR. FRALICK:  Yeah, our regulated assets are -- sorry, our unregulated assets are excluded from this information.

MR. HOVDE:  Okay, all right.  And is it possible to -- in order to get a consistent time series it would help to have that information.

Would it be possible -- because we are going to be trying to measure the productivity trend of OPG's management of a fleet of hydroelectric assets, it's useful to have, you know, consistent time series, where we are measuring the same fleet of plants at the beginning of the period as the end of the period, and I wondered if it would be possible to get the data that were excluded for inclusion in our analysis, to make sure that we have a consistent time series.

MR. FRALICK:  Yes.  Over the last two days, we have been communicating with Ted Antonopoulos about this question with regards to request for additional information, so we can undertake to complete that follow-up with him.

MR. HOVDE:  That would be great, thank you.

MR. MILLAR:  And just to be clear, that's to continue the discussions as opposed to -- are you undertaking to continue the discussions, or to provide the information?

MR. FRALICK:  I think ultimately the information that we provide should be done so for the record.  So I think it would probably be appropriate to take it as an undertaking.

MR. MILLAR:  Okay, let's mark it as JT3.16.
UNDERTAKING NO. JT3.16:  TO PROVIDE PREVIOUSLY EXCLUDED DATA WITH RESPECT TO THE PRODUCTIVITY TREND OF opG'S MANAGEMENT OF HYDROELECTRIC ASSETS


MR. HOVDE:  Okay.  And the next question is page 52, chart 6.  We've requested the nameplate capacity to be consistent with the data provided in the United States, and the data that were provided were maximum continuous rating. We are wondering if the nameplate capacity could also be made available.

MR. FRALICK:  We would include that in the previous undertaking.  We will figure out whether we can provide that or not and if we can't, we will let you know.

MR. HOVDE:  Okay.  And if you can't, it also might be useful just to know whether or not, even in theory, that the ratio of the maximum continuous rating to the nameplate capacity would be, you know, consistent over time.  You know, even if you weren't able to provide that, if you could at least give us some assurance that they weren't going to have markedly different trends, that would help us also.

MR. FRALICK:  Okay, yes.

MR. HOVDE:  Okay.  I think finishes my questions.

MR. MILLAR:  Okay. Thank you very much, Mr. Hovde.

We are going to -- for most of you, we are going to take our lunch break, but we are going to move into in camera session now.  There's just about thirty minutes that Mr. Shepherd and I have.

So we will take just two minutes now to sort of clear the room of everyone who has not signed the undertaking, or does not wish to participate.

So we will be about thirty minutes, and just for your own planning, then we will try and break for about forty-five or fifty minutes for lunch, because we are a little bit behind.  So looking at something like quarter to two to return afterwards.  But, you know, word will get out once we are done, and we will try and have a better update for you.

So we will pause just for a couple of moments now to let everyone clear out, and then Mr. Shepherd and I will continue.
--- On commencing in camera session at 12:41 p.m.

[Pages 94, line 10 to page 122, line 21

have been redacted.]

[Pages 94, line 10 to page 122, line 21

have been redacted.]
--- On resuming public session at 2:05 p.m.

MR. RICHLER:  Welcome back everyone.  We are going to resume now.  

Up next is Mr. Walker, I believe.

MR. SMITH:  Sorry, before we go to Mr. Walker, there is just a preliminary matter that I believe Mr. Kogan is going to address.
Preliminary Matters:


MR. KOGAN:  I think there was a follow-up over lunch that was promised around the estimated ratio by 2021 if the capital structure was such that the long-term debt provision was replaced with equity.

And the answer is by 2021, they would be closer to 80 percent, whereas  at the beginning of the period and earlier in the period, it's around 70 percent.

MR. RICHLER:  Thank you.  Mr. Walker, over to you.

MR. WALKER:  Good afternoon, panel --

MR. SMITH:  Sorry, one minor correction from Mr. Mauti.

MR. MAUTI:  I believe a question was asked if the credit metrics we use use a certain credit rating agency definitions, and I said it was Standard & Poor's, which we do use for two key measures.  Under their definition, the debt to EBITDA and the FFO to debt metric, there is another measure that we also use to evaluate that's been done for different factors including, our nuclear rate smoothing proposal.  It's called the FFO times interest coverage. This was originally based on a Standard & Poor's definition about four or five years ago.

We started to report that to our board and externally.  S&P has since stopped using that measure and that definition.  The Board found it of value, and we have continued to use that as a metric for definition, that metric and that measure for our internal and external reporting.  So I just wanted to clarify that that one measure is not specific to current a current S&P definition.

MR. SMITH:  Thank you.

MR. RICHLER:  Thank you.  Mr. Walker?
Questions by Mr. Walker:


MR. WALKER:  Good afternoon, panel.  If I could direct your attention to OAPPA Interrogatory No. 1, tab 1.3, schedule 12, OAPPA 001; this relates to issue 1.3. I think we understand your answer on this, but I just wanted to confirm a couple of items.

The nature of our confusion with this interrogatory stemmed from the fact that what we had read in the MOE's news release in January concerning the DRP, which you also referenced in your application, suggested that when the DRP was completed, we'd be looking at no more than an $81 per megawatt hour nuclear rate.

Clearly, that information was erroneous.  I think we heard from Mr. Fralick this morning confirmation, and it's part of the evidence, that we are looking at nuclear rates at the end of the test period of $99.91 per megawatt hour by 2021.  And we also heard confirmation that the illustrative projection of the smoothing rate methodology out to 2026 put the value, illustratively in 2026 at $169 per megawatt hour.

Our concern with the issue was that perhaps the ministry had not necessarily had all the necessary evidence to have put out their initial communication.  We are pretty confident now, based on all the information that you have provided in response to the IRRs and the technical panel, that that's been satisfied.

However, I guess would ask you for the record, I just want to confirm that management and OPG's board has fully communicated the implications for the test period the per nuclear unit rate to the ministry and to your shareholder.

MR. FRALICK:  Yes.  I want to clarify the illustrative peak rate, which I appreciate your caveats and the fact that that's at the end of the deferral period when the Darlington refurbishment will be completed, which will be the beginning of the recovery period.  And under our proposal, through the recovery period, we are proposing to see a nuclear rate decrease of 3.4 percent per year, such that at the end of the recovery period and the full 20-year time frame, the underlying nuclear rate will be $120 a megawatt hour; so that's in 2036.

MR. WALKER:  I appreciate the clarification, thank you.  Could you also confirm the board has adequately communicated OPG's 2016 to 2018 business plan to ministry and to your shareholder, inclusive of the illustrative nuclear rate forecast?

MR. MAUTI:  Yes.  The business plan that underlies this application forwarded to the ministry, and they are well aware of the rate implications through nuclear through the entire test period.

MR. WALKER:  Terrific.  I apologize for jumping on you.  I am just conscious of my time.

This relates to issue 7.1 as responded to in our interrogatory, which is really an issue 7.2 Bruce lease agreement.  So if I could draw your attention OAPPA Interrogatory No. 4, Exhibit L, tab 7.1 schedule 12.

MR. MAUTI:  We have that, yes.

MR. WALKER:  Can you please confirm that the loss due to the Bruce lease will total 401 million during the test period?

MR. MAUTI:  Yes.  Subject to going through the detailed tables, yes, that sounds about right.

MR. WALKER:  Okay, thank you.  I appreciate that the primary reason for that is accretion.  I was hoping that in layman's terms, you could explain how we went from a positive revenue impact in the last two rate cases to now ratepayers taking it on the chin to the equivalent of $80 million a year just because the Bruce lease has been extended to 2061.

MR. MAUTI:  As a component of the extension of the Bruce lease assets, with the agreement between Bruce Power and the province, we, since we are accountable for the nuclear waste obligations related to the Bruce site have a requirement to estimate the impact of that extension on those nuclear liabilities.

With the extension of approximately 30 years for operating the Bruce B site, there is significantly more cost related to used fuel management and low and intermediate level waste management that would all form part of this update to the nuclear liabilities.

In doing so, the liabilities also take into account the relative portion of the total waste that's generated through the entire nuclear fleet of OPG including the proscribed facilities, so with the extension of Bruce, the averaging of what the Bruce picks up in terms of some of those shared costs, also increases.

So the net-net result at the end of 2015 is we added $2.7 billion on to the asset retirement obligations, and therefore the asset retirement costs related to Bruce Power.

So with that increase in the asset retirement obligation or that liability, it's stated in present value terms that then increases each year effectively in interest cost that we refer to it as accretion within our financial statements.  So with the increase in the value of the liability related to the Bruce, the value of that accretion then goes up on that additional 2.7 billion.

MR. WALKER:  I understand in your answer to (b) that the ability for you to collect these directly from us as ratepayers relates to OReg 53/05 46.2.9, which does require the Board to allow you to collect costs.

Do you think that it was actually the ministry's intent that you collect that from the ratepayer, as opposed to privately held firm of Bruce Power?


MR. SMITH:  I think that's what the regulation says, and the regulation reflects the legislature's intent.

MR. WALKER:  So the intent to collect it from the ratepayer as opposed to the lessee?

MR. SMITH:  The intention of the legislature is reflected in the wording of the regulation, and the wording of the regulation is clear.

MR. WALKER:  Okay.  Thank you, Mr. Smith.

MR. MAUTI:  If I could also refer you to another interrogatory, VECC interrogatory 40, that's Exhibit L, tab 7.2, VECC 40.  On the first page, there is actually a quote from the initial Board panel that reviewed the Bruce Power -– the treatment of Bruce Power, and it actually references in the quote -- and I will just sort of read it to be clear.
“If OPG were to incur a loss in its Bruce activities which could happen if there are significant increases in the Bruce nuclear liabilities in the future, that loss would increase the payment amounts for the proscribed assets under the Board's approach."


So that was specifically worded into the first decision.

MR. WALKER:  Thank you, sir.

In answering (c) of our interrogatory, it sounds like there isn't any option for us to sort of mitigate these losses for the next 40 years.  Is there any -- and of course you haven't given us access to the lease agreement, and we understand all of those reasons why.

Can you confirm that there is no option to reopen that agreement for negotiation and mitigation of these accretion costs, maybe assign one of your nuclear scientists to get this done for us?

MR. MAUTI:  Well, it's not so much the need to reopen the lease agreement.  I believe in part (a) response there are other things that may happen between now and 2061 -- it's a long period of time -- not the least of which is every five years there is a change in the ONFA reference plan itself, which may actually generate a change in that position.

In fact, the 2017 reference plan, which we just submitted in final form to the province last week, has leanings or indications that there actually would be a reduction in this Bruce lease net cost payment amount as a result of the new reference plan and the changes that are embedded within that.

I believe the intent would be once that reference plan is approved -- and we are actively trying to get that approved by the end of the year -- we would then bring that forward to the Board and identify the impact that would have on rates, but one specific area would be in relation to the Bruce lease net cost that would effectively eliminate pretty well all of the net cost position that we would have.

So that's an indication that with reference plans they do change.  The impacts of that would have an impact, and so it's not locked into this position for the next 40 years.

MR. WALKER:  So there is light at the end of the tunnel, is what you are saying.

MR. MAUTI:  If light at the end of the tunnel is reduction of this cost, yes, there is light at the end of the tunnel.

MR. WALKER:  I would consider that light, thank you.

I would draw you attention back to issue 1.3, OAPPA Interrogatory No.3, tab 1-3, Schedule 12, OAPPA 3.  I will be quick.

In (b) we were able to confirm -- we asked you to confirm the revenue for each year of the test period.  We understand your response in that regard, and we also acknowledge that based on the filing of Exhibit A1-22 that you're effectively requesting a going-in rate of $41.71 per megawatt hour effective January 1st.

Are you able to provide a production estimate for the prescribed regulated hydraulic facilities in each year of the test period?

MR. SMITH:  Sorry, you are going to have to back up. Where is the reference, which part of OAPPA 3?  Where am I supposed to be looking?

MR. FRALICK:  Perhaps I can be of some assistance.  Our IRM proposal seeks to escalate our hydroelectric rates by an I minus X formula which, as we have currently submitted, equals 1.5 percent.  So if you wanted to determine what our payment amount would be -- or, sorry, our rate would be in each of the five-year period -- five years, you could take our current rate and multiply it by -- escalate by one-and-a-half percent and then carry on for each of the subsequent five years at 1.5 percent per year.  That's what we are seeking.

Does that answer your question?

MR. WALKER:  It does a little bit, except in the evidence you actually -- in Exhibit A1-2-2, items 5 and 6, as you pointed us to, it actually does tell us that the hydraulic rate that you are asking for is $41.71 a megawatt hour January 1, 2017; correct?

MR. SMITH:  We would have to pull it up and take a look at it...

MR. WALKER:  I think I am okay with that number.  I think what I am more concerned about is what the production hydraulic prescribed expectations are over the test period and if that's information that's been filed or could be made available.

MR. SMITH:  It's not information that has been filed, and it's not information we intend to file, given the nature of the formula, and that we are proposing an IRM formula which decouples revenues and costs.

MR. WALKER:  So, no?

MR. SMITH:  So, no.

MR. WALKER:  Thank you.

I actually went and reviewed O Reg 53/05 last night, just because we have had so much discussion about it the last many days, and I note that subsection 2, items 1 and 2 stipulate the hydraulic rate as being $33 a megawatt-hour and $49.50 per megawatt-hour for nuclear.

I am assuming that the difference is posted under SEC 06, attachment 1, page 2, which reflects actually very different numbers leading into the test period and moving forward, that there is some ability here to correlate what's in the regulations as what you are allowed to charge, and is that being managed -- the differential between those rates and what's stipulated in the regulations, is it fundamentally being covered through the CRVA account?

MR. FRALICK:  No.

MR. SMITH:  Sorry, the numbers you are referring to are the numbers that were fixed by regulation prior to the first Board order, and then when the Board rendered its first order in the 2007-0905 case it set payment amounts for the prescribed facilities.  That of course changed when we had the introduction of the newly regulated hydro in the last case, but the numbers you are referring to were only applicable for the period, I believe 2005 to 2008.

MR. WALKER:  Probably inappropriate to ask you why they haven't been struck from the regulations and why they haven't been replaced with something newer?

MR. SMITH:  Well, they don't need to be struck from the regulation, because the wording of the regulation indicates that those are the payment amounts that will apply until the first Board order, so they were by definition time-limited, and that time has now passed.  It's a portion of the regulation that isn't applicable any more.

MR. WALKER:  Okay, thank you.

This may have to be an undertaking, because I am running out of time.  In your response to (e), we do respect the role that the IESO has in monitoring the MACD and the MSP roles and OPG's requirement to adhere to the market rules necessarily.  Unfortunately we see Bill 135 as having removed some of those responsibilities a little bit, so what I am hoping that you can do -- and because you have an ability to earn revenue from both your prescribed assets and your unregulated assets, and there is an interconnection through the IESO and the HOEP and the ability to move -- potentially manipulate, as we talked about earlier, there is a fleet of prescribed hydraulic assets that are both regulated and unregulated that are treated as a total package, I am hoping that you can detail to us, as an undertaking, how the IESO is able to monitor that you aren't using your regulated assets to either affect the HOEP up or down, necessarily, that has a way to increase your revenue from your regulated versus your non-prescribed versus your unregulated assets.

MR. FRALICK:  I would refer you back to the response that we did provide, and I think market manipulation is something that the IESO monitors for, and we would be -- at least we are subject to those rules just like any other generator in the province.

So the extent to which there is any behaviour by OPG or any other generator that is offside of those rules and requirements, they would be captured through the IESO's monitoring activities.  I don't know what else we could say.

MR. WALKER:  Yeah.  Just my understanding of those is it's more around adherence to market rules and non-manipulation of certain things.  It really doesn't have the oversight of how much revenue is being earned through a prescribed asset versus an unregulated asset.

MR. FRALICK:  Yeah, that's not the role there.  I mean, just reading the response here:

"The market surveillance panel -- the response of a market monitoring and for investigation of activities which may constitute abuses of market power."

Right?  So I think that's what you are getting at, abuses of market power, which is what they have a direct accountability to monitor for.

MR. WALKER:  I need to think about that a little more.  Thank you.  Those are all my questions.

MR. RICHLER:  Thank you, Mr. Walker.

Mr. Poch, you are up next.
Questions by Mr. Poch:

MR. POCH:  Yes.  Good afternoon.  Starting with tab 1.3, Schedule 8, GEC 63.  We asked about information -- contextual information about the coincident changes in generation costs incurred throughout the system in the rate period, and we asked if you had any information of others to provide it.  And you did answer with respect to information -- the work you have done yourself, but you didn't answer whether or not you have any information from others.

I am imagining that this is something that the IESO would have looked at, and you would have been in discussion with them about. or with the government about.  Can you provide anything further?

MR. FRALICK:  No.

MR. POCH:  No as in --


MR. FRALICK:  No, we can't provide anything further.  We refer you to our response to that interrogatory.

MR. POCH:  Okay, and the reason you can't provide anything further is because it doesn't exist, as far as you know?  Or because you are just refusing to provide it?

MR. PUGH:  We certainly don't have it, Mr. Poch.

MR. POCH:  Okay.  Tab 1.3, GEC 64; this has come up a couple times, I think, already in the last few days about the impact on payments in customer rates if the government chooses to exercise the offramp at the end of unit 2 -- the completion of the unit 2 refurbishment, the offramp from the balance of the DRP.

And you've said you don't believe it's relevant, and would be very specific to the situation. But can you not provide us some directional information, some rough estimates?

My concern is, you know, the government has given you an explicit direction to maintain the offramps.  You have structured your contracts explicitly to allow you to exercise that option without penalties.

And you've, you know, you have unlapped the units explicitly for that purpose.  So it seems to me this is a very important context for the Board to understand if your rate smoothing proposal is optimal, given that possibility.  So that's the background for why we are asking the question.

So I appreciate you'll have to make some assumptions, but it would be helpful if you could give us some further information.

MR. FRALICK:  We stand by the response in our interrogatory.

MR. POCH:  So I take that as a refusal?

MR. FRALICK:  Yes.

MR. POCH:  All right.  This is nice and fast because we just keep getting one refusal after another.

MR. SMITH:  It's not you, Mr. Poch, it's just your questions.

MR. POCH:  Okay, I feel much better.  Tab 3.1, GEC No. 1; we were asking here about -- this is actually  the interrogatory Mr. Shepherd spoke to you about earlier, about the fact that the DRP and Pickering extension are, in Concentric's words, the key elements in their risk assessment that's affecting your equity ratio proposal.

And we asked if you could break it out, and the answer is you cite the Board's previous indication that it wasn't going to set a separate return on equity for the two divisions; it didn't have good comparators.

We are not asking for that; that's not what the purpose of this question is.  This question is about the -- well, it doesn't really matter why we are asking it.  We are asking in fact on the question of prudence, and part of that is understanding what the cost impact of your Pickering decision, for example, is on customers.  And so we want to get some better indication of what the overall cost impact of that decision is.

Now, I gather there is no Concentrics member on the panel.

MR. FRALICK:  There is not.

MR. POCH:  So this would have to be an undertaking.  But I am wondering if we could ask Concentrics to give a ballpark of the allocation of how much of the higher equity ratio is attributable to these two projects separately.

And I appreciate it's going to be an approximation, but it seems to me the Board is being asked to give you the go-ahead, at least on Pickering, and it's important that the Board understand what the impact is on customers.

MR. SMITH:  Mr. Poch, the answer to your question is we won't do that, and the reason for that is that the answer was already provided by Concentrics and the answer indicates that they are not able to do what you have asked them to do.

So there isn't any utility in going back and asking them to think about that again.

MR. POCH:  Okay.  The burden is on you, that's fine.  Let's move on then to Tab 11.6, GEC 62.  And you have provided in -- you have provided tables of -- sorry, let me just catch up with myself here.

Yes, we were asking for a break out of the absolute difference in monthly customer bills in each year, and I take it from your answer and your reference to the SEC answer, that that's what you have on offer.  The SEC answer, which is SEC interrogatory 93 under tab 9.7, gives information in five-year tranches.

And as you can see from the first line of the attached table, the five-year tranche completely obscures the volatility.  And we know that in the rate period it starts negative and goes positive; minus 1.29 and plus 1.89 and the five-year number doesn't give us any indication of volatility.  So that's why we have been asking for break out by year.  Can that be provided?

MR. PUGH:  I believe it's already been provided in an undertaking to SEC.

MR. POCH:  All right.  Can you just tell me which undertaking that was?  I wasn't here for all of SEC's questioning.

MR. SMITH:  I don't have the number, but it was this morning.

MR. POCH:  Oh, okay.  I will keep my eyes open and maybe if, off the record we can -- if it comes up, you can provide it to me, thank you.

Those were my questions then, thank you.

MR. SMITH:  Thank you, Mr. Poch.

MR. RICHLER:  Mr. Dumka?  That's JT3.11, Mr. Poch.
Questions by Mr. Dumka:

MR. DUMKA:  The first interrogatory I would like to get some clarification on is one that was bounced to this panel from panel 2.  I don't know if you have a heads-up.  This is Tab 6.2, Society 9.5.

It looks like you don't know about this question, so maybe I will take a moment to set it up to make it easier.

So there were a bunch of questions and some charts data provided an the all injury rate, and if we take a look at the OPG figures, you've got a target of .23 and you have been reasonably close to that over the last number of years, if we look at the chart on page 2 that we have up there.

Now, we asked the question about the construction contractor all injury rate.  Now this -- it was framed at DRP, but really we are looking at the bigger picture in terms of contract staff that you have in engineering outfits and whatever else.  And if we take a look at the chart on page 4, we will see that the all injury rate is more than double the OPG nuclear rate in any given year; sometimes it's three times as high or whatever else.

So the question that I posed to your friends on panel 2 yesterday is whether OPG has done any sort of detailed correlation analysis on the impact of contractor injury rates on that of OPG staff.  You are working, you know, in the same areas, et cetera, and you have got a body of workers whose injury rates are more than double your own, so has there been correlation in terms of, you know, the second-order impacts or first-order impacts on OPG employees working with these contractors who are not as safe, as the evidence points out, in terms of doing their work?

MS. REES:  Hi, yes, in terms of an analysis there has been no analysis undertaken on a correlation between the two.  We also don't have any indication that there is a correlation between the two.

MR. DUMKA:  Okay.  Well, that defies rational expectation.  So you are saying having a body of workers with higher injury rates has no impact on the injury rates of OPG workers in the same areas or whatever else.  I look at it simplistically, and if Mr. Janigan and I, for example, are working aware here and my accident rate is double his, I may inadvertently drop my laptop on him or whatever else, you know.  You just -- I don't quite see --


MR. JANIGAN:  It's been thought of, yeah.

MR. DUMKA:  Or vice versa.

So again, it doesn't seem to flow logically that there is no impact of one on the other.  So that's effectively what you are saying?

MS. REES:  Well, that is what I am saying.

MR. DUMKA:  Okay.

MS. REES:  Maybe I have two things I could just add to that.

I understand that the contract workers and our employees, while they are working in the same general vicinity, they are rarely working on the same piece of equipment at the same time, so the likelihood of having the two of them side by side and one dropping a computer on the other is probably not that great.

The other thing is the review of injuries that we have had with our own employees, there is no indication that they were causal -- that there was any causation from the contractor.

MR. DUMKA:  Fine.

If we can go to the other interrogatory I would like to get some clarification on.  It's tab 6.6 and it's Society 15.  And it's parts (a) and (b) that I am looking for some clarification on.

And in part (a) OPG says that lag time is not tracked, as you don't necessarily wait for staff to retire, et cetera, et cetera.

So I just wanted to confirm that.  You don't keep any track whatsoever in terms of lag time for hire?


MS. REES:  What's been described here is the lag time from the point a position is vacated to the time a position is filled, and we do not track that.

MR. DUMKA:  Okay.  Maybe I will come back.  I have got another question there, but perhaps we can go to part (b). And the question was, what is the typical period of time for nuclear operations, new hires, to become fully competent.  And the answer provided refers to nuclear operators.  Are those the only positions in nuclear operations?

MS. REES:  Nuclear operators are not the only positions in --


MR. DUMKA:  Okay.  What other sorts of positions require a training program?

MS. REES:  Within the operations function?

MR. DUMKA:  Mm-hmm.

MS. REES:  The only one that there is a structured program for would be the nuclear operators.  There are also leadership training.  Those would be the only two that I am aware of.

MR. DUMKA:  Okay, that's fine.  Good enough.

I would like to go back to part (a).  In the course of the answer, the middle sentence: "The goal is to establish staffing plans to manage the allocation of resources across the nuclear fleet."

So establish staffing plans.  What -- how often are staffing plans put together?

MS. REES:  They are generally put together at least once a year.  And this I am going to refer specifically to the resource planning and control team, where they go and gather staff plans, looking out ten years.  It's triggered at least once a year.  It might happen more frequently than that, because I understand the plans are relatively live, so as things change they will update them.

MR. DUMKA:  Is this a database, is it a document, a report, or...

MS. REES:  I am not sure of the form.

MR. DUMKA:  How does it tie into the business plan?

MS. REES:  There would be at one point -- okay.  At one point there would be a staff plan that would be utilized as part of the business plan.  There would be a kind of a locked-down version.

MR. DUMKA:  I see.  So there is a business plan that underlies -- or, sorry, there is a staffing plan that underlies the business plan which underlies this rate application; is that correct?

MS. REES:  Yes.

MR. DUMKA:  Would it be possible to get a copy of that particular staffing plan that underlies this application?

MS. REES:  It's already in the application in terms of the 2K.

MR. DUMKA:  That's -- so --


MS. REES:  Summarized.

MR. DUMKA:  -- what you are saying is that's -- that is the entirety of your staffing plan, in terms of making sure that you have the appropriate resources across the nuclear fleet and optimizing the resources between sites, et cetera, et cetera, so that's all there in the 2K that you submitted?
MS. REES:  The 2K would just be a summarization of what's relevant to this application.

MR. DUMKA:  Right.  And what I am looking -- I am asking for is to actually see the optimization of the resources that is part of the staffing plan where the bottom-line numbers are reflected here.  That's what I am looking for.

MS. REES:  Yes, we will provide some staffing plans for you.

MR. DUMKA:  Thank you.

MR. MILLAR:  JT3.20.
UNDERTAKING NO. JT3.20:  TO PROVIDE STAFFING PLANS INCLUDING BOTTOM LINE NUMBERS.

MR. DUMKA:  Could I also ask when you submit your updated application with the business plan, et cetera, that we get the current copy or the underlying staffing plan as well, please?

MR. SMITH:  No.  What we are proposing to do is do what we have done in years past, which is to do an impact  -- a net impact statement which reflects material adjustments.  This isn't a scattershot, just update everything for the new business plan.  So the answer is no.

MR. DUMKA:  Fine, those are all my questions.

MR. MILLAR:  Thank you, Mr. Dumka.

MR. DUMKA:  Excuse me, do have an undertaking number?

MR. MILLAR:  Yes, it was JT3.20.

MR. DUMKA:  Thank you.

MR. MILLAR:  Ms. Grice.
Questions by Ms. Grice:

MS. GRICE:  Good afternoon, panel, Shelly Grice on behalf of AMPCO.  My first question is seeking clarification of the evidence, so if we can please turn to Exhibit F4, tab 3, schedule 1, page 12.  And it says -- sorry, I will wait until you get there.

MR. MAUTI:  Sorry, can you repeat the reference again?

MS. GRICE:  Sure.  It's Exhibit F4, tab 3, schedule 1, page 12.

MS. REES:  I have that in front of me.

MS. GRICE:  Okay, great, thank you.

So at line 24 --


MS. REES:  One second, please.

MR. SMITH:  Sorry, let's wait until we are all there.

MS. GRICE:  Sure.  So at line 24, it says that management employees do not receive overtime payments for work outside of normal working hours.

My understanding is that management employees are instead permitted to take overtime off as lieu time -- or take it as time off, and it becomes banked over time.

Ca you please confirm that that's correct?

MS. REES:  That is incorrect.  Management staff do not get overtime, they are not able to bank overtime or take it in lieu.

MS. GRICE:  So only union staff are able to bank overtime in terms of the time off?

MS. REES:  Correct.

MS. GRICE:  Can you just confirm if there are any caps placed on the number of hours?

MS. REES:  There are limits.  I don't think I could speak to them specifically.

MS. GRICE:  And is there a time limit that this the time off has to be taken?  Is it in sort in the preceding 12 months?

MS. REES:  There are rules in the collective agreement regarding the provisions and when you can take them.

MS. GRICE:  Okay, thank you.  Can you please turn to page 6 of the same exhibit?   I just want to make sure I am understanding figure 3 correctly.

It says that 2013 actuals have been adjusted to exclude the impact of banked overtime, and it provides an undertaking from the previous proceeding.  And I just wondered -- I went to that undertaking and there was a lot of data and a lot of rows.

Could you confirm what the 2013 actual was including the impact of banked overtime?

MS. REES:  Subject to check, I believe the banked overtime was around 120 FTEs in the historical period.  So it would have been in 2013 is where you would see it.

MS. GRICE:  Okay.  So in this application, the way you've put together the evidence, is there a dollar impact on this application because of that change?

MS. REES:  No, there is not.

MS. GRICE:  Okay.  And then just in terms of the impact of 120 FTEs worth of banked overtime, does that affect your resourcing strategy on an annual basis?

MS. REES:  No, it does not.

MS. GRICE:  Okay, thank you.  My next question relates to AMPCO 128.

MR. KOGAN:  Which issue is that?

MS. GRICE:  I am sorry, all of my questions are related to issue 6.6.

So in this interrogatory, basically the response confirms that provisions are in place in the collective agreements for PWU and Society for redeployment.  And my question is simply:  Is there a planning assumption in the test period regarding redeployment?  Is there a percentage that is factored through the test years?

MS. REES:  No, there is not.

MS. GRICE:  Okay, thank you.  Interrogatory AMPCO 129, please.  And in this interrogatory, we were asking for some information regarding vacancies, and in part (d) we asked if vacancy -- a vacancy factor was built into the application and the answer was that, no, OPG does not plan for positions it does not expect to fill.

And I note that in part (c) of that response, information regarding the 2016 year-to-date vacancies is provided and it shows that in 2016, there were 671 jobs posted internally and 484 jobs that were posted externally.  So that's a total of 1251 jobs.

If those positions are not filled for a period of time, are there then unspent dollars in your budget?

MS. REES:  First off, I will just -- one correction, that the numbers are not additive between the internal and the external vacancies.

MS. GRICE:  Okay.

MS. REES:  There is a posting requirement that we sometimes post internally and externally at the same time, or we will post internally first before going external.

MS. GRICE:  Okay, okay.

MS. REES:  And the second thing if we have vacancies in regular positions we are below budget, that might just be on that one resource type that we -- you know, we use a number of factors to try to manage.  We could use temporary resources to get the work completed.  There are some cases where we can contract out within the -- as per the collective agreement.  There may be cases where we work over time as well to make up for a vacancy,

So you really have to look at the total resource envelope when you are assessing that.

MS. GRICE:  So do you track the net impact of unfilled vacancies on an annual basis?

MR. KOGAN:  Just to clarify, that's the net impact against budget, or net impact in what sense?

MS. GRICE:  Well, taking into account all of the other resourcing options that were mentioned, if there are in fact dollars attributable to unfilled vacancies.

MS. REES:  We would track actuals to budget overall our entire resource envelope.  We would not be able to affiliate that with a particular vacancy or set of vacancies -- if that answers your question.

MS. GRICE:  Okay, yes, thank you.  I have a question regarding AMPCO 139.  In this interrogatory, we asked for a further breakdown of the management category and the categories we provided are not categories that are used by OPG.

So I went back into the evidence and there are categories that were provided that you use for management, and that is at Exhibit F4, tab 3, schedule 1, page 4.  And essentially, the categories are senior executive, executive, managerial assistants, and managers and professionals.

And I wondered if you would undertake to provide the attachment 1, which is the 2K table, that shows that breakdown of management employees?

MS. REES:  While we have that level of detail for actual numbers of employees, we don't plan at that level of detail to be able to ascertain that same breakdown in those groupings.

Now, what we do have is obviously the PWU, the splits by representation; it's just the specific groupings are not available on the plan side.

MS. GRICE:  Okay.  So you have it for actuals, but you don't have it for plan?

MS. REES:  At this level of detail, yes.

MS. GRICE:  Okay, thank you.  And I just have one question left, and that has to do with AMPCO Interrogatory No.145, and this is regarding the HR metrics that OPG has.

I am looking at page 4 of 5 of the interrogatory, and it has to do with short-term days lost per employee.  And I just wanted to confirm how many -- what's the number of days off that an employee has before a doctor's note is required?

MS. REES:  Subject to check, you need a note at four days for PWU.

MS. GRICE:  Sorry?

MS. REES:  For the Power Workers Union, you need a note at four days.

MS. GRICE:  And everybody else?  Is it the same?

MS. REES:  It's five for Society, and for management group it's the same, I believe.

MS. GRICE:  And is that the same as the last application?  I guess what I am asking is have there been any changes.

MS. REES:  I would need to check.

MR. FRALICK:  I was involved in the collective bargaining one agreement ago, and in that agreement, the PWU's provision for a doctors note was reduced from five to four.  That was back in 2012.

MS. GRICE:  Okay, thank you.  And are there any plans during this application to reduce that number of days for any of the staff groupings?

MS. REES:  Again, that would be a matter for bargaining.  To my knowledge, no, but I -- I...

MS. GRICE:  Okay, that's fine.

Thank you, those are my questions.

MR. MILLAR:  Thank you, Ms. Grice.

Mr. Janigan, are you prepared to begin?
Questions by Mr. Janigan:

MR. JANIGAN:  Sure.  Thanks very much, panel.  I wonder if I could turn your attention to issue 6.6 of VECC interrogatory 31(a).  And here this is -- involves the comparison of OPG wages with those provided by Bruce Power, the study that was undertaken by Towers, and attachment 3 have tables that show the comparisons for Society and PWU employees.

And with respect to management employees, it was indicated that a similar comparison of wages for management employees was not undertaken because wages for PWU and Society employees at Bruce Power was publicly available information, whereas it was not publicly available at Bruce Power.

Would information be available in any other source accessible by OPG concerning management salary levels?

MS. REES:  For Bruce Power, no.

MR. JANIGAN:  And OPG is not a member of any association of generators that records such information?

MS. REES:  We -- we do participate in -- on the compensation and benefits side with utilities across Canada, and Bruce Power is part of that, but they would not be providing their management salaries as part of that.

MR. JANIGAN:  Okay.  It appears that the Towers compensation study did include management and salary data from Bruce Power.

MS. REES:  That's correct.

MR. JANIGAN:  And if that's the case why wasn't a direct comparison for senior executive and management employees -- why could that not be made from that information?

MS. REES:  For confidentiality purposes it was not able to be released to us.

MR. JANIGAN:  Did they request permission from Bruce Power for that, do you know?

MS. REES:  No, they did not reach out to Bruce Power to request that.

MR. JANIGAN:  Okay.  And I apologize if this is covered somewhere else in the evidence, but why is the nuclear section targeted at 75 percent rather than at the 50th percentile for comparison purposes?

MS. REES:  I actually have an undertaking related to that, so stay tuned.

MR. JANIGAN:  Oh, I am sorry.  I should have been paying attention, thank you.

The next issue I wanted to address is issue 3.1, and it's VECC interrogatory 6 that my friend Mr. Shepherd had some discussion with you this morning.  And it deals with the issue associated with the record of OPG's actual return on equity from the 2005 and 2015 period.  And I was somewhat puzzled by the interchange with Mr. Shepherd.

Is it OPG's position that the record of achievement for actual return of equity has no bearing on the equity thickness?

MR. FRALICK:  No.

MR. JANIGAN:  So it would be fair to say that the actual record of the return on equity and achieving the actual return of equity is of some importance in determining equity thickness?

MR. KOGAN:  I think Mr. Fralick's no was meant to be, no, it's not applicable, as opposed to, no, it's not our position.

MR. JANIGAN:  Oh, so your position is that the returns -- the ability of OPG to earn their return on equity in the years that you provided, 2005 to 2015, is not relevant for the purpose of determining equity thickness.  Is that what your position is?

MR. KOGAN:  Yes.

MR. PUGH:  Yes.

MR. JANIGAN:  Okay.  Now, I have a couple of questions in this area that have been given to me from CCC, and I wanted to deal with them now.

First is with respect to the issue of increased risk, and my understanding is OPG is asking for increased equity thickness on the basis of Concentric's evidence that there has been an elevation of risks on the basis of the capital spending and a shift to the higher percentage of nuclear assets in the rate base.

Is that essentially the summary of their position?

MR. PUGH:  That's two of the three things.  I guess the third one is they did a comparison to other utilities of similar risk, and they found that the mean was 49 to 50 percent.  Those were the three bases of their recommendation.

MR. JANIGAN:  Okay.  Now, I wonder if you could turn up CCC interrogatory 18 in issue number 4.3.  And I would like to turn you to the second page and part (c) of the answer here.  And it's indicated that:

"There are no risks that OPG considered at the program or project level that would not be appropriately be recoverable through the CRVA."

I guess the question that arises is that if all risks are being covered through the CRVA why do you need an increase in the thickness of equity, to cover increased risk?

MR. MAUTI:  Sorry, can you point specifically to the reference you were reading from so we can turn it up.

MR. JANIGAN:  Sure.  It's at tab 4.3, CCC 18, and it's part (c) of that answer on the second page.

MR. SMITH:  Sorry, this is an interrogatory that this panel would not have looked at, given the issue number.  So can we also go up to the question?

MR. JANIGAN:  Okay.  The question was:

"Please list and describe all of the risks that OPG considered may contribute to increased cost for DRP where the nature of the risk is such that if manifested the added cost would not be appropriately recovered for either OPG contractors or OPG's ratepayers, but rather absorbed by OPG directly."

MR. PUGH:  I think there's -- we have an undertaking.  I don't think have -- I can't put my fingers on it, but there are several risks associated with our ongoing operations.  Darlington project is one of them.  And for this particular project it is subject to the CRVA, and we are still subject to prudent risk on -- for any type of balance in the CRVA, much like -- I think I will end it there.

MR. JANIGAN:  That's part of the ordinary regulatory risk, though, is it not, whether the Board finds your program prudent or not?  That has not changed.

MR. SMITH:  Sorry, Mr. Janigan, I am not understanding the question, and I think the problem that the panel is having is this isn't an interrogatory directed at business risk, these are cost risks associated with the DRP function.  So I think we are struggling a little bit -- we are a bit cross-threaded between panels here, which is leading, I think, to some of the confusion.

What is just the ultimate question you wanted to ask, and if we have to take it by way of undertaking we will do that.

MR. JANIGAN:  Effectively, business risk is bound up with the fact that you won't be able to earn your rate of return.  And in that case, one of the principle risks associated with that is whether or not you are going to be able to recover the costs of programs where your expenditures have exceeded your forecast.

And in this case, OPG has the insulation of the CRVA, and what I am suggesting is that there is no need for an increase in the thickness of equity to cover this increase in business risk because you already have the insulation in the CRVA.

MR. SMITH:  So your question is having regard to the fact of the CRVA, is it the case that OPG's equity thickness should be increased or not, and you'd like us to ask Concentrics that, presumably.

MR. JANIGAN:  Well, you can ask Concentrics, or you can ask the members of the panel and if they can't deal with it, I guess Concentrics can.

MR. SMITH:  Well, I think it would be appropriate for us to ask Concentrics, given it's Concentrics that has provided the expert opinion on OPG's equity thickness.

MR. JANIGAN:  Okay, I will be prepared to take an undertaking then.

MR. SMITH:  And we will do that.

MR. MILLAR:  Undertaking JT3.21.
UNDERTAKING NO. JT3.21:  TO REQUEST CONCENTRIC'S COMMENT ON MR. JANIGAN'S QUESTION ABOUT THE CRVA AND THE INCREASE IN EQUITY THICKNESS


MR. JANIGAN:  Next I would like to deal with in the -- let me just make sure we have got it right here -- issue 1.2, CCC Number 8.  And in this, you have provided a post-implementation review process example on a fuel/refuelling dolly repair redesign after a major failure.

Is it possible to see a list of the PIRs done over the last 12 months, to see what major projects have been done and how well, in particularly on budget, they have done?  And can we start with a list of the most recent PIRs?

MR. MAUTI:  To confirm, these would be PIRs for the nuclear business completed and approved within the last 12 months?

MR. JANIGAN:  Yes, please.  And if you give us the date of the PIR, the budget, and the actual cost of the project, that would be helpful.  I assume that's already in the PIR.

MR. MAUTI:  Correct, and you want them for the simplified PIRs, I understand?

MR. JANIGAN:  I think is the case, yes.

MR. MAUTI:  Okay.  Yes, we can do that.

MR. MILLAR:  JT3.22.
UNDERTAKING NO. JT3.22:  WITH REFERENCE TO ISSUE 1.2, CCC NUMBER 8, TO PROVIDE A LIST OF THE PIRS DONE OVER THE LAST 12 MONTHS, TO SEE WHAT MAJOR PROJECTS HAVE BEEN DONE AND HOW WELL, IN PARTICULARLY ON BUDGET, THEY HAVE DONE, BEGINNING WITH A LIST OF THE MOST RECENT PIRS

MR. JANIGAN:  I wonder if I can ask you to turn up VECC on issue 11.5, VECC interrogatory 50.  And here in part (b), you have indicated in your answer that OPG does not believe it is not possible to define in the abstract -- I guess a double negative here -- it is not possible to define in the abstract the point at which changes to the production forecast could call the reasonableness of the revenue requirement into question.

I think the point that may be advanced from that is that there is possibly some point where the change in production forecast would cause one to question the revenue requirement.  For example, if one of the nuclear units were to have a long-term unanticipated shutdown, one might question what steps OPG was taking to mitigate its operating costs.  And if that were to happen, how does one make a change and stay within your interpretation of regulation 53/05?

MR. PUGH:  So this question relates to the mid-term review, and so are you asking us what would have to be the forecast change in the nuclear operations because of this shutdown and --

MR. JANIGAN:  Well, I think you have indicated it's pretty impossible in the abstract to identify that.  But presumably, there is some point where that would take place.  And in that case, whether or not it's before the mid-term review or during any point in time in the operation, what steps could OPG take to mitigate its operating costs and stay within regulation 53/05?

MR. SMITH:  Sorry, just what do you mean by "stay within regulation 53/05"?  What are you referring to, Mr. Janigan?

MR. JANIGAN:  Well, essentially 53/05 precludes re-examination of the nuclear revenue requirement in mid-term and mandates, you know, its continuation in accordance with that regulation.

MR. SMITH:  Well, you are talking as it relates to rate smoothing?

MR. JANIGAN:  Not necessarily, no.  Can you -- are you in a position to indicate what kind of measures could be put in place in the event that there was such a phenomenon as a long-term unanticipated shutdown, and one would have to mitigate its operating costs?  What's your understanding, in regulation 53/05, of the ability to make a change and stay within it?

MR. FRALICK:  I think in general terms, OPG accepts the direction in the RRFE around the establishment of revenue requirements, or a custom IR framework that spans five years.

So the extent to which that OPG experiences an event that would cause -- have a negative impact on OPG's performance, at some point in time that may trigger the offramp provision which would require us to then bring the matter back to the Board.

MR. JANIGAN:  Okay.  Now, requirements under regulation 53/05 preclude a re-examination of the nuclear revenue requirement at the mid-term review.  But no such restriction exists for production forecasts.

I guess what I am getting at what is what's the fit between those two measures in the event that you experience the kind of calamity that I have outlined?

MR. FRALICK:  The mid-term review would be a re-examination of the nuclear production forecast for the latter half of this term, and not a re-examination of the underlying revenue requirement.

MR. JANIGAN:  I understand that.  But wouldn't that -- wouldn't that preclude taking mitigation measures that would be effective in that case?

MR. SMITH:  Mr. Janigan, sorry, just what I was pausing over there, I mean, there are -- I can't remember the numbers, but -- the interrogatory numbers -- there are questions that talk about things that would have a significant impact on the revenue requirement and OPG having to come back before the Board, and Mr. Fralick also referred to the off-ramp provisions being applicable.

So I guess I am just struggling in the abstract with what it is that you are looking for beyond that.

MR. JANIGAN:  Okay, well, perhaps -- and I don't want an undertaking on this -- perhaps the interrogatories that you are referring to could be referred to me, and that may be sufficient to answer the ambit of this question.

MR. SMITH:  Well, we will take a look at the transcript, and if there is anything beyond those that we think we should be pointing you to, we will let you know as well.

MR. JANIGAN:  Okay, thank you.  Finally, I have a question with respect to the impact of the Ontario nuclear fuels agreement reference plan. And my question is:  Is it your position that the nuclear liability deferral account means that there is no impact in the long-term on changes to the ONFA plan?

MR. MAUTI:  Sorry, I missed the thread of the question again.  Can you repeat?

MR. JANIGAN:  Is it your position that the nuclear liability deferral account means that there is no impact in the long-term on changes to the ONFA plan?

MR. MAUTI:  The nuclear liability deferral account is an avenue through which the update or a new ONFA reference plan can be reflected in rates, that that's one avenue to take is, to put the impacts through the penalty account.  The other would be to actually reset rates before they become effective.

MR. JANIGAN:  Thank you, those are all my questions for the panel.

MR. MILLAR:  Thank you, Mr. Janigan.

Mr. Schwartz, you are up next.
Questions by Mr. Schwartz:

MR. SCHWARTZ:  Thank you, Mr. Millar, good afternoon, panel.  Larry Schwartz on behalf of Energy Probe Research Foundation.

My questions today will all relate to issue 11.1 and to Energy Probe's interrogatories thereon and to OPG's responses.

I will begin with Energy Probe's Interrogatory No. 29 at Exhibit L, tab 11.1, schedule 6, EP-29.  Our Interrogatory No.29 refers to page 5 of OPG's application, where it states that:

"Following public consultations OPG modified the hydroelectric X factor, increasing the annual productivity adjustment from minus 1 percent to zero percent."

And the question 1 of this interrogatory asked what discussions or developments at the public consultations led OPG to make this change, and OPG's response to that refers to the stakeholder information session of February 8th, 2016 and to the notes thereof on its website, but it does not indicate what happened in that or any other session -- stakeholder session that led OPG to make the change.

So I guess the first question is, would you please expand on your answer to EP's Interrogatory No.29, question 1 about the discussions at the stakeholder session of February 28th that apparently led OPG to change its productivity growth factor to zero percent?

MR. PUGH:  Sure.  Let's see if CME 4 does it for you.  And we talked about a number of changes that were made as a result of the consultation process, and change number 4 is modifying the X factor increase in the annual productivity adjustment.  And it relates to a couple of specific questions.

MR. SCHWARTZ:  I had read the CME, but frankly, what you have just said and what OPG has responded to is not responsive to the question.  The question was, what took place at the stakeholder information session that led OPG to revise its opinion, to change its mind?  I mean, there must have -- the sense is that there must have been something that took place, some discussion, argument, who knows what, questions, and OPG changed its mind and went from minus 1 to zero percent, so what was that?

MR. FRALICK:  I think what occurred at the stakeholder session was the discussion itself caused us to turn our attention to our TFP and the fact that it was negative, and that was essentially all that came out of that -- the stakeholder session.

Upon further reflection, when we looked back at the Board's previous deliberations -- I would like to refer you to PW 18, Part (b), where we cite a quote from an EB report, where they have made their determination on the appropriateness of the utilization of a negative productivity factor.

So it's that reflection and then that subsequent research, if you will, that led us to the change in our application.

MR. SCHWARTZ:  So you don't know or recall what specific discussion -- I mean, was it criticism of the LEI report, was it something, I don't know, that led you to change your view?  I mean, that's -- I am looking for some substance here, not just process of what you did.  I mean, what was the criticism or consideration that arose that led you to change your mind?  And I -- quite frankly, you know, I am not saying that you are wrong in changing your mind.  I would just like to know what it was that led you to do it.

MR. FRALICK:  I just repeat what I said previously.  It wasn't any one particular thing, it was just the subject itself being raised which caused us to reflect back upon the treatment of the TFP, which we subsequently did and reflect in PW 18.

MR. SCHWARTZ:  Well, all right.  That really is not the kind of response I had hoped for, but we will leave it for now.

I will come back to your other point about this other Board report perhaps in a minute.

Now, in regard to OPG's reference to Notes, I will use with a capital N, on the public information sessions that are on its website, did one OPG staff member or members of the conference organizer that OPG brought in take notes, personal notes, that were included in that section of the OPG website, or was it several people who contributed to the thing called Notes for each of the information sessions on your website?

MR. PUGH:  It was an external company that was hired, and they had a couple of people taking notes.  They combined them, and this is the result of that work.

MR. SCHWARTZ:  So no one from OPG was involved with that?

MR. SMITH:  You might recall, Mr. Schwartz, there was a discussion of this at the outset of the presentation at the stakeholder session.  My recollection is that there was -- it was at that time communicated that the external facilitator would have -- would be preparing notes, would be taking the notes, and would make those available, and that's what's been made available.

MR. SCHWARTZ:  Okay, thank you.  And I think I do recall it.  I guess my question was whether anybody else from OPG contributed to the information that appears as notes on the OPG website.

MR. PUGH:  No.

MR. SCHWARTZ:  No, okay.

Did anybody at OPG review and edit the information that your external facilitator provided, or did they just go, you know, right into the website with no review?

MR. PUGH:  We did review the notes, and we made some comments.

MR. SCHWARTZ:  Okay, thank you.  Now, who at OPG did conduct this review and made the edits before they appeared on the OPG website?

MR. PUGH:  There would have been a couple people involved.

MR. SCHWARTZ:  Okay.  If you don't recall the names offhand, that's fine.  Would you provide them by way of an undertaking?

MR. SMITH:  Provide what, and why?

MR. SCHWARTZ:  The names of the people who reviewed and edited the comments and materials of the external --whatever you call them, facilitator, before they went on to the website.

MR. PUGH:  You are talking about editing things; we made comments.

MR. SCHWARTZ:  Who is the we?

MR. PUGH:  I reviewed them.

MR. SCHWARTZ:  Anybody else?

MR. PUGH:  Colin Anderson was involved at that point in time.

MR. SCHWARTZ:  I am sorry.  We have to stop speaking in double talk.  He was involved.  Did he or did he not edit the materials?

MR. PUGH:  He reviewed the notes and provided comments.

MR. SCHWARTZ:  Fine, thank you.  Okay, so it's you an Mr. Anderson.  Now, does OPG regard the notes, capital-N notes, on its website with respect to these public information sessions as transcripts of the discussions at the public information sessions?

MR. SMITH:  No, and we have never claimed that they were.

MR. SCHWARTZ:  Okay, fine.  And if not, does OPG regard the notes as reflecting fully and accurately the various questions and issues discussed at the public information sessions?

MR. SMITH:  They are not a transcript.  They are a summary of the discussions, items that were discussed.  But they are not more than that.

MR. SCHWARTZ:  Excuse me, sorry, you haven't answered my questions.  I have asked two questions; you've answered the first one already.

The second one is if not, if the they are not transcripts, does OPG regard those notes as fully -- reflecting fully and accurately the various questions raised and issues discussed at the public information sessions?

MR. SMITH:  Sorry, the answer to that question has to be no, because it's not a transcript.  So it couldn't fully reflect the discussion.

MR. SCHWARTZ:  All right, well, fine.  Now, I simply raise this point because in responses to Energy Probe's interrogatories, you rely on the notes.  You point to them and you say, well, go here for your answers.  And I don't find those answers there, as my first discussion with Mr. Pugh indicated.

So you don't purport that they fully reflect and accurately report the various questions and issues raised in the public sessions.  Okay, I will take that as a yes.

MR. SMITH:  I don't think this is particularly complicated, in that you asked the question what caused you to change your assessment of the productivity factor.  The answer was there was discussion around it that caused us to look back at the -- reflect on the issue.

We reflected on the issue.  We looked at Board guidance on it and amended our proposal.  That's what Mr. Fralick indicated.

MR. SCHWARTZ:  All right.  Well, I don't regard that as an answer to Energy Probe's interrogatory or the question I have just reviewed with you here.

But I think it suffices to say that what appears as notes on the websites then has to be of very, very limited, if zero, evidentiary value.  I mean, it's just someone's view perhaps of what happened, and who knows what happened in the editing process, and who knows how comments were reworded.  Maybe OPG had some influence as to what actually appears on the website.

MR. SMITH:  Mr. Schwartz, you were there.

MR. SCHWARTZ:  That's right, and that's why I am asking.

MR. SMITH:   If there is a question you want to ask about something you asked or somebody else asked, by all means ask the question.

MR. SCHWARTZ:  I have done that, thank you.  So finally on this question of the notes, were the public information sessions recorded or transcribed?  And if so are there audio tapes or transcripts available that have not been posted?

MR. PUGH:  No.

MR. SCHWARTZ:  Thank you.  Now I would like to return to the previous question in my second interrogatory question about Question 2 in Energy Probe's interrogatory 29, and one of the panel members just referred to it that OPG was relying on the Board's -- a previous Board decision on productivity growth for distributors.  And I believe that was EB-2010-0307, which was issued in December 2013.

If that decision was available in 2013, what -- when did you first decide to -- I am sorry.  When did OPG first determine to rely on it in this matter, in this case, in setting the hydroelectric productivity factor?  And I guess, to be more precise, was it after the public information sessions?

MR. FRALICK:  Yes, it was after the public information sessions.

MR. SCHWARTZ:  Okay.  So what was it about the public information sessions that led you to change your mind?  I mean, this is the same question I asked you before and I still haven't got an answer.

MR. FRALICK:  Well, I can repeat myself then --


MR. SCHWARTZ:  But that's not an answer, sir, with respect.

MR. FRALICK:  The answer is --


MR. SMITH:  It's the answer you are going to get.  Whether you are satisfied with it or not, doesn't change the fact that it is the answer.

MR. SCHWARTZ:  Okay, thank you.  That in itself is a worthwhile answer.

Now further on that, does OPG say that the zero percentage productivity growth rate for distributors is based on evidence thereto in the Board hearing in 2010-0379, or does it rely on the board's determination that zero percentage productivity growth was, to use the Board's term, a reasonable balance of competing views?

So in other words, are you saying that you are introducing that zero percent because the Board had evidence for distributors that productivity growth was zero?  Or are you relying on the fact that the Board, to me, seemed to say it was a reasonable balance between competing views on what the right number should be?

MR. FRALICK:  I would like to refer you to PW 18, our response to question (c), which quotes that OPG understands that that quote is – that the OEB's decision as a matter of policy.  So it's not that OPG acknowledges that the productivity factor is indeed zero, or some other number than the number that we determine through our study. It's that we respect the Board's determination from a policy perspective.

MR. SCHWARTZ:  That just raises the other -- when did you develop this respect for the Board policy, if you waited until after the first public information session on February 8th, 2016, to rely on a decision that came out in December 2013?

MR. SMITH:  Mr. Schwartz, perhaps I can just ask you why it matters, beyond the answer you have received that OPG has changed its productivity request in a way in which it is decidedly favourable to ratepayers?

MR. SCHWARTZ:  No, you can't ask.  I will not answer that question.

MR. SMITH:  Okay.

MR. SCHWARTZ:  I would just like answers to my questions.

MR. SMITH:  Well, it would help us in understanding what it is you are looking for.

MR. SCHWARTZ:  I think you quite well know, and people on the panel know precisely because I have repeated it three our four times.

All right, my last question then is if it is -- if OPG accepts that what the Board did in the distributor case was strike a balance between the negative productivity evidence and what I believe the Board then said the productivity rate, growth rate that distributors should aspire to in the future.  I believe that captures it, and so it settled on zero, because that was what it called a reasonable balance.  Then, in OPG's opinion, could it strike a reasonable balance based on a different number in our current matter depending on the evidence?  Or is the Board somehow wedded, in your view, to go with zero because it did it before?

MR. FRALICK:  OPG undertook an independent third-party study on TFP and concluded that negative 1 percent was indeed an appropriate total factor productivity for OPG.  So that's the objective basis that we would advance what an appropriate number would be.

And the matter of the Board's policy direction, as I said, is one of policy, and I can quote right here that:

"Setting a productivity benchmark for the industry that would not encourage distributors to achieve and share productivity gains is inconsistent with the Board's policy direction.  Doing so would be counter to facilitating a culture of continuous improvement."

So as indicated, we accept that, and the only other number that could be concluded from that, in our opinion, would be zero.

MR. SCHWARTZ:  Okay.  So in other words you say the Board is bound -- in your view the Board is bound by zero percent in the current matter that we are discussing, and that if the evidence suggested something else, a positive productivity growth rate, that wouldn't be relevant.  Is that what you are saying?

MR. FRALICK:  Well, I don't think we would purport to say what the Board is and is not bound by --


MR. SCHWARTZ:  What are you advocating?

MR. FRALICK:  We are stating the position that we took with regards to advancing the value of our total factor productivity and why we accept the Board's decision that zero is an appropriate -- or that a negative is not an appropriate number.

MR. PUGH:  Mr. Schwartz --


MR. SCHWARTZ:  Okay.  So it could be positive?  The Board would not be wrong if it -- on its own motion on the hearing of the evidence it could in fact choose a positive number.

MR. FRALICK:  And it could -- the Board can do any number of things.

MR. PUGH:  We have to have some evidentiary basis to do that, Mr. Schwartz.

MR. SCHWARTZ:  Well, thank you, that's nice.

All right.  My next question relates to Energy Probe Interrogatory No. 30 and may be found at Exhibit L, tab 11.1, Schedule 6, EP-030.  Energy Probe's Interrogatory No. 30 asks several questions about LEI's proposed long-term negative productivity growth rate for the generation industry, in particular how it could arise.  LEI's report attributes negative growth in the study period to industry, maturity, fixed capital stock, the lack of future opportunities to make productivity, improving investments, among others.  It makes no reference, the LEI study, to macro-economic conditions and their possible, say, impact on productivity growth.

Now, in EP, Energy Probe's interrogatory 31 we provided a chart of Statistics Canada data on multifactor productivity trends in the Canadian business sector.  That chart showed negative growth from about 2000 to 2011.

So to clarify OPG's view on the causes of negative productivity growth in generation, does OPG contend that cyclical macro-economic developments such as, for example, the economic slow-down in both Canada and the United States, especially since the financial crisis, have no impact on productivity growth in the generation industry?

MR. PUGH:  I think I would have to defer to LEI on that.

MR. SCHWARTZ:  Well, I am asking what you think, but if you want to ask LEI, fine.  They don't discuss it in their report, so...

MR. PUGH:  No, they don't.

MR. SCHWARTZ:  Well, so I am asking you what you think.

MR. PUGH:  I am assuming that they didn't think it to be the case, or else it would have been included as part of their analysis, but we will check with them.

MR. SCHWARTZ:  Okay.  Well, I guess there is more to say on that.

So let me ask the following question:  Did LEI study the impact of cyclical economic variables on productivity growth in the generation industry?  And if so, could OPG undertake to provide this unreported research?

MR. SMITH:  We can ask them whether they did that, and if it's relevant to the analysis that they have done we will produce it.

MR. SCHWARTZ:  Okay.  And if it's relevant to other people like the Board, would they also be inclined to produce it?

MR. SMITH:  Oh, I am sure they would.

MR. SCHWARTZ:  Thank you.

Now --


MR. MILLAR:  It's JT3.23.
UNDERTAKING NO. JT3.23:  TO PROVIDE THE UNREPORTED RESEARCH LEI GATHERED TO STUDY THE IMPACT OF CYCLICAL ECONOMIC VARIABLES ON PRODUCTIVITY GROWTH IN THE GENERATION INDUSTRY.

MR. SCHWARTZ:  Sorry, may I ask for that to be repeated, please?

MR. MILLAR:  JT3.23.

MR. SCHWARTZ:  Three point...  Thank you very much.

I would very much like to be able to do a kind of a correlation or regression analysis of macro-variables too and the relationship to the productivity growth rates for the utilities in the LEI sample.  Before I get too specific about the data request, would OPG undertake -- be interested, rather, in providing the specific productivity growth figures by utility by year in order to facilitate a correlation with cyclical economic factors such as GDP growth in both Canada and the United States?

MR. SMITH:  Sorry, Mr. Schwartz, are you proposing to file evidence?

MR. SCHWARTZ:  I would like to do some background number-crunching to see if there is a -- perhaps an error or a failure in the LEI study.  I guess we would advance that through questions at the hearing in the first instance.

MR. PUGH:  So, I am sorry, you are going to have to repeat your question about what you are asking for, because --


MR. SCHWARTZ:  The general question is, because I believe in some other places OPG did not want to provide it when someone else asked, you have a sample of companies over a sample of years, or you have cross-section and time series data.  I would like ideally to have the growth rate for each utility in each year so we have a kind of a small spreadsheet with 12 rows and columns equal to the number of utilities in your sample.

MR. SMITH:  Mr. Schwartz, just so that it's perfectly clear what you are asking and we can consider it, can you take us to something that's referred to in the LEI report so that we can ask them for the underlying data so that I know what it is you are asking?

MR. SCHWARTZ:  Well, as I said, I am just asking for the specific numbers that they have on individual utilities year by year in terms of the annual productivity change.  That's what I am asking for.  And if OPG and LEI would produce it, it would help me and perhaps my client in trying to assess whether there is any relationship between the cyclical macro-economic variables and the negative productivity growth in the industry.  I mean, that's really all it is.  I mean, they have the data.  I am sure they have a spreadsheet with all...

MR. SMITH:  I am sure they have lots of data.  I just want to make sure that we are undertaking to do something, we are giving you what it is specifically that you are asking.  That is all I am trying to get at.

MR. SCHWARTZ:  Just a moment, please.

Well, I am sorry, this will be third time.  For each utility in the sample of LEG's (sic) study for each year what is the annual productivity growth rate that LEI has calculated for that utility in that year.  Ideally I might go further, just in case you may choose not to do it.  It would be necessary, I think, to separate the Canadian utilities -- I take it OPG is the only one -- from the American utilities, because cyclical economic conditions in the two countries vary and the responsiveness.  If we couldn't separate the Canadian and U.S. utilities, we wouldn't even know which macro-economic data to correlate it with.

So rather than -- and so finally I might say could you in providing that data not indicate the individual utility south of the border in the sample but highlight which data are specific to OPG so that we can make sure we don't regress them along the wrong macro-economic American indicators.

MR. PUGH:  Mr. Schwartz, what I will undertake to do is we will talk to LEI and we will see if we can provide that information.

MR. SCHWARTZ:  Okay.

MR. PUGH:  I don't know -- I don't think we can do it by year.  I don't think that's what is involved in a growth trend, but we do have information for specific utilities, and we may be able to provide that.  I will undertake to talk to LEI and see what we can do for you.

MR. SCHWARTZ:  Okay.  Well, if you check your own -- your report -- and I am going a little out of my format here -- you have in figure 20 -- sorry, you have a table in which you show how year by year the sample total factor productivity growth rates are year by year, and then they average out to minus 1.01, so if you have them for each year you have presumably averaged across the growth rates of the firms in the sample.

MR. PUGH:  I don't know what information they --


MR. SCHWARTZ:  Okay.

MR. PUGH:  -- did when they did their analysis, Mr. --


MR. SCHWARTZ:  Okay.

MR. PUGH:  -- Schwartz, and once again, I will talk to them and see if I can provide something that will assist you.

MR. SCHWARTZ:  Okay, thank you.

MR. MILLAR:  The Undertaking is JT3.24.
UNDERTAKING NO. JT3.24:  TO ADVISE IF LEI CAN PROVIDE THE INFORMATION REQUESTED; NAMELY, FOR EACH UTILITY IN THE SAMPLE OF LEI'S STUDY FOR EACH YEAR, ADVISE WHAT IS THE ANNUAL PRODUCTIVITY GROWTH RATE THAT LEI HAS CALCULATED FOR THAT UTILITY IN THAT YEAR AND, IF POSSIBLE, TO SEPARATE THE CANADIAN UTILITIES FROM THE AMERICAN UTILITIES;  ALSO, IF POSSIBLE, TO HIGHLIGHT WHICH DATA ARE SPECIFIC TO OPG.

MR. SCHWARTZ:  Thank you very much.

MR. MILLAR:  Mr. Schwartz, how are you doing for time?  You have gone past your allotment --


MR. SCHWARTZ:  Well, I am not surprised, considering I had to ask the same question three or four times.

MR. MILLAR:  Well, how much do you have left?

MR. SCHWARTZ:  May I have another ten minutes?

MR. MILLAR:  Yes.  Please go ahead.

MR. SCHWARTZ:  Thank you, sir.

I would like now to refer to Energy Probe Interrogatory No. 30, which is Exhibit L, tab 11-10, 111.11, schedule 6, EP-030, and to Exhibit A1-3-2 in the evidence, attachment 1, page 44 of 60.  Yes, that's the right page.

And if we could look – well, I am sorry.  I don't want to confuse two things.

If we look to the text beneath the table, we see that LEI believes that negative productivity growth can be expected for a number of reasons and then, I guess in the second sentence -- the third sentence, it says:
“However, for a mature hydroelectric business, great leaps forward in technology are extremely rare.”

Is this LEI's phrasing, or is it OPG's characterization of what LEI said?

MR. PUGH:  This is LEI's report, and it's LEI's phrasing.

MR. SCHWARTZ:  Thank you.  I wonder what can be -- what meaning can be attributed to the expression "great leaps forward in technology" -- of course, they are extremely rare.  If we had great leaps forward routinely they wouldn't be great, you know. 

Would it be acceptable, from OPG's point of view, to say that even if great leaps forward in technology are extremely rare, nevertheless there could well be in the future opportunities for significant productivity improvement?  Or does OPG not subscribe to that?

MR. PUGH:  No, we don't subscribe to that, Mr. Schwartz.

MR. SCHWARTZ:  So what you are saying is your negative 1 or zero, depending on what you are advocating, is premised on the view that in the future, there will be no opportunities for significant productivity improvement? 

MR. FRALICK:  We don't foresee any significant productivity improvement gains within the term of this IR.

MR. SCHWARTZ:  Wait a minute; that's not the question.  The term of this IR?  What do you mean by that?

MR. FRALICK:  Within the test period, within the five years that this application pertains to, we do not foreshadow any significant productivity gains and have no foreseeable knowledge of any hydroelectric productivity gains that would be material.

MR. SCHWARTZ:  Okay.  But I believe LEI's negative 1, or whatever figure it advanced, was not just for the productivity period, the study period.  It was at some point to say it was even prior to the study period and they expect it to continue into the future. 

So the length, the applicability of these factors to the IR period -- is that what you called it? -- seems to be not terribly relevant to what LEI said.

Are you really saying that once we go into IR for the indefinite future, there will be no significant productivity improvement opportunities, not just for this IR period, but into the future as LEI seems to suggest? 

MR. PUGH:  I don't believe LEI suggested that.

MR. SCHWARTZ:  Oh, well, okay fine.  We can look into that, thank you very much. 

Turning now to Energy Probe interrogatory 31, Exhibit L, tab 11.1, schedule 6, EP-031, in its response to that interrogatory question 6, LEI confirmed Energy Probe's calculations from Statistics Canada data that for the 49-year period, 1961 to 2010, multifactor productivity growth in the Canadian electric power generation transmission and distribution sector averaged .668 percent per year with a standard deviation of 3.347 percent.

So you have done that.  You have confirmed our own calculation and let us recognize and agree with LEI's statement that the sector composed of electric power generation, transmission and distribution is much, much larger than hydro generation; let's just take that as given.

Does OPG know the standard deviation of annual productivity growth rates of utilities in LEI's sample? 

MR. PUGH:  No.

MR. SCHWARTZ:  All right.  So you couldn't provide it by way of an undertaking? 

MR. PUGH:  No.

MR. SCHWARTZ:  Do you think you could ask LEI to provide it to you, and then provide it?

MR. PUGH:  As part of the earlier undertaking, I will talk to them about it.

MR. SCHWARTZ:  Thank you very much.

MR. PUGH:  Best efforts.

MR. SCHWARTZ:  Now, has OPG or LEI calculated -- well, hang on.  Why don't we just turn back to that table on the previous page that was just seen, where we see the total factor productivity growth rates year by year -- I am sorry.  Do you have it? 

I can give you the citation.  It's Exhibit A1-3-2, attachment 1, page 44 of 60.  Yes, very good.  Thank you very much.

Now, if you look at the extreme right-hand column, we see the productivity growth rates of the sample, presumably averaged across utilities year by year, and giving an average of 1.01.  Has OPG or LEI calculated the variance and the standard deviation around its estimated mean value of negative 1.01?

MR. PUGH:  Here's the trouble, the problem I am having, Mr. Schwartz.  My understanding is this is an index-based approach; it's not an econometric based report approach, which you would use if you were calculating a mean and a standard deviation. 

So I am unsure whether such an approach is in fact valid.

MR. SCHWARTZ:  I don't understand that, sir.  They have already calculated a mean based on the individual observations above in the sample.  Why can't we calculate a standard deviation? 

I'll tell you what, if you haven't done it, would OPG undertake to confirm my calculation that the standard deviation of annual productivity growth rates around the mean of negative 1.01 is in the range of, depending on how you calculate the variance, 8.05 percentage points to 8.4 percentage points.

Would you do that as you did for the previous calculation, and just confirm or disconfirm it?

MR. SMITH:  What we can do is we will ask LEI.

MR. SCHWARTZ:  Fine, thank you.  Now, I have already quoted to you the data you have confirmed for the much larger sector of Canadian electric power generation, transmission and distribution, that had a standard deviation of 3.347 percentage points.

If you end up -- LEI ends up confirming my standard deviation for around its own mean of minus 1.1 of 8-point-some-odd percentage points, doesn't that suggest a very high range of possible outcomes for the sample mean?  I mean, if we go one percentage point either way from the mean, we end up -- I did the calculations, and I think it's between minus 7 and plus 9 percentage points. 

Sorry, I don't have the numbers in front of me.  I did, but one can easily calculate the number of sample -- the values of sample means that would be within one standard deviation of the observed mean of minus 1.  So that means it's very wide compared to the standard deviation of the much larger electricity sector. 

Would that -- if it's true, I mean if I have done the statistical calculation correctly, doesn't that suggest a wide degree of, if not uncertainty, then variability in the estimate that LEI has put forward? 

MR. PUGH:  I don't know -- with 11 or 12 observations here, you would naturally have a wide range.

MR. SCHWARTZ:  Okay, thank you.  I guess my last point, Mr. Chairman, if it would be acceptable to you, is regarding the length of the study that LEI conducted.  Here I am referring to again, I guess, Energy Probe interrogatory 030, Exhibit L, tab 11.1, schedule 6, EP-030 and this time, also from the evidence, Exhibit A1-3-2, attachment 1, page 16 of 60, which is just a chart -- not a chart, words, paragraphs, and it says -- we know that LEI had a sample of -- I have now forgotten the number of utilities, but it reviewed, according to the final paragraph on that page, 18 previous total factor productivity studies and found that it was common to use data spanning ten years or more for productivity studies.

And there is a Footnote 26.  Footnote 26 on that same page says "data span between ten and 39 years depending on the study.  For more information on this portion of the review see Appendix", whatever.

So Energy Probe enquired and OPG confirmed that the only -- that the limiting factor in not going back further beyond the time period was they couldn't get the data, which I understand.

Now, if some total productivity factors -- productivity studies use between ten and 39 years, wouldn't that tend to suggest that it was really data limitations, that the data limitations that LEI focused on, had to deal with, have severely limited its estimate of what it thinks is the long-term productivity growth rate?

MR. PUGH:  Quite honest with you, I don't think they feel it's limited.  If it's greater than ten years it's appropriate, and I know the last TFP that the Board relied on for distribution rates also started in 2002 and was for a shorter period.

MR. SCHWARTZ:  Okay.  We will leave it.  Thank you very much.

MR. MILLAR:  Thank you, Mr. Schwartz.

We only have a single party left today.  Mr. McLeod, are you on the line?  You may be on mute.  Are you there, Mr. McLeod?  One last chance.  Mr. McLeod, are you there?

Mr. Smith, I don't actually know if Mr. McLeod has any questions.  I don't want to keep everyone here today.  Would there be a possibility of providing written responses depending on any questions he might have -- oh, Mr. McLeod, are you there?

MR. McLEOD:  It's me.  I pushed the wrong button.

MR. MILLAR:  Okay.  Mr. McLeod, we just -- you are the last party.  How many -- how long do you expect to be?

MR. McLEOD:  Five minutes.

MR. MILLAR:  Okay.  Why don't you go ahead then, and make sure you speak right into the phone.  We're having a bit of difficulty hearing you.
Questions by Mr. Mcleod:

MR. McLEOD:  Okay.  It's basically going to come down to one question.  I am going to take everybody back to PWU 18, anyways, so issue 11, L11.1, Schedule 13, PWU 18, and I am looking at page 3 of 3, paragraph (p).  And in there the response by OPG -- and I am looking at about the third, fourth sentence.  It says:

"OPG believes that this implicit additional stretch factor does not reflect the company's actual productivity growth trends per the LEI TFP study -- as we have just been listening to -- and will pose -- and this is where I just want to get some clarification from OPG -- a significant challenge for OPG during the 2017-2021 term."

Can I get somebody to just kind of explain that for me, the degree of significance this has on the OPG?

MR. FRALICK:  Well, it effectively introduces an additional 1 percent stretch factor which, on the basis that the TFP study is a fair and accurate representation of the productivity trend within the industry and what the OPG can expect, that we have to overcome that negative 1 productivity factor plus the stretch factor in order to be successful underneath the IRM regime that we are requesting.

MR. McLEOD:  Yeah, I understand that, so I am trying to get a sense of what the degree of significance is, like, if you can point out, like, where is that impact really showing up?  I guess it is the word "significant".  I understand it is a challenge.  That I clearly understand.  It's a significant challenge.  I am just trying to get some clarity around what you were getting at there.

MR. PUGH:  We did an estimate for Mr. DeRose yesterday, and we said .45 in a stretch factor relates to about $90 million in revenue requirement.  So if it's a 1 percent factor, you'd extrapolate that, and it would be about $200 million.

MR. McLEOD:  Okay.  Yes.  And now I recall that discussion yesterday.

MR. PUGH:  We think that's significant, Mr. McLeod.

MR. McLEOD:  Thank you.  That's it.

MR. MILLAR:  Okay.  Thank you so much, Mr. McLeod.
Procedural Matters:


That is it, I believe, so this concludes our three-day technical conference.  Thank you, everyone, in particular the witness panels and the court reporters.

Just some dates to keep in mind.  Undertakings are due November 21st, and there is a great volume of them, so I am sure you will do your very best.

And then with respect -- we will also need to have the transcript reviewed by OPG regarding the confidential portions today.

Mr. Smith, are there any final matters?

MR. SMITH:  No.

MR. MILLAR:  Okay.  We are adjourned.  Thank you very much.
--- Whereupon the conference concluded at 4:02 p.m.
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