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Thursday, April 6, 2017
--- On commencing at 9:37 a.m.

MS. LONG:  Please be seated.


Good morning, everyone.  The Panel is sitting today in EB-2016-0152.  Before I begin with this panel, Mr. Smith, any preliminary matters?


MR. SMITH:  No preliminary matters, Madam Chair.


MS. LONG:  Thank you.  Then are you ready to introduce this panel to us?


MR. SMITH:  I am, Madam Chair, members of the Board.  Thank you very much.  This is panel 5B.  It's the finance, D&V accounts, nuclear liabilities, cost of capital, and corporate groups panel.  Big panel.  You have before you Mr. John Mauti, Alex Kogan, Lindsey Arseneau, and Chris Fralick.  With the exception of Ms. Arseneau each has testified already in this proceeding, so I wouldn't propose to requalify them or have them affirmed, but if we could have Ms. Arseneau affirmed that would be appreciated.


MS. LONG:  Yes, let's do that.

ONTARIO POWER GENERATION - PANEL 5B
Lindsey Arseneau; Affirmed.

Chris Fralick,

Alex Kogan,

John Mauti; Previously Affirmed.

Examination-In-Chief by Mr. Smith:


MR. SMITH:  Just briefly, Ms. Arseneau, I understand that you're the manager of regulatory affairs at OPG?


MS. ARSENEAU:  Yes.


MR. SMITH:  And you joined OPG in approximately 2015?


MS. ARSENEAU:  Yes.


MR. SMITH:  And prior to that you held a position at Horizon Utilities?


MS. ARSENEAU:  Yes.


MR. SMITH:  And before that Mylan Pharmaceuticals, Nestle Waters, and Hydro One Brampton Networks.


MS. ARSENEAU:  That's correct.


MR. SMITH:  I understand that you are a chartered professional accountant?


MS. ARSENEAU:  Yes, that's correct.


MR. SMITH:  And that you have a Bachelor of Arts degree and a Master's of management and professional accounting degree from the University of Toronto.


MS. ARSENEAU:  Yes, I do.


MR. SMITH:  Thank you very much.


Members of the panel, perhaps through you, Mr. Mauti, do you adopt the pre-filed evidence, answers to interrogatories and undertakings as specified on Exhibit A1, tab 9, Schedule 1?


MR. MAUTI:  We do.


MR. SMITH:  Thank you very much.  There is no examination-in-chief.  I tender them for cross-examination.


MS. LONG:  Thank you, Mr. Smith.  Ms. Blanchard.


MS. BLANCHARD:  Good morning.


MS. LONG:  Good morning.


Cross-Examination by Ms. Blanchard:

MS. BLANCHARD:  Good morning, panel.  My name is Emma Blanchard, and I'm appearing on behalf of Canadian Manufacturers & Exporters.  And I would like to start by introducing my compendium and having it marked as an exhibit.


MR. MILLAR:  K20.1.
EXHIBIT NO. K20.1:  CME CROSS-EXAMINATION COMPENDIUM FOR OPG PANEL 5B.


MS. BLANCHARD:  And I trust you all have a copy this morning?  And are there copies on the dais as well?


MS. LONG:  We have it, yes.  Thank you.


MS. BLANCHARD:  So I would like to start, then, at page 12 of my compendium.  And this is an interrogatory from AMPCO asking OPG to provide estimated monthly consumer bill impacts for general-service and large-use customers.  And the response that OPG has provided is that it's unable to provide any sort of estimate for billing impacts for these rate classes, correct?


MS. ARSENEAU:  Yes, that's correct.


MS. BLANCHARD:  And a little further on in my compendium -- you don't have to turn to it -- SEC was also asking for some information that might help them understand how their members might be impacted from a total bill perspective, correct?


MS. ARSENEAU:  Yes, correct.


MS. BLANCHARD:  And SEC even went one step further and tried to give OPG data that might assist it or assist them, SEC, in calculating those total bill impacts?


MS. ARSENEAU:  They did supply a spreadsheet, yes.


MS. BLANCHARD:  And even in that instance OPG -- your response was, we just, we can't provide the estimates that you're looking for from a bill-impact perspective?


MS. ARSENEAU:  Yeah, I think our answer was that we are able to provide the residential bill impacts by relying on tools that are available on the Ontario Energy Board website, but we just, we don't have such tools available for other customer classes.


MS. BLANCHARD:  Okay.  So if I can take you to the next page of my compendium, page 13, and I apologize.  I should have -- I'm noticing now that there is no title on this, but if I told that you that this is an extract from OPG's submissions in your last rate case relating to your payment amounts order, would you -- are you comfortable that that's what this is?


MS. ARSENEAU:  Yes, I am.


MS. BLANCHARD:  And in that case AMPCO and CME again were saying, listen, we really want to understand how these increased rates are going to impact on our members.  And in response to those requests, OPG at the next page, page 14, did in fact provide some estimates.  And I understand that those estimates were generated using data that OPG obtained from Hydro Toronto?


MS. ARSENEAU:  Yes, that's correct, with the caveat that on the previous page that OPG isn't a wholesale generator, doesn't have customer classes, and didn't particularly agree with the inclusion of those bill impacts in the payment amounts order.


MS. BLANCHARD:  Sure, but caveats accepted, you were able to come up with some kind of estimate?


MS. ARSENEAU:  Yes.


MS. BLANCHARD:  So is there any reason why you couldn't do something of that nature in this case?


MS. ARSENEAU:  As I mentioned, we do not have a bill-impact calculator for general-service and large-use industrial customers available to us.  So we --


MS. BLANCHARD:  Why couldn't you just call up Hydro Toronto again this time?


MS. ARSENEAU:  What we provided for the residential customers is something that looks at the impact on residential customers across all of Ontario, and to undertake to do that exercise for 70 LDCs across the province just wasn't something that we were --


MS. BLANCHARD:  Sorry, that wasn't my question.


MS. ARSENEAU:  Okay.


MS. BLANCHARD:  I was asking why couldn't you ask Hydro Toronto for the information to provide something similar to what you did last time.  That would just be one --


MS. ARSENEAU:  Sure, we could, it just wouldn't be comparable to the way that the bill impacts are presented for residential customers.


MS. BLANCHARD:  So as I understood your -- or OPG's submissions in the last rate case, caveats understood, but this was proffered as something that would attempt to respond to the request from CME and AMPCO for some information that would help general-service and large-user customers understand, get a general sense.  So is there any reason why you couldn't do that again this time round?


MS. ARSENEAU:  Like I mentioned, we're concerned that it's not comparable to the way that the bill impacts are presented for the residential customers that rely on bill-impact tools on the OEB website.


MS. BLANCHARD:  Okay.  Well, I think you -- I'm not saying you personally, but OPG clearly thought it was somewhat comparable the last time.  And so I guess I'll ask you, would you undertake to provide an estimate using information obtained from Toronto Hydro in order to generate something similar to what was provided in the last proceeding?


MS. ARSENEAU:  Yes, if that would be useful, we can undertake to do that.


MS. BLANCHARD:  Okay.  I'm going to move --


MR. SMITH:  Sorry, I assume that the request is limited to obtaining information from Toronto Hydro's most recent -- assuming there -- whatever their most recent rate order would be, and we're only looking at Toronto Hydro, and we're not being asked to do something broader than that.


MS. SPOEL:  Mr. Smith, I think it would perhaps be useful to do two or three.  I'm not suggesting you do 70, but perhaps if you did Toronto Hydro, Hydro One, and whatever the amalgamation of Horizon and PowerStream, because between those three utilities you probably cover a very large number of the customers in the province, and it would certainly give an indication of what the bill impacts -- I think that would be useful information for the Board, so maybe those three.


MR. SMITH:  Okay.  Well --


MS. SPOEL:  That they're the --


MR. SMITH:  -- I don't know that Electra --


MS. SPOEL:  Right.


MR. SMITH:  --- Electra has anything just yet --


MS. SPOEL:  Okay.  Well, then if --


MR. SMITH:  -- but we'll pick one of PowerStream, Horizon --


MS. SPOEL:  Just maybe take PowerStream then.  Perhaps PowerStream's old rate schedule, Hydro One Networks, and Toronto Hydro, because between those three that covers off a good number of the customers in the province.


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


MS. SPOEL:  Thank you.


MS. BLANCHARD:  Thank you very much.


MR. MILLAR:  J20.1.
UNDERTAKING NO. J20.1:  TO RESPOND TO AMPCO'S REQUEST TO PROVIDE ESTIMATED MONTHLY CONSUMER BILL IMPACTS FOR GENERAL-SERVICE AND LARGE-USE CUSTOMERS USING INFORMATION OBTAINED FROM TORONTO HYDRO, POWERSTREAM, AND HYDRO ONE NETWORKS.

MS. BLANCHARD:  I'm now going to ask you to turn to page 32 of my compendium.  I'm not going to spend too long on cost of capital.  I understand that many of my colleagues will be getting into that in a lot more detail.  But I do have a few questions.

So this is an interrogatory that Board Staff was asking about the approach for dealing with cost of capital, specifically the differences between the approach between the amounts that will be reflected in your going-in hydroelectric payments relative to what's happening on the nuclear side of the business.

So as I understand your response at paragraph A, the cost of capital explicitly reflected in the going-in hydroelectric payments reflects what was approved in your last rate case; is that correct?

MR. FRALICK:  That's correct.

MS. BLANCHARD:  It's my understanding that from an ROE Perspective, that means you're taking an average of the ROE for 2014 and 2015; is that correct?

MR. FRALICK:  Yes.

MS. BLANCHARD:  That would be 9.33 percent?

MR. FRALICK:  That's correct.

MS. BLANCHARD:  And you'll agree with me the Board approved ROE for 2017 is 9.19 percent?

MR. FRALICK:  I don't know.

MS. BLANCHARD:  Okay.  Well, I think I've got that in here.  So if you turn to page 34, at the top this is OPG's 2017 revenue requirements and as proposed, includes the OEB's 9.19 percent.  I'm assuming that that is the rate that would be applicable in 2017, and that's why you're using it in the nuclear amounts.

MR. FRALICK:  No, it's not.  The confusion is -- you're saying that 9.19 is the current ROE, right?

MS. BLANCHARD:  Right.

MR. FRALICK:  That's not correct.  The current ROE rate, as I understand, it is 8.78.

MS. BLANCHARD:  8.78, okay.  That's helpful, thank you.  So you're doing 9.33 for your going-in rates for hydroelectric?

MR. FRALICK:  That was what the ROE was at the time that we rebased our hydro rates in 2014 and 2015.

MS. BLANCHARD:  Okay.  So in terms of the revenue requirement for hydroelectric or the going-in rates, would you -- let me see how to put this.  Your going-in rate has the 9.33 percent, even though the 2017 rate is 8.78, correct?

MR. FRALICK:  This is the basic compact of going into an IRM framework, in that the base rate were established in 2014 and 2015, and the fact we're not rebasing at this point in time means the ROE at the time of the rebasing would form the basis for ROE for the term of the IRM -- which, in this case, would be five years from now 2017 to 2021 -- and that changes in the ROE through time are captured in the annual update of the inflation factor.

MS. BLANCHARD:  But you are proposing to reopen the cost of capital question for your going-in rates for hydroelectric based on debt equity ratio.  So you're not going back to the 45-55 split.  So it's not like you're just sticking with 2014-2015, correct?

MR. FRALICK:  And that is because of our answer to part B to this interrogatory, which explains, as I understand it, that the inflation factor is intended to capture variability in the ROE through time, but it does not capture changes in our financing costs, i.e. our equity thickness.

MS. BLANCHARD:  Okay.  Well, how much money are we talking about?  If your going-in rate was at 8.78 instead of 9.33 -- I don't expect you to have an actual number, but over the five years in terms of revenue requirement, what's the difference between starting at 8.78 or starting at 9.33 for ROE?

MR. FRALICK:  I don't know the number off the top of my head, but I would also have to make some assumptions around what the inflation factor is going to do, in terms of going up and down, as it's intended to capture that variability.

MS. BLANCHARD:  Would a rough estimate be something you could calculate?

MR. FRALICK:  If you're asking for to us do a simplified calculation on the difference between 9.33 and 8.78 on an assumed constant I factor over the five-year term, can we calculate what that means to the revenue requirement?

MS. BLANCHARD:  Yes.

MR. FRALICK:  We can certainly do that simplified calculation, yes.

MS. BLANCHARD:  I would like an undertaking for that, please.

MR. MILLAR:  J20.2.
UNDERTAKING NO. J20.2:  TO CALCULATE THE IMPACT OF ROE AT 9.33 PERCENT VERSUS 8.78 PERCENT ASSUMING A CONSTANT I FACTOR.

MS. BLANCHARD:  Just before I leave that, I guess I would like to understand then why the nuclear ROE is being set at 9.19 instead of 8.78 for 2017.

MR. FRALICK:  In fact we have updated the nuclear ROE through our impact statement to the current 8.78.  And because nuclear is not under an IRM with an I factor, its ROE will change annually and we've proposed a variance account to capture the changes in nuclear -- an ROE for the nuclear portion through the term, because it's a custom IR and it doesn't have that same treatment, so it's principally consistent.

MS. BLANCHARD:  Thank you.  My next questions relate to the CRVA, and again I'm going to leave some of the heavy lifting on the variance account questions to some of my colleagues.  But I do have a few high level questions.

I would ask you to turn first to page 18 of my compendium.  This question from Board Staff is similar to questions that other intervenors asked, or that intervenors have asked, and basically is attempting to understand how the CRVA will track Darlington refurbishment costs.

In most instances, the responses to IRs that OPG has provided are always directing us back to the regulation, correct?

MR. FRALICK:  Can you be specific?

MS. BLANCHARD:  Well, the question is -- in A, they've asked this question about the budget envelope of 4.8 billion.  The question is how does that fit into the CRVA, and your answer is to look at O. Reg. 53/05, it's amended to include the DRP.

So that's the emphasis in the response; look at the reg, it gives us the scope of what goes into the CRVA.  Is that accurate?

MR. FRALICK:  The regulation stipulates that OPG can recover its prudently incurred costs for certain types of projects that meet the definition within the regulation.

MS. BLANCHARD:  Okay.  I want to drill down a bit in that, so I have included extracts from the regulation in my compendium.  I'm sure you know the regulation by heart, and we don't need to review it in a lot of detail.

At page 20, sort of halfway down the page, I've got the relevant section there, 6(2)(4), and that's from the most recent up-to-date version of the regulation.

And you don't need to turn to it, but for completeness, I've included at page 22 the version of the reg that was in force when the CRVA was established in 2007-8.

So when I look at the two side by side, what's been added to the reg -- will you agree with me that what's been added to the reg are the words "in respect of the Darlington refurbishment project"?

MR. FRALICK:  Without doing a side-by-side comparison, I know that the reg was amended in 2016 to clarify that that account -- or that that language was to include the Darlington refurbishment program, yes.

MS. BLANCHARD:  Okay.  That's what I want to ask a few questions on.  First of all, I guess on its face, the Darlington refurbishment project is a refurbishment.  Would you agree it’s a nuclear refurbishment?

MR. FRALICK:  I would agree.

MS. BLANCHARD:  Okay.  So I look at this section, and it already provides for refurbishments as being one of the items, so costs relating to refurbishments, it was already covered in the reg, agreed?

MR. FRALICK:  Agreed.

MS. BLANCHARD:  So before the amendment happened we have three categories of costs, committed costs, that would be tracked in the CRVA, correct?

MR. FRALICK:  That's correct.

MS. BLANCHARD:  I'll give you the three.

MR. FRALICK:  They're increase output, increase capacity, or refurbish.

MS. BLANCHARD:  Right.  So what I want to understand
-- and I'm not -- I'm not trying to get into some legal debate, but I want to understand OPG's interpretation of what the addition of the words "in respect of the Darlington refurbishment project" does.  And specifically, what I want to get at is, is it OPG's understanding that the inclusion of those words brings in more than what would fit under just straight refurbishment?

MR. SMITH:  I think it's our position that they reference to in respect of the Darlington refurbishment project, clarifies to the extent there was any scope for debate that the Darlington refurbishment project is captured by this section.  Whether it was captured before or not, you know, we have a view that it would have been captured, obviously, but lest there be any doubt about it, it appears to have been amended to capture it.

MS. BLANCHARD:  Okay.  Well, that's somewhat helpful.  I guess where I want to go next with this, if you just turn to page 28 of my compendium, this is a very detailed IR.  I'm not going to get into it in a lot of depth.  But some projects have been reclassified from being part of the DRP to being part of nuclear operations, correct?

MS. ARSENEAU:  Yes, that's correct.

MS. BLANCHARD:  So I'm trying to understand whether those projects, by virtue of being reclassified, how does that affect their CRVA treatment?

MS. ARSENEAU:  They're not eligible for CRVA treatment.

MS. BLANCHARD:  So what I'm understanding you to be saying is that those projects only were eligible for CRVA treatment by virtue of their inclusion in this DRP umbrella, correct?

MS. ARSENEAU:  Yes, that's correct.

MS. BLANCHARD:  So if you were to reclassify projects to be part of the DRP at any point, would it be your position that, regardless of what those projects are, they're immediately eligible for CRVA treatment?

MS. ARSENEAU:  Sorry, I'm just trying to pull up a reference I want to share with you.  So I wanted to refer to 4.3 Staff 71, where we offer an explanation for the rate classification of those projects.  So we talk there in the response to Part B about how in EB-2013 when those projects were included as part of the DRP that was a preliminary view of the scope of the DRP project, but in coming up with the high-quality RQE, the projects that qualified for DRP went through a rigorous amount of review to determine what was in scope for inclusion in the DRP project and therefore eligible for the CRVA account.

So I'm not sure if that helps, but perhaps you could pose your question again if I'm missing something.

MS. BLANCHARD:  I actually think that I have what I need from you in terms of the answer.  And I think the question that I had was if something is classified as part of the DRP, it doesn't matter whether it increases output, refurbishes, or adds operating capacity.  Whatever it is, it gets CRVA treatment.

MS. ARSENEAU:  No, it does matter, because if it's part of the DRP then it's classified as refurbishment, so it is refurbishing Darlington.

MS. BLANCHARD:  Right.  But the classification in and of itself triggers the CRVA treatment.  You had projects that were getting CRVA treatment, and the moment they stopped they were reclassified, they fell out of the CRVA.

MR. SMITH:  Sorry, that's not quite right if you look at the definition, because Darlington refurbishment project is a defined term in the regulation, which means it has to be work undertaken by OPG in respect of the refurbishment in whole or in part in some of the generating units, so it's not as though the DRP is an undefined term.

MS. BLANCHARD:  No, I'm not suggesting that.  I guess where I'm going with this is just that the classification of a project as being part of the DRP has implications for what gets CRVA treatment and what doesn't, whether or not it -- we're not just talking about a clarification on these three categories that already existed.  Would you agree with that?


MS. ARSENEAU:  Yes, I would agree with that.

MS. BLANCHARD:  Okay.  So I'm going to turn to a new area.  I know there will be many more questions on the CRVA over the next couple days.  I want to ask you while I still have got some time left some questions about your corporate costs, and I've got some materials in my compendium in that regard, but I would also ask you if you might turn up the Hackett Group benchmarking report.  I didn't reproduce it in my compendium, just to save the trees a little bit.

So I guess -- and maybe I'll also take you to -- okay.  So if you could also have at the same time open my compendium at page 2 and following.  I'm going to go back and forth a bit, and I will do my best not to do that too much.  But what I've got at page 2 and following in my compendium is the Board Staff IR that asks some follow-up questions with respect to the Hackett report and also produced the additional report by Hackett at page 4 of my compendium.

So am I correct in thinking that what this September 2016 report does is reflect the conclusions of the April 2016 Hackett report in terms of quartile performance, as opposed to just tracking the results to the median?  Is that a fair description of what this September 2016 report does?

MR. MAUTI:  It was a supplementary information consistent with the initial Hackett report that was filed, and was based on the same information and the same data, just some additional information as requested in the interrogatory.

MS. BLANCHARD:  So when you originally commissioned the Hackett report you didn't ask them to produce their results in terms of quartiles; is that correct?

MR. MAUTI:  The scope of work that was requested of Hackett did require information on a variety of bases, one of which was quartiles.  The information that was filed with the pre-filed evidence provided a cut of the information and information we thought was useful, but we had not put the quartile at that point, and we subsequently added it with the interrogatory.

MS. BLANCHARD:  Okay.  So I'm going to ask some more specific questions now, and the first question I want to ask you about relates to IT end users, and so if you'll go to the Hackett report that's attachment 1 to Exhibit F3-1-1 and go to page 6, this is one of the metrics that OPG is faring fairly well on, agreed?

MR. MAUTI:  Yes, we're in the top quartile by doing median in the top quartile, yes.

MS. BLANCHARD:  It has do with IT and end user equivalents, correct?

MR. MAUTI:  The definition from Hackett, in terms of evaluating IT, suggested that the basis to compare IT costs across the benchmark entities was on a per end user basis, yes.

MS. BLANCHARD:  Okay.  An end user -- and I'm looking at the little box at the bottom of page 16, which tells us what an end user is.  And as I read that, basically anyone with a BlackBerry counts as an end user, more or less.  If they’ve got some piece of equipment that they're using on the job, they're an end user.

MR. MAUTI:  Not quite.  The definition of an end user, in discussion with Hackett and how they gathered the data, they were looking at individuals that had a unique -- what they call a LAN ID, effectively a log-in into our system.  They could use that log-in on multiple devices.  It wouldn't count as multiple end users; its the number of discrete and unique LAN ID users.

MS. BLANCHARD:  But it could capture just one person a BlackBerry, agreed?

MR. MAUTI:  I think the definition for LAN ID is that they would have to be doing at least 10 percent of efforts using and accessing systems within OPG.  So it would not be a purely casual user of the systems.  It would have to be defined as somebody that actually used the system to do a variety of things, like accessing drawings and systems, accessing different kinds of applications and functions.

MS. BLANCHARD:  Would it include sending an email?

MR. MAUTI:  Access to the email system is one of the functions within.  But again, it has to be more than just a casual user.

The definition of LAN ID we reviewed with Hackett, and they said that would be the appropriate basis to define the number of end users.  And we were able to extract that through the use of our third party supplier that manages our IT infrastructure, and they provided those LAN ID numbers to Hackett based on their belief that was the appropriate basis to do this benchmarking.

MS. BLANCHARD:  Could it include a person who is sending emails for more than 10 percent of the time?

MR. MAUTI:  I guess if in someone’s function, what they do is access email and that's all they do, I find that difficult to suggest that's their only function.  But if it meets that threshold of 10 percent use, then that would be defined as a LAN ID user, yes.

MS. BLANCHARD:  Okay.  Now, just above the box, you talk --


MS. SPOEL:  Mr. Mauti, I'm confused by your answer there.  You said that Hackett said it was a 10 percent use of -- 10 percent of their time or activities that OPG required access to the system.

But then you said -- I think you said that the numbers of people with LAN IDs were given to Hackett.  Did they go through -- did people within OPG go through and figure out, because each person has an email account -- I assume that each person who has an email address is somebody at OPG has a different LAN ID, because you are different people accessing the system if you have an email?

MR. MAUTI:  The definition of or when to assign a LAN ID is done by an understanding of someone's need to use our systems.  So Hackett, in discussion with our IT provider, asked how those IDs or how those identifications of when people using the system, how they're classified.

And they looked at this LAN ID concept that we have within our new horizons group that maintains that, and Hackett suggested that would be the appropriate extract to be able to say if you give me that number of people, that's what we will use.

MS. SPOEL:  Do you have -- are there OPG employees who, for example -- I'm going to use a really simple concept I think we can all relate to.  Are there OPG employees who would have an OPG email address -- so BobSmith@OPG, or however you name them - who do not have a LAN ID?  Would having an email address mean that in practice, you have to have a separate LAN ID?

MR. MAUTI:  I think the distinction is not so much for OPG employees.  OPG employees would tend to have -- yes, all will have a LAN ID, and generally they would have access to be able to use multiple systems and applications within OPG.

I think the distinction is when you're looking at more casual users, whether that's contractors, whether that's temporary employees that aren't regular sort of full-time employees of OPG, in some cases they would have and need access to our systems to do a variety of functions.  In some cases, they might just need access to the site and wouldn't use our system, so they wouldn't count those, nor assign a LAN ID to them.

MS. SPOEL:  You're saying every single -- does every OPG employee have an OPG email address, every full-time OPG employee?

MR. MAUTI:  I believe they all do, yes.

MS. SPOEL:  They would all have LAN ID.  The issue is who beyond that might have a LAN ID?

MR. MAUTI:  Correct.

MS. SPOEL:  So you don't apply that 10 percent use to the people who are actually full-time employees of OPG, because they might only be using OPG email to get notices from HR, or that sort of general all employees kind of information?

MR. MAUTI:  Correct.

MS. SPOEL:  Okay, thank you.

MS. BLANCHARD:  Okay.  I think you might have anticipated my next question, because if you look at the little bullet up here, I'm looking at the end user equivalents.

It says that in 2010, your end user equivalent was about 11,000 and in 2014, your end user equivalence goes up to 12,267, and that's happening at the same time that your number of employees is falling by about 1200.

So I did some simple math and it looks like in 2014, you now have about 3000 end users who were not employees, if I try to look at those two things together.  Does that sound right?

MR. MAUTI:  That's probably in the neighbourhood of the right number, yes.

MS. BLANCHARD:  So you have an increasing number of end users who are not employees?

MR. MAUTI:  That is true, yes.

MS. BLANCHARD:  So who are they?

MR. MAUTI:  I believe we discussed this a little bit at the technical conference as well, the number of staff that are brought in, for example, with our refurbishment program.  There are significant number of contract people that are being used.  Oftentimes, they need access to our work management systems and procedural system to be able to execute work and what-not.

So these would be a combination of either contract employees or sort of non-regular temporary employees that are brought into the company and assigned a LAN ID.

MS. BLANCHARD:  It was my understanding that DRP staff were excluded from this benchmarking study; is that wrong?

MR. MAUTI:  Again, the DRP staff themselves, this is a benchmark of the sort of IT function within the organization.  So we sometimes talked about staff being ongoing operation staff versus Darlington refurbishment staff, and we sometimes differentiate the two.  We do that within the company, and perhaps even in this proceeding.

But when you're looking at the volume of IT services that are provided, those IT services were split between the regulated side, and that's what was used as part of this benchmarking; the unregulated piece was not.

But it’s not specific that anything related to refurbishment wouldn't have an impact on either the inputs dollars or the outputs -- in this case, user IDs.

MS. BLANCHARD:  When you're doing your IT end user metric, you put DRP staff in.  But when you're doing your HR to employees metric, you take them out?

MR. MAUTI:  Again, for HR, the definition of employees are regular full-time employees, because they would drive the cost within a human resources function, not the contractors you'd be bringing in.

MS. LONG:  Can I just clarify?  So the contractors working on the DRP refurbishment are all carrying a BlackBerry?

MR. MAUTI:  I can't say what kind of tool they might have.

MS. LONG:  Or some other device.

MR. MAUTI:  If they were using or need to access our system, such as our work management system where you keep all the drawings of the company of the stations and access to procedures.  If they need access to those things and you're a contractor, you would be given a LAN ID to be able to access those.

MS. LONG:  So would it be supervisors that would have LAN IDs or would it be generally, that's generally part of the on-boarding that you're a contractor at OPG working on Darlington, you're issued a device?  Is that -- I wouldn't think that everybody would have one.  I would --


MR. MAUTI:  No, no, and it --


MS. LONG:  -- think that some people would.  I

would --


MR. MAUTI:  -- keep going away from device, because it really is whether you need access to the system, whether it's through a laptop that you can use, whether it's a work station there.  If you as an employee through the function that you're being brought in to do need access to our systems, whether it's through your own BlackBerry or some other device, if you need access to be able to use those systems that we have within the company, then you'd be given a LAN ID, whether you have a BlackBerry or not.

MS. LONG:  Thank you.

MS. BLANCHARD:  Okay.  So just keeping my eye on the time, I want to ask a couple quick questions about your finance metric, and on page 17 you've got this taxonomy...

MS. LONG:  Is it page --


MS. BLANCHARD:  Oh, sorry, I'm on page -- it's page 7, I apologize.  I'm in the Hackett report, and the way they have got the numbers it's like a little line, but it's the next page of the Hackett report.  Here we go.  Yeah, thank you.  It's page 7.  I apologize.

So when you look at finance, my understanding is where it's greyed out it means that you are not including billing in that when you look at finance; is that correct?

MR. MAUTI:  Correct.  These would be the functions that were deemed not to be used as part of the benchmark.

MS. BLANCHARD:  Okay.  So when we say it's not used, does that mean it's not used for any of the peers or does it mean the other peers have billing in their finance benchmark and -- but you don't?

MR. MAUTI:  No, it would be excluded from both.  This is a determination that Hackett would do when looking at our functions to be able to provide an apples-to-apples comparison for benchmarking if it's something that they determined would skew the result, if it would not be appropriate to include, because there would be, for example, unique circumstances within one company or the other, they would determine not to include those to avoid distorting the information.

MS. BLANCHARD:  Okay.  So in terms of quartiles for a finance cost as a percentage of revenue, that's in the supplementary report that's at page 5 of my compendium.

MR. MAUTI:  Yes.

MS. BLANCHARD:  So the median at this point is 0.66 percent, correct?

MR. MAUTI:  Yes, it is.

MS. BLANCHARD:  And as of 2014 you were benchmarking in the third quartile at 0.75 percent?

MR. MAUTI:  Yes.

MS. BLANCHARD:  So Board Staff asked you to estimate over the five-year term for nuclear what you expected to do in terms of this metric.  That's at page 3 of my compendium.

MR. MAUTI:  Yes.

MS. BLANCHARD:  So it looks like you're projecting actually doing worse on this metric than you were in 2014.  Would you agree with that?

MR. MAUTI:  I'd say it's approximately the same, one year better, a couple years very slightly worse, but all within the same neighbourhood of approximately .76, yes.

MS. BLANCHARD:  Well, aren't they all worse except 2020?

MR. MAUTI:  A couple things maybe to bear in mind.  This was an estimate over the five-year period.  We did not do a full benchmarking for every one of these years, so I think it's probably a band of precision that you're looking at in this, but you probably can't take it to the second decimal point, but the other part is we haven't necessarily forecast what would happen to that peer median over that period of time either.  I think what this demonstrates is the finance costs are relatively stable over the period.

MS. BLANCHARD:  Well, taking that comment that they're relatively stable, assuming that the benchmark stayed at 0.66 percent, how much of a cost reduction from a revenue-requirement perspective would it take to get you to .66 percent in every year over the five-year term?

MR. MAUTI:  I probably can't do the math off my head here with that, and I think it's also important to try to understand what some of the other drivers might be between the median and being, you know, ten basis points above that, which is where we are.

MS. BLANCHARD:  So I think we -- I'm going to go to the drivers, and I -- but as a starting point is it possible to produce that information that I just asked for?  And if so, would you undertake to produce it over the five years?

MR. MAUTI:  I think mathematically it would be -- should be straightforward enough to do that, yes.

MR. SMITH:  We'll do that.

MS. BLANCHARD:  Thanks.

MR. MILLAR:  J20.3.
UNDERTAKING NO. J20.3:  TO PROVIDE THE REVENUE REQUIREMENT IMPACT OF FINANCE AT MEDIAN IN TEST PERIOD

MS. FRY:  Before you move on, can I just ask a question about the figures on this chart?  So are those just internal costs -- for example, HR cost per employee, is that just the cost of the internal HR function, or does that also include parts of the HR function that have been contracted out?

MR. MAUTI:  It would be the total cost, including anything contracted out.

MS. FRY:  Thank you.

MS. BLANCHARD:  Okay.  So I want to go next to the executive and corporate services metric.  And on page 6 of my compendium we're showing the quartiles.  So this first of all, just so I understand this chart, 2.21 percent is showing as the bottom of the fourth quartile.  So does that mean that 2.21 percent is the lowest or the, I guess, the highest cost peer in the peer group?

MR. MAUTI:  Yes, these quartiles are based on the 19 peer companies that were used to evaluate us against, yes.

MS. BLANCHARD:  Okay.  So number 19 in terms of this metric is at 2.21 percent?

MR. MAUTI:  Yes.

MS. BLANCHARD:  And OPG is at 2.75 percent for 2014?

MR. MAUTI:  Yes, the amount of our costs in the ECS category are higher than the fourth quartile, and I know our evidence goes into some discussion about explanations and drivers as to what's causing that.

MS. BLANCHARD:  Yeah, and I want to get there, and I want to give you your chance to tell me all about it.  But before I do that, I want to just take you back to this page 3.  You've done these estimates, and you've given me an undertaking to do the math in terms of calculating what it would take to get to the median in the finance metric.

Would you undertake to do the same thing for the ECS metric?

MR. COYNE:  Again, while I may not agree that that would be the approach to take mathematically, yes, we could do that.

MS. BLANCHARD:  Thank you.

MR. MILLAR:  J20.4.
UNDERTAKING NO. J20.4:  TO CALCULATE THE REVENUE REQUIREMENT IMPACT OF ECS AT MEDIAN IN TEST PERIOD.

MS. BLANCHARD:  So let's talk about these drivers, sir, because I know you're anxious to tell me about them.  And I intended to include in my compendium the full discussion of the drivers, which I believe are included at pages 14 through 16 of your pre-filed evidence, Exhibit F3, tab 1, schedule 1.  I have most of that in my compendium, but I inadvertently omitted page 16.  And I don't want to deny you any of your drivers.  So you may want to pull it up on the screen.

So first of all, I understand that one of the drivers that OPG is citing as a reason why you're -- I'm going to say underperforming on these metrics is that OPG is operating in a unionized environment, correct?

MR. MAUTI:  Yes, that was on page 16.  One of the drivers you had mentioned, yes.

MS. BLANCHARD:  And you'll agree with me that more than half of the peer group is unionized?

MR. MAUTI:  Yes, I believe one of the interrogatories referenced 11 of the 19 being unionized.

MS. BLANCHARD:  And another driver that you reference relates to nuclear requirements, agreed?

MR. MAUTI:  It's the impact on some of these functions as a result of operating in a nuclear environment we believe causes their need, and helps explain why they are above the median levels, yes.

MS. BLANCHARD:  Will you agree with me there are nuclear operators in the peer group?


MR. MAUTI:  I believe within the 19, there are five that can be considered nuclear operators.  I would also point out that of those five, you would have to look at what proportion of those operations are really driven by nuclear.  OPG is what I will call a heavily nuclear oriented company, in terms of its generation and its costs and its drivers.  I do not believe all the five included in this would have that same proportion of nuclear visibility in proportion to the other operations.

MS. BLANCHARD:  I think the reference is at page 9 of the benchmarking report.  I counted six at the bottom of the page, peer group nuclear operators: Emera, Ariva, Arizona Public Service, Constellation Energy,  Florida Power & Light, Public Service Energy Group.

MR. MAUTI:  One of those companies, Ariva, while they support and provide consulting services to the nuclear business, they don't actually operate a nuclear facility.

MS. BLANCHARD:  We don't know whether these six are in the top quartile or the bottom.  We don't know where they are, correct?  That's not something that Hackett would have told you?

MR. MAUTI:  The top or bottom quartile within this study?

MS. BLANCHARD:  Within any of the metrics.

MR. MAUTI:  Specific to this study?

MS. BLANCHARD:  Specific to this study.  I can't look at one of these metrics and say the nuclear operators are all at the bottom of the ECS metric?

MR. MAUTI:  No, we don't have that level of visibility by a specific company, no.

MS. BLANCHARD:  They could be at the top?

MR. MAUTI:  I don't want to speculate, but I believe they would have, whether they operate in the U.S. or not, some of the same impacts of operating in a nuclear environment in terms of some of those functions.  So not knowing, I don't want to speculate whether they're top or bottom.

But I think they have some of the same drivers that we have, in terms of the amount of time and effort they would need and their additional programs on the environment, health and safety front that I believe would distinguish them from other companies in this comparator group.

MS. BLANCHARD:  Okay.  Another -- I'm going to call it a problem area that the Hackett Group identifies is in your real estate function, correct?

At page 16 of the Hackett report, we get a bit of a breakout of how OPG's performance is derived in terms of that ECS metric, correct?

MR. MAUTI:  Correct.  These are groupings of the processes within the ECS, I think ordered by the most significant in terms of dollars to the least significant, yes.

MS. BLANCHARD:  These are the different functions that are getting us to that performance in the metric, if you add them all up.  And the first three, risk management, procurement and real estate, are the three functions where Hackett is identifying opportunities for improvement.  Is that correct?

MR. MAUTI:  I think in grouping any one of these process areas would identify areas to look at and to potentially consider reasons and rationales as to why the benchmark is showing what it has.  I don't think it's limited to just those three.  Those three happen to be the three largest in terms of dollar magnitude, though.

MS. BLANCHARD:  Do you agree these areas are areas where there could be some improvements?

MR. MAUTI:  I think all the areas within the corporate groups are areas that you can look at to continuously improve.

These are ones that the benchmark is showing the largest gap that I think would encourage management to look at, to understand why there's a gap, and then potentially to take actions if needed, or to conclude that the reasons why the results are -- as they are, are either justified, or there is a rationale behind them.

MS. BLANCHARD:  So real estate is one of these areas where there's a significant delta between what the peer group is doing and what OPG is doing, correct?

MR. MAUTI:  Yes, that is one that has a large disparity.

MS. BLANCHARD:  You've provided some drivers for that in your evidence, and one of them is that you have hydroelectric facilities all over the province, correct?

MR. MAUTI:  Correct.  If you look at the geographic disbursement in the province of Ontario, there's lots of facilities far-reaching and the geography they cover amongst them is probably more than a lot of the companies in the benchmark community, yes.

MS. BLANCHARD:  I don't want to get into the question of allocation at all.  I know other intervenors will deal with that at some length.

But in terms of how real estate costs are allocated, are those costs allocated disproportionately to the hydroelectric facilities?

MR. MAUTI:  I think for real estate, it's likely based on the footprint, the geographic footprint, the amount of space, the amount of leased facilities that exist between the nuclear and the hydroelectric business, and the ability to assign costs directly to where those facilities and those leases may be.

There's a lot within hydroelectric, given the dispersion.  But a lot of leased facilities we have within the nuclear side of the business as well.  Not all staff are resident at the two nuclear stations, given space limitations.  Especially at the Pickering site, there’s been a lot of leased facilities to house support functions and nuclear outside of the two core nuclear sites.

MS. BLANCHARD:  So when I look at your allocation, appreciate it's a complex process.  It’s been approved previously and people will ask you about it.

But generally, it looks like about 78 percent of total costs go to nuclear and the balance go to hydroelectric.  Is that ratio more or less consistent in the real estate line item, or is there any way that I can understand that, because I don't have any transparency into what's being allocated to hydroelectric because of the way that -- but I'm just interested whether, in terms of that real estate line item, we're looking at an allocation that is more or less consistent with the overall allocation.

If you look at your pre-filed evidence, there is an allocation to the nuclear business which is at table 7 in Exhibit F3, tab 1, schedule 1, so maybe that's where you're taking me, line 9.

MR. MAUTI:  Yes.

MS. BLANCHARD:  And I actually am going to have some questions for you about these real estate costs next.  But that line 9, I take it that's your real estate costs.

MR. MAUTI:  That would be the full real estate function within OPG.  There are other costs that are not similar to how we did the benchmarking for Hackett, for example.  There's a records administration group included in the real estate function, which is what you're showing in table 7, as opposed to the actual real estate costs that are being benchmarked in the Hackett study.

So it's not an easy comparator to go between an organization called real estate that includes those costs that were benchmarked, but also includes other costs that aren't part of that benchmark.

MS. BLANCHARD:  I don't think there is an easy way to get behind all this.  But where I'm going with the question is would it be fair to say the hydroelectric real estate costs are approximately a quarter of the real estate costs that are allocated to nuclear?

MR. MAUTI:  I don't want to speculate.  If you want, we can try to look quickly and hopefully, sometime after the break, we may be able to give you an answer on that.

MS. BLANCHARD:  Okay, that's fine.  I think I'm going to --


MS. LONG:  Just doing a time check.

MS. BLANCHARD:  Okay.  I have one more area I wanted to go to briefly.  I could ask someone else do it or I can. I'm in your hands.  It's one more line of questioning.

MS. LONG:  That's fine.

MS. BLANCHARD:  Okay.  I'm going to ask you now -- I had a couple of questions, and I think, Mr. Mauti, we touched on this briefly in a previous panel, but I did have a few questions about again on the real-estate costs relating partly to the sale of OPG's head office.  And I have reproduced in my compendium at page 38 one of the interrogatories that was asked about this issue.

I appreciate that the head office is not a regulated asset, but I do have some questions about the lease price or the lease costs that are being embedded in rates and the asset service fee.

So it's my understanding that the assumption in this application is that as of April 2016 the head office would be sold and OPG would then be responsible for leasing back its head office premises there, correct?

MR. MAUTI:  I believe the original assumption was April 2016.

MS. BLANCHARD:  2016, yes.  Okay.  And so that's what's baked into this application in terms of lease costs that you -- starting in April of 2016 you would be paying rent, correct?

MR. MAUTI:  Correct, for the 2017 to '21 period there is a lease cost in OM&A costs, yes.

MS. BLANCHARD:  Okay.  So am I correct that you didn't end up putting the building up for sale until October 2016?

MR. MAUTI:  Yes, through discussion with our shareholder the decision was made to delay putting the building up for sale, and it was put up for sale in October of 2016, yes.

MS. BLANCHARD:  Okay.  And you didn't sign an agreement until December 2016.

MR. MAUTI:  Correct, an agreement of purchase and sale was signed in December with a closing date of --


MS. BLANCHARD:  Monday.

MR. MAUTI:  -- three days ago, yes.

MS. BLANCHARD:  And it didn't close, correct?

MR. MAUTI:  I believe we got confirmation from our lawyers that it closed as of Wednesday, that all the required documentation had been sent and wire transfers made.

MR. YAUCH:  Yesterday?

MR. MAUTI:  Yesterday, yes.

MS. BLANCHARD:  Congratulations.

So if you're making these predictions about rent before April 2016, am I correct in thinking at that point you didn't even have lease terms?

MR. MAUTI:  Correct, there wasn't a specific negotiated deal that was in place.  We had estimated what the value of those lease payments would be, given our understanding of the marketplace and similar leases that we were managing within the building for other tenants.

MS. BLANCHARD:  And you've said that basically what you're doing is swapping out an asset service fee and replacing it with rent, correct?

MR. MAUTI:  At a high level, yes, that's what happens.

MS. BLANCHARD:  Okay.  So I'm looking at your real-estate costs, and I've got those at page 43 of my compendium.  These are the costs allocated to the nuclear, but I've got real-estate costs there, and I understand that there has been some questions about the incremental increase in real-estate costs.

Subject to check, would you agree with me that those add up over the five years to about 64 million?

MR. MAUTI:  I believe they're approximately 10 to 12 or 15 million higher each year, if it adds up to that total, I'll -- subject to check I'll take your word for that, yes.

MS. BLANCHARD:  Okay.  And you were asked in an IR what is the driver of this incremental cost, and one of the answers you gave is that now you're paying rent in your head office, correct?

MR. MAUTI:  Correct.

MS. BLANCHARD:  And I would expect to see a corresponding decline in the asset service fee, but will you agree with me there doesn't appear to be a corresponding -- I can't see one anyhow.  If you turn back one page to page 42.  And there is a bump there in 2015, but I believe that that was part of an interrogatory, and the answer was that that bump has to do with some IT costs.

So will you agree with me that there is no decline in the asset service fees?

MR. MAUTI:  What I can tell you is that the quantum that's related to 700 University would have actually reduced the asset service fee about seven-and-a-half million dollars.  What's replacing that is, I believe, on the IT side, other depreciation for IT projects and capital that's gone into service since then.  So you don't see a net change in the asset service fee, but it would have really been as a result of the asset service fee related to 700 University going away and being replaced by a different component into the asset service fee.

So the actual savings as a result of 700 University is about a 7 and a half million dollar reduction offset by about an 8 million dollar, 8.1 or 2 million dollar increase in lease fees.

So I had mentioned, I believe, at the technical conference about a less than a million dollar differential, and so that's the order of magnitude that we're talking about.

MS. BLANCHARD:  So is that what you did in order to estimate your rental costs when you did them a year before you had even put the project up?  You basically looked at your asset service fee and escalated it, and that's it?  Was that your process?

MR. MAUTI:  Not really, because I think asset service fee gets into the value of depreciation and a return basis on the asset as opposed to looking at what equivalent lease rents would be on our building and in the general area.  So I know we did not specifically just look at asset service fee and escalate it.  I think we tried to do an assessment of what we thought the lease rents would be for the square footage we were looking at to lease back.

MS. BLANCHARD:  So was that something you were keeping your eye on when you negotiated your lease, that, you know, you were going to be trying to keep it more or less consistent?

MR. MAUTI:  I think in negotiating you should try to keep it as low as possible regardless of what happens with the asset service fee, but knowing that it was relatively close to the asset service fee I think gave us a level of comfort that we weren't totally out of the realm of reasonable.

MS. BLANCHARD:  So did your actual rental costs that you negotiated end up tracking to what you budgeted more or less, or are you getting a great deal that we don't know about yet?

MR. MAUTI:  I think that we're very close.  I would have to go back and check exactly the assumption that we put into the '16 to '18 business plan and compare that to the deal that just closed to be able to say definitively whether it was exactly.  I doubt it was exactly to the dollar the same, but it was relatively close, I do believe, yes.

MS. BLANCHARD:  Okay.  Well, I would -- I would -- I don't think -- I don't expect you to produce the actual numbers if you can't do that, but I would be interested in having an undertaking to give me an order of magnitude of the delta between the two?

MR. MAUTI:  So the delta between what was assumed in the '16 to '18 business plan, which is the basis of the application, and what our actual negotiated lease rents are?

MS. BLANCHARD:  Correct.

MR. MAUTI:  Okay.  We can --


MR. SMITH:  Yes, we can --


MR. MILLAR:  J20.5.

MR. SMITH:  -- do that.
UNDERTAKING NO. J20.5:  TO PROVIDE AN ORDER OF MAGNITUDE OF THE DELTA BETWEEN WHAT WAS ASSUMED IN THE '16 TO '18 BUSINESS PLAN, WHICH IS THE BASIS OF THE APPLICATION, AND WHAT THE ACTUAL NEGOTIATED LEASE RENTS ARE.

MS. BLANCHARD:  Thank you for your indulgence, Panel.

MS. LONG:  Thank you, Ms. Blanchard.

We're going to take our morning break for 20 minutes.  Thank you.
--- Recess taken at 10:46 a.m.
--- On resuming at 11:14 a.m.
Preliminary Matters:


MS. LONG:  Mr. Walker, before we turn to you, there is an issue I would like to deal with.  We have come up with the schedule for submissions, argument-in-chief and intervenor submissions.  So I would like to tell everyone what that schedule is, so they can start writing.

We are assuming that the hearing is going to end on April 13, so we are setting a deadline for argument-in-chief by May the 3rd, Staff submissions May 19th, intervenors’ submissions May 29th, and reply submissions from the applicant on June 19th.

Any questions, concerns?

MR. SMITH:  No, thank you very much.

MS. LONG:  Thank you.  Mr. Walker?
Continued Cross-Examination by Ms. Blanchard:


MR. SMITH:  Sorry, Madam Chair, I believe Mr. Mauti has an answer to the last undertaking that was requested, and it would be great if we could get that dealt with.

MS. LONG:  Mr. Mauti?

MR. MAUTI:  I believe there was a question about the difference between the lease cost for 700 University that formed the basis of our application versus what was finally negotiated.

Just by way of context, we occupy about four and a half floors of roughly 22 or 23 floors of usable space at 700 University.  So we've been -- the landlord had been leasing out a substantial chunk of those facilities for several years.  So knowing that then and our gauge of what the market price would be, we had put into the business plan for '16 to '18 a 9.9-million-dollar assumption for total lease costs for the facility at 700 University.

The negotiated lease that we just finalized a couple of days ago has those annual costs about $10.1 million, so within one or two hundred thousand dollars.  Probably the amount that’s assigned to nuclear is about half that amount.

So while I said we weren't able to get it to the dollar, we were pretty close, within $100,000 on 10 million.

MS. LONG:  Thank you.  Mr. Walker?
Cross-Examination by Mr. Walker:


MR. WALKER:  Thank you, Madam Chair.

Good morning, panel.  Good morning, esteemed OPG members.  My name is Scott Walker, and I'm a senior consultant to OAPPA in this Board matter.

I’ve filed a compendium.  Mr. Millar, I wonder if I could have a reference number?

MR. MILLAR:  K20.2.
EXHIBIT NO. K20.2:  OAPPA CROSS-EXAMINATION COMPENDIUM FOR OPG PANEL 5B


MR. WALKER:  This cross is in reference to issue 9.1, the Bruce lease agreement, although there will be overlap with nuclear liability issues.

Can you please confirm that OPG actually owns the Bruce nuclear generating facility?

MS. LONG:  Mr. Walker, can I get you to adjust your mic, so we can hear you better?  Thank you.

MR. WALKER:  Shall I repeat the question?

MR. MAUTI:  I think you asked if OPG was the owner of the Bruce facility.  Yes, we are.

MR. WALKER:  OPG continues to pay property taxes on it, correct?

MR. MAUTI:  Yes, we do.

MR. WALKER:  OPG continues to incur annual depreciation expenses, correct?

MR. MAUTI:  For the assets that are in question, yes.  But those assets are largely related to the nuclear liabilities now.  But yes, we do.

MR. WALKER:  As experts in the field of corporate finance, would you not agree that one of the fundamental business tenets of leasing an asset that you own would be that you should generally earn more income from that asset than it costs to you maintain?

MR. MAUTI:  If the purpose of that lease was for commercial purposes, yes.

MR. WALKER:  Under what circumstances would OPG not adopt this type of business practice?

MR. MAUTI:  I think that in relation to the Bruce lease, the negotiation for that lease was in conjunction with Bruce Power also negotiating a refurbishment arrangement with the province of Ontario.

So both processes were working in unison, and we had involvement from the Ministry of Energy that were party to both of those arrangements to ensure the negotiated amounts were fair and reasonable, and met the requirements of the province as well.

MR. WALKER:  Thank you.  Could you please refer to page 8 of our compendium?  It’s from Exhibit G2, tab 2, schedule 1, table 1, and if you could just reference either lines 9 or 3; they are the same numbers.

I think we confirmed this in the technical conference, but subject to check, would you agree the net revenues over the test period sums to a ratepayer cost of $401 million?

MR. MAUTI:  That was the original amount per the original pre-filed evidence at G2-2-1, yes.

MR. WALKER:  Would you agree that these sums are material?

MR. MAUTI:  Yes, they are material.

MR. WALKER:  Would you also agree that the annual net revenue losses during the test period represents a significant departure from prior rate applications?

MR. MAUTI:  I think maybe it's appropriate to mention that there’s been several changes obviously to the position of the Bruce lease net revenues that was filed as part of
-- not only in the impact statement N1-1-1, but subsequently the re-filing of nuclear liabilities evidence at C1-2-2.

MR. KOGAN:  In 2008, there was a loss of about 200-plus million dollars on the Bruce lease.

MR. WALKER:  Thank you, Mr. Kogan.  I think as Ms. Blanchard sort of highlighted earlier, the basis for your ability to recover these costs fundamentally stems from regulation 53/05.  Is that correct?

MR. MAUTI:  I believe the determination in 53/05 was that the Bruce lease be treated as an unregulated business, and the amount of the net revenues calculated on a GAAP basis should form the adjustment to revenue requirement, yes.

MR. WALKER:  This same regulation was decreed by the provincial government, correct?

MR. MAUTI:  Can you repeat the question?

MR. WALKER:  The regulation was decreed by the provincial government, correct?

MR. MAUTI:  53/05?  Yes, it was.

MR. WALKER:  And by happy coincidence, the provincial government is also your shareholder, correct?

MR. MAUTI:  The Ministry of Energy is our shareholder, yes.

MR. WALKER:  Thank you.  If you could please refer to page 9 of our compendium; it’s also Exhibit G2, tab 2, schedule 1, page 4.  That's here for your possible reference.

I didn't necessarily need to point to any specifics, but section 3 highlights the major changes to the Bruce lease agreement.  So before I pick on any further of the negative ratepayer aspects of the Bruce lease agreement, I felt that in fairness, we should maybe consider some of the positive changes.  I know that sounds like a bit of a departure.

If I could, could I fairly categorize the following as being positive changes to that agreement -- and just a  straight-up yes or no will suffice as a response to these questions.  The ability to escalate the base rent by annual CPI; positive change?

MR. MAUTI:  Yes, that's a positive change from the original lease term, yes.

MR. WALKER:  The alignment of the used fuel rates be consistent with ONFA, positive in the longer term, if not so much during the test period; positive change?

MR. MAUTI:  This is one through the undertaking that we provided at the technical conference, there's a change in how we're going to calculate that.  As to whether that's positive or negative, that would depend on what would have been negotiated otherwise under the original lease term, which, as we explained in the undertaking, would have required a single reset for those fees not being able to change them as a result of future ONFA updates that would have required to us add a risk premium to those rates.

Since we never went down to those levels of negotiations, I think is a fair balance in terms of what would impact any future changes a result of ONFA, as opposed to taking the risk of being able to negotiate a sufficient enough risk premium.

Again, as to whether that span of 40 years results in a positive or negative, I can't speculate.

MR. WALKER:  Fair enough.  Thank you.  Are the used fuel rates also subject to CPI increases?

MR. MAUTI:  Yes, they are.

MR. WALKER:  I would suggest the elimination of the derivative agreement based on a partial payback when HOEP was below $30 is probably a pretty positive change in that agreement; fair?

MR. MAUTI:  Yes, it was, and I believe it results in a protection of ratepayers not having to pay back a portion of the supplemental rent to Bruce Power over the remaining initial term of the lease.

MR. WALKER:  So generally, pretty positive changes were made by the renegotiation of the agreement generally, correct?

MR. MAUTI:  I think you've identified some of the main drivers that were, at least in our mind, positive or at least management of risk going forward, yes.

MR. WALKER:  So fundamentally, the remaining detraction from this whole Bruce lease renegotiation stems from the extension of the term.  Is that a fair generalization?

MR. MAUTI:  That would be one significant impact of the calculation of the Bruce lease net cost, is the impact of that change, yes.

MR. WALKER:  Which is fundamentally what's behind the 401-million-dollar charge during the test period?

MR. MAUTI:  That is prime driver of that change, yes.

MR. WALKER:  Was OPG the principal negotiator of the agreement with Bruce Power?

MR. MAUTI:  It was us and Bruce Power with oversight by the province.

MR. WALKER:  Were any of OPG's Board members involved with the negotiation?

MR. MAUTI:  Directly involved, I believe not, no.

MR. WALKER:  Okay.  The Ministry of Energy was involved, you said, sir?

MR. MAUTI:  The Ministry of Energy had -- was having discussions again -- it was an issue that they were talking to Bruce Power about refurbishment.  They were also talking to us about the lease terms, and there was involvement of officials from the Ministry of Energy that we were both -- both ourselves and Bruce Power keeping up-to-date in terms of the negotiation, so, yes, they were involved.

MR. WALKER:  Thank you, sir.

I would like to unpack the 401 million in ratepayer costs a little bit.  Could you please turn to page 12 of our compendium?

MR. MAUTI:  Again, sir, you keep going back to the 401 million, but that is an out-of-date estimate.

MR. WALKER:  Ah, I'm sorry.  Mr. Mauti, could you please clarify the amount?

MR. MAUTI:  Well, there is Exhibit N1-1-1, which is the impact statement, Table 7, I believe it is, that provides an update as a result of the filing of the business plan and reflecting the preliminary impacts that we estimated from the ONFA reference plan update.  Just go to the very bottom of that table.  So these would replace the amounts that you're referencing from G2-2-1, the original pre-filed evidence.

MR. WALKER:  That's a significant improvement, is it not, sir?

MR. MAUTI:  Yes, it is.  And there would be subsequent changes as well as a result of the filing of the C2-1-1, C2-1-2 evidence, the update on nuclear liabilities, primarily driven from the approved contribution schedule from ONFA, as well as finalization with the year-end audited statements of the ARO adjustment and finalizing some of the impacts that were only known at the end of the year on things like discount rates, which go into the amounts that are charged to Bruce Power for waste that's produced going forward.

MR. KOGAN:  And those impacts as we have proposed would be subject to deferral and variance account treatment, for clarity, relative to the N1-1-1 impacts that are actually in our proposed updated revenue requirement.

MS. LONG:  So what is the new revised number?  Mr. Walker is quoting the 401, you have the N1-1 impact, and then the nuclear liabilities impact.  Can you tell the Panel what the new 401 is?

MR. MAUTI:  If you added all the changes up it's approximately a 90 million net cost to ratepayers as opposed to the original 401, and I believe in N1-1-1, if I added those numbers, they would be more than 90 million.  So it's down to about a 90 million over the five years.

MS. LONG:  Thank you.

MR. WALKER:  Thank you, Madam Chair.

MR. MAUTI:  Just a way of context, you know, with this application happening at the same time that the ONFA reference plan was being updated at the same time, this is the first year of operating with the new Bruce lease amendment.  There were three really big things in effect happening all concurrently, so that's why the numbers have jumped from the pre-filed evidence through even these last couple of months.  So it's made my life a nightmare in the last three months, but that's really what's happening as a result of doing this --


MR. WALKER:  Okay.  That's very helpful.  Thank you.

So not all of the 310-million-dollar difference has to do with the old blend-and-extend throw that debt obligation forward to future generations?  Am I correct in my interpretation of what you just told me, in terms of the ONFA values changing?

MR. MAUTI:  Sorry, when you say "throw the debt forward", what are you referencing?

MR. WALKER:  That -- sorry, I was referring more to the rate smoothing methodology, which might be a more appropriate question for the next panel.  However, there is a differential here of 300 million that you tried to explain to me is changes in rates to ONFA, but I also believe that some of that may be associated with -- and --


MR. MAUTI:  Our rate smoothing proposal has no impact on these numbers at all.

MR. WALKER:  Okay.  Thank you.  Okay.  Terrific.

I think I need to just understand a couple of different things about the ARO versus ARC, and I apologize, Madam Chair.  I might take a little bit longer --


MS. LONG:  That's fine.

MR. WALKER:  Okay.  Thank you.  So if I can get you to turn to page 12 of our compendium, starting at line 12.  Beginning in 2016:

"The net revenues are currently projected to be negative -- i.e., net costs -- and therefore increase the nuclear revenue requirement.  The forecast decrease in net revenues in 2016 to 2021 relative to 2015 excluding the impact of the derivative embedded in the Bruce lease agreement is primarily due to the impact on OPG's nuclear asset retirement obligation, ARO, and related asset retirement costs, ARC, of extending the EOL, being end of life."

Is that correct?

MR. MAUTI:  That's correct.

MR. WALKER:  Thank you.
"Dates of the Bruce units in line with the ARBPRIA agreement effective December 31st, 2015."

So I think I understand it, but could you please help me explain the difference between ARO and ARC.


MR. MAUTI:  When there is a change such as this change that extended the lives of the Bruce stations effectively out to the 2060 time frame, one of the impacts is you have to estimate the impact that would have in total on nuclear liabilities.

There's a variety of programs in nuclear liabilities.  The main ones that change as a result of an extension, you would look at the decommissioning estimate, and since that then pushes the end-of-life dates into the future that would have an impact on the ARO.  And the ARO is basically just the present value of what all your future obligations are to manage nuclear liabilities.

So decommissioning would be one big impact.  The second would be, the used fuel that's expected to be produced over the life of the facility is expected to increase.  I believe there's about, I think, one million more fuel bundles that arose out of extending Bruce, so you went from producing as a company four million fuel bundles to five million.  It's a substantial increase in those fuel bundles.

That actually has an impact on the fixed costs, the operations of the used fuel program, and that deep geologic repository over a long period of time.  So there are multiple things that change when you change an end-of-life date for a nuclear facility.

With this one related to the Bruce, you would have those two impacts make it a little more complicated.  Some of those programs deal with fixed costs, so the used fuel program has a large fixed-cost component to find a willing host community and to house a deep geologic repository to put nuclear fuel in.  There is one large cost associated with that to manage the entire program, actually, in Canada, not just for OPG.

You basically attribute those costs to the stations in proportion to the number of fuel bundles they generate.  So when you're expecting now the Bruce to last an extra 40 years, the amount of that fixed cost that's assigned and attributed to the Bruce goes up, and it goes up and comes down in relation to, say, Pickering and Darlington.

So you have as a result of this change the ARO that's associated with Bruce going up in this case over $2 billion, so it's a substantially increase of that ARO.  There's also reductions that happen at Pickering and Darlington.

So as a result of that ARO changing related to the Bruce, GAAP accounting and standard accounting for ARO is, you set up a liability and you set up an offsetting asset.  That asset is called ARC in our terminology that we use here.

So there is the value of that ARC that gets depreciated over the remaining life of the station, and it's treated like depreciation like most other components of property, plant, and equipment would.

So long story unfortunately short is you change the ARO, you tend to have an equal and offsetting increase in the ARC, and we do that both at a station level, as well as between prescribed and Bruce, and so we keep track of that differential amongst the stations.

MR. WALKER:  That's helpful.  Thank you.

So it's kind of like depreciation.  I think you said that, right?  The liability associated with that is, you bring it back to a present value and then you depreciate that over the next number of years?

MR. MAUTI:  Correct.  If you look at the revenue requirement, the biggest component of cost tends to be depreciation in both the prescribed and the Bruce methodology, yes.

MR. WALKER:  You referenced the two-billion-dollar increase and the liability associated with it.  Could we please turn to page 14 of our compendium?  That’s a new exhibit; it’s C2, tab 1, schedule 1, table 4.

This is the table that calculates the ARO adjustment, is that correct?

MR. MAUTI:  It assigns that net ARO adjustment we put into our financial statements at the very bottom right, that 2.33 billion, and attributes that both to the stations across the top and to the various programs I was talking about down the side.

MR. WALKER:  You see that highlighted $2.75 billion there under line 7, column G?

MR. MAUTI:  Bruce facilities, yes.

MR. WALKER:  And I look under -- the other highlighted item relates to Darlington C, line 7, there’s actually an improvement there, or a decrease of $335 million.

I was a little challenged when I saw those numbers because both -- during the test period, both Darlington is experiencing an end of life extension as is Pickering -- excuse me, as is the Bruce nuclear facility; both are extending their lives by comparable periods.

The accretion expenses and the ARO expenses associated with Bruce go up; Darlington's go down.  I don't understand that.

Can you, in a real simplified way, explain why there is a three-million-dollar differential?

MR. MAUTI:  Sure.  I think the main point to get across is that the extension of Darlington, and the assumed impact of the asset retirement obligation as a result of Darlington, was actually put through in the 2010 period.

So you would have seen a similar table which would have had Darlington net ARO increase materially in 2010, and there would have been reductions amongst the other facilities.  This change here at the end of 2015 is really reflecting the extension of the Bruce facilities.

So as we made different -- or as we made our refurbishment decision and booked that in the 2010 adjustment, the Bruce extension for refurbishment was not assumed and booked until 2015.  So in the 2015 year, this is again trying to redistribute for those large central fixed costs I talked about, and the sharing of them.  This actually in effect draws more toward the Bruce and away from the other stations.

MR. WALKER:  I'm sorry.  Did you just say you accounted for the extension of Darlington in 2010, before you actually had approval to extend it?

MR. MAUTI:  Yes.  For financial accounting purposes, it was a facility that we had landed on for refurbishment and felt confident to be able to extend the date for the property, plant and equipment related to Darlington, as well as the asset retirement obligation associated with that, which I believe was discussed thoroughly in EB-2010 case.

MR. WALKER:  Okay, that explains it, thank you.  Can I ask you to turn to page 13 of our compendium?  That’s  Exhibit C2, tab 1.  I apologize to anybody that has a black and white version of this that I handed out this morning.  I lost my admin support about six o'clock last night.

Am I correct in my assessment that this table captures all of the Bruce lease ARCs as attributable to this test period?  Or has it been fundamentally changed by the N1 filing?

MR. MAUTI:  Yes, this is what we call a roll of the asset retirement obligation and asset retirement cost table.  As a result of the N1 update, as well as the subsequent contribution schedule update, this table would have changed as well.

MR. WALKER:  It would.  Do you have a number -- do you see that number I've circled at the bottom there, $3.84 billion?

MR. MAUTI:  Yes.

MR. WALKER:  Any idea what it's changed to?

MR. MAUTI:  I memorized a lot of numbers, but I don't think I memorized that one.  I would have to go back and try and find the impact of that.

MR. KOGAN:  What we have, Mr. Walker, is the numbers from the N1.  So just by reference, Exhibit N1, tab 1, schedule 1, table 4 does update this number.

But what we don't have on record is a corresponding number -- the most recent number, which is the updated C2 filing which corresponds to the 90 million.  That is not on record, because those things were proposing to flow through the D&V account.  So to make matters more complex, that’s the flow of it.

MR. WALKER:  I'm not sure whether to ask for an undertaking to have this number updated or not.

MR. MAUTI:  We can give you the number from the N111.  The equivalent average asset retirement cost would be 2 billion 690.5.

MR. WALKER:  Thank you.  A clarification point; can I take you back to page 16 of our compendium?  Do you see here where the net book value of Bruce is $3.8 billion as of the end of the test period?

MR. KOGAN:  Yes.

MR. WALKER:  Has that is that changed materially as a consequence of your N1 filing?

MR. KOGAN:  Yes, it would change similarly in the magnitude to the other delta that you just discussed with Mr. Mauti.

MR. WALKER:  Could I ask you what that number is?

MR. KOGAN:  I don't have that exact number.  But to help you understand how these numbers flow, using your compendium, the 3794.9 at page 16 subsumes the number at your page 15, line 23, column I, which is the closing balance, as opposed to the average on the following line you referred to earlier for the ARC.

So you can see that they are very close.  There is a very small amount that's non-ARC costs that are still left that would be depreciating.  So the equivalent to the 3789.7, the closing 2021 balance on your page 15, per the N1 would be 2656 -- and that's again N1-1-1, table 4, line 22, column E.

MR. WALKER:  Thank you, sir, that's very helpful.

So we're dealing with -- sorry.  So am I correct, looking at the N values as of the end of the test period in 2021, that the average ARC cost, or the costs of ARC now as restated, are 2.69 billion, but the net book value of the asset is 2.656, so actually less than the cost associated with the asset?

MR. KOGAN:  No, that's not -- let me just try to again.  The average value you're referring to is simply the average of the same type of numbers, of which the closing value is 2656.  So if you look at even at your table on page 15, line 24 is the average of lines 18 and 23.

I quoted you the closing figure, and I think you're trying to compare to an average figure.  And that's why the numbers may seem like they're not jiving, but if you look carefully at those exhibits, I promise you they do.

MR. WALKER:  Thank you.  But just more generally, is the cost equal to the asset value?  That's the basic comparator I'm trying to draw here.

MR. MAUTI:  Except for probably a five-million-dollar differential, virtually all of the Bruce net book value is ARC, yes.

MR. WALKER:  So this asset is exactly equivalent to its cost as of the end of the test period?

MR. MAUTI:  Virtually identical, except for that small Difference, yes.

MR. WALKER:  As financial experts, what does that tell you?  You have an asset that's equivalent to its cost.  What does that tell you about the value of that asset?  What would you do with it?

MR. MAUTI:  I'm not sure what to make of the question.  It's an accounting based number of what the present value of the future obligations are related to managing waste.

MR. WALKER:  I'm thinking more, you're talking to Mr. Lyash about this asset that you have, and, you know, it's
-- the cost is equivalent to its value as of the end of the test period.  What's the viability of that asset, its profitability, its effect on ROI, something to that effect?  What would you advise your CEO?

MR. MAUTI:  I don't believe the existence of the Bruce asset is viewed as a core business of OPG to try to earn a return on, if that's what you're trying to get at.  We understand that we are leasing this facility.  We have the obligation related to waste management decommissioning associated with it, but in effect we are leasing it to Bruce Power, and Bruce Power will be extracting any value from the facility as part of the arrangement they've made with the province.

MR. WALKER:  Right.  At a cost of $90 million to the ratepayer over the test period.  Why does OPG not dispose of this asset?

MR. MAUTI:  By "dispose" you would mean sell it to someone?

MR. WALKER:  Yes.

MR. MAUTI:  Not sure who you would sell it to, since it's only Bruce Power that's extracting the value from this and back to its original negotiation in the early 2000s, the risks, the obligations related to liabilities are explicitly something that they do not want as part of this lease.  It's not incorporated as part of the lease.  It's an obligation that remains on OPG.  I'm not sure if there would be, in your words, any willing buyer for this asset.

MR. WALKER:  Perhaps the existing leaseholder, by way of example.  Dispose of the asset, potentially make some money, renegotiate the AROs so that they're paying their fair share, and eliminate this ratepayer cost.

MR. MAUTI:  Well, I think as a policy decision the province has made, we are operating the lease as it was intended and as was originally negotiated.  I don't believe that's really up for any kind of negotiation with the province and our shareholder.

MR. KOGAN:  Mr. Walker, you keep referring to there being a cost, but just for clarity, we had a few interrogatories before, including from OAPPA, where we have emphasized that really it's very difficult for to us make predictions about what the sort of ultimate numbers will be, whether it be, you know, five years from now or ten years from now.  There's a lot of uncertainty and a lot of factors that are impacting that bottom line, positive or negative, including performance of segregated funds, future changes to liabilities, and other elements that are outlined in our interrogatories.  So just for context.

MR. WALKER:  I appreciate that, thank you.

I'm going to end my questions there.

MS. LONG:  Thank you, Mr. Walker.

I turn to Mr. McLeod now.
Cross-Examination by Mr. McLeod:

MR. McLEOD:  Thank you, Madam Chair.  Good morning, panel.  My name is Michael McLeod, and I'm the representative for the Quinte Manufacturers Association.  We're not going leave Bruce just yet, because I do have a couple things, but they're high-level, fairly easy, I think, to deal with.

Over the past few days we've heard interesting testimony about risk, government, on utility, on other utilities, on other governments, and one of the things that comes up here, and I'll follow on what Mr. Scott -- or Mr. Walker was pointing at in Bruce, and it comes back to -- and I have -- if we can just pull up Exhibit N1, tab 1, Schedule 1 just for a second, and on page 14 -- I'm just using this simply as an example.  It could be any other kind of example, but here it talks about the used fuel program cost.  "Estimates reflect" -- and I'm just reading off the first part of the paragraph here -- "reflect a proposed new, more cost-effective container design engineer barrier."

The only reason I'm bringing this up is when we're looking at Bruce and into the future and what happens to it and the thought of the geologic disposal area or storage area being Bruce or in Kincardine somewhere, these kinds of things sort of pop up all the time.  There's always something else.

So two things arise.  One -- and you may not be able to answer this -- is this something that CNSC triggers to look at, or is this something that develops out of OPG looking after this?  What I'm trying to get at is, is it a cost that CNSC says, look, you guys have to start looking after used fuel into the future, and so we need to be on top of this, therefore there is going to be cost driven?  Is that triggered there or is it done in-house?  No, this is part of our normal sort of how we sort after ourselves?

MR. MAUTI:  A couple of points.  In 2002 the federal government passed the Nuclear Fuel Waste Act.  And it required that the producers of high-level nuclear waste used fuel get together and collectively try to come up with one solution on behalf of all of Canada.  It triggered the creation of the Nuclear Waste Management Organization, a federally incorporated entity that has as its members the waste producers -- nuclear waste producers, basically, OPG, Hydro Quebec, and New Brunswick Power.

And as part of its strategy, it met the requirements of the Nuclear Fuel Waste Act and came up with a strategy for long-term management of used fuel and ultimate disposal in a deep geologic repository which was approved by the federal government, and we've been operating that nuclear waste management organization for these past 15 years with that end in mind.

As part of the operation of that organization, deals with the -- conceptually how to deal and manage used fuel.  It's -- again, it's at a conceptual phase.  They're going through their siting process right now.  And the reason for the change in the ARO that we referenced in our evidence, the -- was one of the technical advancements they made.  They had originally used a used fuel technology that was based on European design.  Through a substantial number of years and work and effort with the support of the CNSC and its endorsements, they've come up with a plan to use a different container to basically house the used fuel.

So they've gone through that process.  It's part of an ongoing evolution.  We talk about every five years updating our ONFA reference plan, but for used fuel it's being driven by the federal organization that's looking at both the housing of it in terms of the technology, as well as the siting and the societal aspects, trying to find a willing host community with a good geologic background to be able to house this facility.

So it's a combination of things.  OPG obviously is a large proponent of the NWMO.  We produce about 90 percent of the used fuel in the country, so obviously we have a vested interest to come up with an answer for this and a long-term solution for it, so obviously we would like to try to maintain those costs as reasonable as possible, and as technology evolves and every five years passes there is more information that's known, and in this case there was the ability to reduce what those long-term estimates are based on the work that they were doing.

MR. McLEOD:  The costs that are incurred -- so I suppose if I just -- I take it -- you're right in your evidence at 90 percent.  Are those -- the design work for this, is that all part of the DRP process?  Is it included in that or is it separate from that, and where would that be captured?

MR. MAUTI:  In terms of used fuel, the DRP process, there really isn't an intersect, other than the fact that with an extension of Darlington they will produce more used fuel into the future.  That goes into the estimates in terms of the size of a repository, the length of time it would have to operate, so whether it's Darlington or Bruce's extension, they all go into play in terms of telling the NWMO, here is the size of the repository you have to now construct and build.  The fact that you have more fuel coming from the reactors doesn't necessarily change the technology they're looking at.  It changes the number of bundles.  But the basics of how to handle that used fuel would be the same regardless of whether you extend at Darlington or not.  But they would then get charged an amount based on the amount of expected life-cycle bundles they would produce again in relation to the other stations.

MR. McLEOD:  Would any of those costs fall into CRVA?

MR. MAUTI:  No, they would not.

MR. McLEOD:  So it would all be OM&A?

MR. MAUTI:  It would all be art of the nuclear waste and the liabilities program and the estimates that are part of our ONFA update that happens every five years.

MR. McLEOD:  Okay.  Thank you.  Helps clarify that.

If I can get you on the same -- in the same exhibit, just over -- and this is -- and I kind of touched on it a little bit -- about CNSC requirements.  I just want to look at the fitness for duty for staff, the CNSC requirement.

So every once in a while -- I'm assuming when we went through the evidence here that the CNSC will come up with safety issues -- or not issues, safety concerns that they want the nuclear industry to address, and I assume in this case OPG is one of the companies that it supplies to, as it says in the evidence here.

How often -- you might not be able to answer this one either, but it just seems to come up, and it came up in the evidence a few times, CNSC.

How often do -- does that regulator trigger this type  of improvement, I’ll say, in terms of safety and things like that that you would run into as a nuclear -- I don't know; I don’t have a clue.

But obviously they are, in my view, the safety and science regulator versus the Energy Board here, being the  economic regulator, how many times does that get triggered so we have to look at it from our side here?  I'm not sure that was all that clear.

MR. FRALICK:  I couldn't say with precision the frequency with which they would enact something that would have a material financial impact.  But I can say that our application obviously reflects all of the obligations that we currently have, and the forecast of which we expect for the five years.

So that's where the fitness for duty comes up.  That's a new requirement we're aware of today.  By nature of the application and a five-year custom IR work, we're not seeking -- you know, there is no opener for us to come back and ask for more money down the line.

So we've reflected what we expect the cost to be for this next five years and if things change, things change.

MR. McLEOD:  I think that was our concern, what happens.  For us, $41 million is a lot of money, so we look at that.  In terms of the scheme of the entire DRP, not so much so.  So just getting a sense of where that is so we’re aware of it is helpful.

And one other question I want to ask is related to this.  From OPG's side, and maybe it comes back to the organization -- well, maybe not.  Maybe it comes back truly to CNSC.  Is there a greater interaction with the CNSC and OPG simply because of safety and science than we might expect in dealing with the energy regulator?

I'm not sure I've got this clear.  But in my mind, I'm thinking there's more active engagement with that regulator, simply because it's a nuclear business as opposed to us looking at it from the economic side.

MS. LONG:  When you say energy regulator, do you mean the Ontario Energy Board?

MR. McLEOD:  No, sorry, I mean CNSC -- oh, sorry.  Yes, I do mean the Energy Board.  Sorry.

MR. FRALICK:  At a practical level, the engagement is ongoing and continuous.  In fact, we have CNSC staff embedded that work at each of our generating stations.  They're involved in meetings on a day-to-day basis.  There is a large contingent of CNSC staff that work in Ottawa that are dedicated to OPG.

So we do have ongoing, regular in-depth engagement with the CNSC, which is certainly a contrast to the OEB.

MR. McLEOD:  Excellent.  Thank you.  Thank you, Madam Chair, for clarifying my question for me.  Those are my questions.

MS. LONG:  Thank you very much.  Mr. Buonaguro?

MR. BUONAGURO:  Thank you.  Perhaps I can ask when the Board intends to break today for lunch.

MS. LONG:  We have a hard stop today at 12:45.
Cross-Examination by Mr. Buonaguro:


MR. BUONAGURO:  Good afternoon, panel.  My name is Michael Buonaguro, counsel for the Consumers' Council of Canada, and I have some questions.

I'll start by admitting that I finally caved and created a compendium called Consumers Council of Canada compendium, witness panel 5B.  I believe that needs --


MS. LONG:  I think that's K20.3.
EXHIBIT NO. K20.3:  CCC CROSS-EXAMINATION COMPENDIUM FOR OPG PANEL 5B


MR. BUONAGURO:  Thank you.  So that's where we will be referring, I think, for most of my cross-examination.

You will see in that book that the first entry is a page from Exhibit H1, tab 1, schedule 2, which is the recently filed evidence on, I guess, the interaction between the CRVA and the hydroelectric incentive mechanism.  Do you see that?

MR. FRALICK:  I see that.

MR. BUONAGURO:  And if I'm not mistaken, this has never been referred to in testimony yet and it's brand new.  There’s no interrogatories on this evidence, correct?

MR. FRALICK:  That's correct.

MR. BUONAGURO:  So I thought maybe I would give you the opportunity to briefly summarize what the evidence is intended to do.

MR. FRALICK:  The evidence -- well, actually it's explained at the top of the exhibit.  It’s on page 1 of 9, the purpose.  There's three things that this updated supplementary evidence is intended to accomplish.  Item 1 listed at line 10 there is -- this is at the request of Member Long to provide further information on the sustaining capital and CRVA eligible revenue requirements underpinning the current hydroelectric paint amounts.

Secondly, it’s a description of OPG's proposal for determining variances to be recorded to the CRVA during the 2017 to 2021 IR period, including the process by which those amounts would be recorded.

And thirdly, an illustrative example showing how entries would be made to the CRVA for hypothetical CRVA-eligible projects during the 17 to 21 term, and how OPG would avoid double counting relative to funding and hydroelectric payment amounts during the term.

MR. BUONAGURO:  Thank you.  I'm going to take you to page 2, which is page 1 of the compendium, starting at section 3, the mechanics of determining recording amounts to the CRVA.  And in that first paragraph between lines 15 to 23, you summarize the operation of the CRVA, correct?

MR. FRALICK:  Yes.

MR. BUONAGURO:  And I’d point specifically to what it says in terms of what it's recording.  Starting at line 18, it says:

"CRVA would continue to record the revenue requirement variance between (a) the forecast capital and non-capital costs and firm financial commitments …," and so on forth, and then (b), "the variance relative to such actual prudent capital and non-capital costs and firm financial commitments."

And I'm reading that out to you because I think it's fair to say that the entire exhibit speaks specifically to capital costs, correct?

MR. FRALICK:  The CRVA -- yes, it does speak to capital costs.  While the regulation is not specific, or does not limit OM&A, generally speaking OM&A would form a very small portion of any hydroelectric-related CRVA project.

MR. BUONAGURO:  Thank you.  You may have noticed in my compendium I've listed two examples on the nuclear side, where specific evidence was provided on OM&A related to, in the first instance, the Darlington refurbishment.  So that's page 5 of the compendium, which is Exhibit F2, tab 7, schedule 1, table 1.  And the following page 6 shows OM&A for the proposed Pickering extended operations OM&A.

My understanding is that on the nuclear side, these types of costs would be captured -- sorry, variations in these costs would be captured in the CRVA relative to what's in base rates?

MR. FRALICK:  That's correct, yes.

MR. BUONAGURO:  I think you partly answered the question; perhaps I’ll go back to it.  I notice that OM&A wasn't mentioned in the new Exhibit H, and I think you're saying that's because there's no refurbishment OM&A in the hydroelectric side.

MR. FRALICK:  There's very minimal removal cost that would be associated with these capital projects.  It would be classified as OM&A, but the vast majority is capital.


MR. BUONAGURO:  Over the page, I've highlighted at page 3 of the exhibit, page 2 of the compendium at line 19.  It says:
"During the hearing of this application, OPG identified an amount of approximately $2 million as the total hydroelectric CRVA related revenue requirement for 2014-15 in-service additions."

Did you look at what level of OM&A was embedded in those two years for refurbishment?

MS. ARSENEAU:  So that $2 million covers the revenue requirement embedded in the EB-2013 payment amounts.  I don't believe there's an OM&A component, but I can confirm that.

MR. BUONAGURO:  It sounds like you assumed there wasn’t, and that that wasn't the focus of this exhibit.

MS. ARSENEAU:  So I don't believe that there is an actual OM&A component embedded in the EB-2013 rates, so I believe the answer is zero.

MR. BUONAGURO:  Right.  Is that -- should I take an undertaking for you to confirm that?

MS. ARSENEAU:  Sure.

MR. BUONAGURO:  Okay.

MR. SMITH:  We can confirm that.

MR. MILLAR:  J20.6.
UNDERTAKING NO. J20.6:  TO CONFIRM WHETHER THERE IS AN OM&A COMPONENT EMBEDDED IN THE EB-2013 RATES


MR. BUONAGURO:  For purposes of talking about this, we're assuming that (a) there is no OM&A embedded in the base rates for refurbishment that would qualify for CRVA treatment?

MR. FRALICK:  For all intents and purposes, yes.

MR. BUONAGURO:  Thank you.  You'll see at the -- between pages 2 and 3 of the exhibit, I've highlighted the two components of what you're proposing to track.  Component 1 at line 28, credit entries for OEB-approved amounts, and then part 2, debit entries for OPG actual incurred costs.

So my understanding is that in each year of the IRM, in each year of the rates going forward, there's going to be an initial credit entry which reflects the embedded capital costs relating to refurbishments, correct?

MS. ARSENEAU:  Yes, the amounts that are embedded in the existing payment amounts.

MR. BUONAGURO:  And it probably mentions this, but I'll confirm it here.  Does that amount change over time?

MS. ARSENEAU:  No, it does not.

MR. BUONAGURO:  So it's not affected by escalation?

MS. ARSENEAU:  No, it is not.

MR. BUONAGURO:  And can you explain to me why that is?

MS. ARSENEAU:  As we discussed in our initial evidence, OPG is not proposed to escalate any of the reference amounts for the hydroelectric variance accounts.  And so that is -- I will look up the reference, but it's -- that discussion has to do with the fact that under an IRM formula costs are decoupled from rates, so we don't believe it would be appropriate to escalate reference amounts due to that decoupling.

MR. BUONAGURO:  But you would agree that, for example -- well, first of all, the threshold that you're proposing for the credit, I believe it's .9 million; is that correct?

MR. FRALICK:  That's correct.

MR. BUONAGURO:  .9 million, and you would agree that that .9 million, to the extent that it's embedded in base rates, is a base upon which you're going to escalate your rates, right?

MR. FRALICK:  Our total rate will escalate at the I minus X, yes, and everything in it.

MR. BUONAGURO:  Including the .9?

MR. FRALICK:  Well, no, I think what we're saying is that an IRM doesn't subdivide each component and imply that you're escalating every sub-element of your costs.  I think the IRM sets a price cap that we have to live within in its totality, and some costs will increase at a greater rate than the I minus X and some costs won't.

MR. BUONAGURO:  Let me ask you this.  If the .9 was 2 million, rates would escalate more each year, correct?

MR. FRALICK:  Not necessarily.  If the total --


MR. BUONAGURO:  If everything else was equal.

MR. FRALICK:  -- if the total capital was the same.

MR. BUONAGURO:  But if everything else is equal, rates would go up higher if the embedded amount was higher.

MR. FRALICK:  If our rate was higher?

MR. BUONAGURO:  The amount that rates would escalate each year would be higher if, all things else being equal, you changed the .9 and it turned out to be two or three on top of the existing rates.

MR. FRALICK:  Just, I want to understand what you're saying.  So it's if our actual rate of $41 was a little bit higher because it was built up from an approved amount that --


MR. BUONAGURO:  A higher --


MR. FRALICK:  -- included a higher amount of capital?

MR. BUONAGURO:  Right.

MR. FRALICK:  Then that new higher total rate would be subject to the I minus X, yes.

MR. BUONAGURO:  Right.  Okay.  I think we agree.

Looking at the one and two of these two pages, my understanding is that you would put in the credit in the account and then the debit entries would simply be whatever actual refurbishment in-service amounts were put into place in the year?

MS. ARSENEAU:  The revenue requirement of those, yes.

MR. BUONAGURO:  Sorry, the revenue requirement.  Thank you.

And if the amount of the debit is higher than the amount of the credit, then that's when you would seek CRVA relief, potentially?

MR. FRALICK:  Not necessarily.  I think that's when the balance in the CRVA account would be a debit in totality.  But then, as we've explained in our H1-1-2, through the course of the term we would have to assess the overall capital spend relative to the implied amount of capital that is funded by the IRM, which we've outlined is the depreciation amount, and we would look at it on a total basis and see whether or not when we add it all up whether our total spend exceeded the depreciation amount, and if it did exceed it, the extent to which it did would then be eligible for clearance.

MR. BUONAGURO:  All right.  Thank you.

Before we get to that part I want to confirm one thing.  If in a particular year the debit amount is less than the credit amount and there's a net credit, is it my understanding is that that credit would move forward in the account; is that right?

MS. ARSENEAU:  Sorry, can you rephrase your question?

MR. BUONAGURO:  If in a particular year the debit is less than the credit --


MS. ARSENEAU:  So there's a net credit balance in the account?  Yeah.

MR. BUONAGURO:  Yes, that net balance would move forward.  It doesn't disappear at the end of the year.

MS. ARSENEAU:  That's correct.

MR. BUONAGURO:  Thank you.  Now, moving along to the next part -- sorry, page 4 of the compendium, which is Exhibit H1, tab 1, schedule 2, page 8.  This is scenario 2, and I think this is meant to illustrate the second part of what I think you were just telling me about in terms of comparing the -- what happened on the sustaining capital side before determining what's actually CRVA-eligible, right?

MR. FRALICK:  That's correct, yes.

MR. BUONAGURO:  Thank you.  Now -- and just picking up on the scenario I just put forward, if we look at 2017, for example, and in this example, if we eliminated all the green at the top, and the green at the bottom was actually -- didn't hit the threshold, and that would be the net credit that we were just talking about, right?

MS. ARSENEAU:  Sorry, so I think you're asking, and let me clarify, that if the green that's below the red line wasn't there, so now the green that's above the red line has moved down?  Sorry.

MR. BUONAGURO:  Start at the top.

MS. ARSENEAU:  Yes.

MR. BUONAGURO:  It's going to look great on the transcript, by the way.

MS. ARSENEAU:  Yeah, I know.

MR. BUONAGURO:  So you have CRVA recovery that's above the sustaining.  So the blue is the sustaining, correct?

MS. ARSENEAU:  Correct.

MR. BUONAGURO:  And you have all the CRVA recovery above the blue, which is potentially -- you're potentially looking for recovery based on where there's a threshold.  If all the green above sustaining is gone, it didn't happen, okay?

MS. ARSENEAU:  So there's no CRVA-eligible spend at all?

MR. BUONAGURO:  Right.  Right.

MS. ARSENEAU:  Okay.  Yeah.

MR. BUONAGURO:  And if we look at the green that's below the, what's called the EB-2013 CRVA in-service capital additions threshold line, if that actually doesn't meet that line and there is a net credit, okay, the difference is carried over and what happens in effect is that that threshold in the next year goes up, right?

MR. FRALICK:  So just so I'm clear with I think what you're saying is that if we did not spend -- if we did not do any CRVA projects, so the green above the blue is gone, would we still then credit back to ratepayers the total of 4.7 million?

MR. BUONAGURO:  That's a more extreme example than I was suggesting, but it makes the same point --


MR. FRALICK:  Just for simplicity --


MR. BUONAGURO:  -- yeah, so if there was no -- if there was no --


MR. FRALICK:  We didn't do any CRVA projects, yes, we would be crediting back the 4.7 million, yes.

MR. BUONAGURO:  And then so if you go -- if that happened in 2017, in 2018 the threshold at the bottom, the dotted line that's not red, would actually go up?

MR. FRALICK:  Sorry --


MR. BUONAGURO:  To account for that increased amount available to accommodate for refurbishment?

MS. ARSENEAU:  No, it wouldn't go up.  That's the threshold each year, so customers would be eligible for that credit back in 2017 and then again in 2018, but the credit doesn't all of a sudden become twice that amount for 2018.

MR. BUONAGURO:  I think we may be arguing semantics.  That unspent amount in the '17 is available to offset overspending in 2018.

MS. ARSENEAU:  Yes, that's correct.

MR. BUONAGURO:  Right.  And let's say that happened, then in 2019 it goes back down to whatever the base amount is.

MS. ARSENEAU:  Okay.

MR. BUONAGURO:  I think we're understanding --


MS. ARSENEAU:  I think so.

MR. BUONAGURO:  -- I think I understand.  Okay.  Thank you.

Now, so the second part of it, though, is that in your example in each year the CRVA recovery amount is well above that base threshold, the black dotted-line threshold, to the point where you've added to the top of the sustaining, so now you have to look at the sustaining capital to see if there is eligibility, correct?

MS. ARSENEAU:  Yes.

MR. BUONAGURO:  And in these examples there is a gap where the sustaining capital is underneath the in-service capital additions embedded in payment amounts.  So in effect, there is an amount of CRVA eligible spending which is funded by base rates, even though those base rates weren't originally intended for refurbishment spending.  And then there is an amount above the red line which you're now seeking CRVA recovery for, correct?

MR. FRALICK:  Yes.

MR. BUONAGURO:  So it just describes that that does?

MS. ARSENEAU:  Yes.

MR. BUONAGURO:  Okay.  There is an example here that isn't in either scenario, I believe.  Again, if you were to eliminate the green CRVA recovery spending above the blue
-- so we can leave the bottom one -- you can say you used up your CRVA threshold that’s related to the .9 we've been talking about, and there's a gap between the sustaining capital that was actually spent in the year and the red line.  Does that carry forward?  Does that room carry forward year to year in the event that your sustaining actual capital is less than what's embedded in rates?

MS. ARSENEAU:  I think your question is whether we'll be evaluating the CRVA recovery on a net basis at the end of the five-year term, based on the spend over the five years?

MR. BUONAGURO:  I think that would be the effect of what I'm saying.

MS. ARSENEAU:  The answer is yes.  So we'll look at the pool of spend over the five years, and then evaluate whether there is eligibility for recovery.

MR. BUONAGURO:  So to the extent that you're sustaining spending is habitually or materially lower than what's embedded in rates, that creates room to absorb CRVA eligible spending?

MS. ARSENEAU:  Yes.

MR. BUONAGURO:  Okay, that makes it easy.  Thank you very much.

Now I'm going to go back a page in the compendium, and this is page four of the exhibit, and read the two paragraphs I've highlighted.  So this is lines 15 to 25 and it says:

"However, while O. Reg. 53/05 requires that OPG recover prudently incurred costs associated with CRVA-eligible projects, it does not permit OPG to recover those costs once in base payment amounts and again through the disposition of deferral and variance accounts.  In that context, OPG acknowledges that they would only be appropriate to recover any balance in the CRVA if it can demonstrate the costs of the projects recorded in the account have not been funded through base payment amounts during the 2017-2021 period.  Therefore, in OPG's submission, it would only be necessary for the OEB to allow recovery of CRVA balances, if OPG's total prudent capital spending in the 2017 to 2021 period, i.e. CRVA-eligible and sustaining capital projects combined, exceeds the total amount of such capital implicitly funded through base payment amounts."

 When I read that, it occurred to me to ask the question:  Why wouldn't this apply on the nuclear side,  this principle approach, and does it?

MR. FRALICK:  Where we are here with this supplemental evidence, it arose by virtue of the fact of how does the CRVA fundamentally interact with the hydroelectric IRM.

So on the nuclear side there is -- it's not a comparable.  We're not proposing there to be any different treatment for nuclear's capital than there has ever been historically.

MR. BUONAGURO:  I understand that the proposals are different, and I understand that this mechanism didn't really arise until the question was asked.

But having seen this mechanism and having seen the rationale for considering the level of sustainable spending, or sustaining capital spending in combination with what's happening with CRVA eligible spending, I'm asking the question why shouldn't it apply to the nuclear side.

MR. FRALICK:  Nuclear -- it's a cost of service application, so we've submitted a bottom-up request of what costs we're going to require to maintain the nuclear fleet for the next five years, along with the capital spend associated predominantly with DRP, and we've backed out a stretch factor.

So I'm just failing to see the comparison between the two.  The rate making methodology is fundamentally different, so this interaction with the CRVA and an implied capital envelope within an IRM, doesn't apply on the nuclear side.

MR. BUONAGURO:  If you look at scenario 2 again, page 8 of the exhibit, page 4 of the compendium, the sustaining capital in this example is -- it starts off with a base year, correct?  2016, I guess, and then escalated over time in order to establish the sustaining capital amount that's represented in the threshold, the red threshold.  That comes out of your hydroelectric formula, correct?

MR. FRALICK:  Which was based on our base rate set in the 2014-15 proceeding, yes.



MR. BUONAGURO:  But you could actually replicate this on the nuclear side, and the red line threshold would be based on each individual year's proposed spending, right?

MR. FRALICK:  There wouldn't be a line.  The line is based on the 1.5 percent escalation associated specifically with the IRM.  So I don't see how you could create a line on the nuclear side where we've submitted a five-year capital plan that's identified, the capital needs, and that's then therefore funded -- formed the basis upon which we have sought our rates for nuclear.  There is no relationship.

MR. BUONAGURO:  Well, your response on the line suggests to me that you assumed that for it to be a line, it has to be a straight line.  It wouldn't be a straight line.  It would be a line that would go up and down, based on the individual characteristics of each year.

But you could map out over the next five years an implicit -- or an amount that's presumed for sustaining capital each year, right?

MR. FRALICK:  We have asked for a certain amount of sustaining capital, and asked for our DRP spending explicitly through nuclear through explicit amounts in each of the five years.

MR. BUONAGURO:  And it's possible that in any particular year, you could under or over spend relative to that amount, correct?

MR. FRALICK:  Absolutely, yes.

MR. BUONAGURO:  Just like it is the case on the hydroelectric side, you could over or under spend relative to the red threshold line you've put out here, right?

MR. FRALICK:  We fully expect that our actual cost trajectory will unfold at a different level than what we have in our plan.

MR. BUONAGURO:  Right.  And on the hydroelectric side, as we just discussed, if you under spend that sustaining capital, it will make available more room to absorb CRVA eligible capital, if such capital is being put into service, right?  I think we just confirmed that.

MR. FRALICK:  Yes, that's what's shown here.

MR. BUONAGURO:  But you're not proposing that on the nuclear side, right?

MR. FRALICK:  Fundamentally, this is -- IRM is a different compact than a custom IR.  But to the extent to which we under spend on nuclear, say sustaining capital, if that were to unfold over the full five years, I'm sure that the Board would take that into consideration when we go back to rebase, in terms of whether or not we've asked for -- we’ve done what we were expected to do.

MR. BUONAGURO:  If you under spend on sustaining capital on the nuclear side, that means that there are funds and rates aren't being applied towards any capital, even though that's what they're for, correct?

MR. FRALICK:  On sustaining capital, if that were to happen, yes.

MR. BUONAGURO:  Right.  While on the hydroelectric side, that will offset -- if it happens to CRVA eligible capital, that's not going to happen on the nuclear side?

MR. FRALICK:  The converse is true as well, which we've seen on the nuclear portfolio.  If we over spend relative to plan, we have to wait until we rebase in order to add that asset into service, or into the rate base.

MR. BUONAGURO:  That's true on the hydroelectric side, too.  If you over spend your sustaining capital relative to what's embedded in rates, you don't get specific recovery for that until you rebase, right?

MR. FRALICK:  Well, in the context of an IRM, we could over spend our sustaining capital relative to the plan that we've submitted and still not -- still not need any additional recovery.  It still could be covered by the I minus X.

The blue bars could all be slightly higher, the CRVA could be slightly lower, and we would have theoretically over spent on our sustaining, but it wouldn't have had an added impact on our in-service.

MR. KOGAN:  For context, on the nuclear side, the capital -- the vast majority of the capital projects subject to CRVA is the Darlington refurbishment program.  So it's a little bit different in that regard, because you take the logic to basically say, well, you don’t get to put any extra money in the CRVA for DRP, let's say that's how the numbers work out, because you under spent on your sustaining program.

I think we just need to really think about whether that's consistent with the regulation or otherwise sort of appropriate in the context of the nuclear setup, in particular with the DRP in mind.

MR. BUONAGURO:  I think I'll -- I've understood the position, and I think we can proceed.  Thank you very much.

Now, still related to the CRVA, I'm going to take you to page 7 of the compendium.  And this is Exhibit N3, tab 1, schedule 1, attachment 2, Table 17, and it's just -- I think it's one of many different places which sets out your proposal for deferred nuclear revenue requirement.  Do you see the table?

MS. ARSENEAU:  Yes.

MR. BUONAGURO:  And so I've highlighted on the table two amounts:  The deferred revenue requirement for 2020 -- and in this case it's 488 million -- and the deferred revenue requirement for 2021, and that's 142 million.

My understanding is that in those years that's the amount of revenue requirement you are proposing to book to the RSDA, the rate smoothing deferral account?

MS. ARSENEAU:  Yes, that's correct.

MR. BUONAGURO:  Thank you.  And if you turn over the page, this is an undertaking response that I obtained -- feels like years ago -- J8.3, and this asked for the revenue requirement for 2020 and 2021 specific to the Unit 2 contingency costs, and the answer was:

"The revenue requirement specific to expending and placing in-service the Darlington Unit 2 contingency of $694.1 million is approximately $56 million in 2020 and $67 million in 2021."

Now, for the purposes of my discussion, I understand there's some credits that are referred to in the interrogatory response, but I don't think they're relevant to what I'm going to ask you, but I know they're there, and if you think they're relevant please feel free to bring them up.

So if we take in those two amounts, my understanding is that -- and I'm going to put a theoretical to you -- if the Board were to set rates for nuclear in a particular for 2020 and 2021 on the basis of an approved Unit 2 spend that didn't include the 694.1-million-dollar contingency amount, the result would be from a rate smoothing perspective that instead of booking -- and going back the page -- instead of booking $488 million in 2020 and $142 million in 2021 to the RSDA, that number would go down by the two amounts in J8.3.  Is it that simple?

MS. ARSENEAU:  I don't think it's quite that simple, because of how we're using the weighted average payment amount to smooth over time.  I think it's close, but I don't think it works out to exactly quite that amount.

MR. BUONAGURO:  Would the number be material?

MS. ARSENEAU:  No.

MR. BUONAGURO:  Okay.  The point being is that -- and we'll take 2020 as the example -- if you're proposing in 2020 based on your rate smoothing proposal to defer close to $500 million in revenue requirement and if approximately in this case $56 million of that revenue requirement isn't approved, I'm assuming that that gets lopped off the smoothing.  And you're saying there might be slight changes based on the more complex math associated with the smoothing proposal?

MR. FRALICK:  Yeah, to put things into a bit of a bigger context for smoothing, we're looking at a 20-year time frame upon which we're going to defer and then recover our nuclear revenue requirement that's associated with Darlington that's been -- well, it's been deferred through the smoothing.

So if you were to extract a small amount from 2020 and change the total cost profile, say, you're still trying to map a line over a 20-year time frame that may not go down very much, such that these numbers may not change much at all, because 50 or 100 million dollars based on the size of that smoothed amount isn't a lot of money.

MR. BUONAGURO:  Right.  So you're saying technically you have to tell me that it might change a little bit, but in practice it probably doesn't change much at all, the proposal, in those two years?

MR. FRALICK:  Particularly in the context that if you still assume that it is going to come in at 4.8, and from a planning purpose we may not get the 4.8, but if that's the assumption that ultimately that's the cost that we will recover, then you're perhaps changing the timing.

MR. BUONAGURO:  Right.  But in those years the change -- I think we're sort of violently agreeing with each other here.

Let's go to the next step.  So, now, part of the theoretical -- we keep going -- let's assume you actually spend that money.  So the Board's approved a DRP budget.  Everything else is as applied for.  The DRP budget comes in at $4.8 billion, which means that presumably the $694.1 million in contingency, which it turned out you spend -- and we'll say exactly for the purposes of the example -- that spending -- the revenue-requirement impact of that spending goes into the CRVA, correct?

MS. ARSENEAU:  If it -- if it's not included in the revenue requirement, then, yes, it would be eligible for CRVA treatment.

MR. BUONAGURO:  Right.  And in fact it would go into the CRVA for 2020, and then the 2021 impact would go in at its amount in 2021.  Because you can't change the RSDA amount until 2022, I believe, correct?

MS. ARSENEAU:  That is correct.

MR. BUONAGURO:  Okay.  So if we go to -- under, sorry, CCC Interrogatory No.39, so this is page 9 of the compendium, Exhibit L, tab 9.1, schedule 5, CCC 039.  This was asking about the financial difference between putting the money in the -- putting money that -- putting a revenue requirement amount in the CRVA versus putting it in the RSDA.

So in the example that you provided to me in chart 1 at page 2 of the exhibit, which is page 10 of the compendium, it uses the example of a 100-million-dollar deferral.  So -- and it's for one year.

So in this example, generally speaking, my understanding is that from a financial point of view the only difference is the interest charged on the account.  So however long it's in the account, the CRVA attracts a lower interest rate than the RSDA, correct?

MS. ARSENEAU:  The CRVA attracts the Board-approved interest rate, which presently is lower than the RSDA account.

MR. BUONAGURO:  Right.  Now, the other major difference, which is not spelled out here, is when you can clear those accounts, though, correct?

MS. ARSENEAU:  Well, correct, that the undertaking -- or IR response does not discuss clearance dates, yes.

MR. BUONAGURO:  So just to talk about that, so in the example I've given we've deferred $56 million -- I believe it's $56 million -- of revenue requirement in 2020.  Instead of putting in the RSDA, it's going to end up in the CRVA, assuming it's spent, and it's going to sit in the CRVA for that year and possibly the next year; whereas if it had been in the RSDA up front, it would be sitting in the RSDA until the entire project is done, which is -- a decade?  I can't remember the exact time frame.

MS. ARSENEAU:  So, yes, we would clear the CRVA in 2022, but the clearance of the RSDA would not take place until a later date, starting when the project is finished, over the course of ten years, per the regulation.

MR. BUONAGURO:  So from the perspective of the company, would it be fair to say that while you are not earning as high interest rate on the CRVA amount as you would be on the RSDA amount for the time that the money is sitting in the account, you have the ability to recover the principal amount almost decades sooner, possibly?  You have to get --


MS. ARSENEAU:  I see what you're saying.  Yes, possibly.

MR. BUONAGURO:  Okay.  And in this particular example when we're talking about deferring Unit 2 contingency costs, and Unit 2 is expected to go into service in 2020, which means presumably that any contingency amount specific to Unit 2 go into service in 2020, correct?

MR. KOGAN:  Yes.

MR. BUONAGURO:  And so that any CRVA amounts related to the in-service date for Unit 2 would be eligible for clearance in -- I don't know if they would eligible for clearance in 2020, depending on when you filed, but it would be 2020 or 2021?  Maybe 2022?

MS. ARSENEAU:  Something like that, yes.

MR. BUONAGURO:  And the Board would have the flexibility to allow for a clearance amount depending on what else is going on in rates.  So it could pick a term -- I don't know if there is any restrictions on the term over which a CRVA can be cleared, is there?

MS. ARSENEAU:  Not that I am a aware of.

MR. BUONAGURO:  So the Board would have the ability to clear the amount as it sees fit, as it makes sense and as possibly OPG would propose in around 2021-2022, right?

MS. ARSENEAU:  Yes.

MR. BUONAGURO:  Okay.  That interrogatory specifically asked about the financial consequences of the difference between that RSDA treatment versus CRVA treatment.

I want to ask again.  Are there any other financial impacts of doing it one way versus the other that I should know about?

MR. KOGAN:  Just maybe an observation, and I don't know if this is sort of in anticipation of where you might be going with this.

But, you know, we've had accounts -- most accounts, particularly interest-bearing accounts, cleared over relatively short periods of time, over a few years if memory serves.  I think if we were to find ourselves in a scenario where the CRVA was -- it was on the table to clear the CRVA balance over a much longer period of time, I would just note that we would certainly turn our mind to an appropriate interest rate it should attract in that context.  I'm not sure that 1.1 percent for an account that's cleared over an extended period of time would be our proposal.  I recognize, of course, the Board's policy is in place.  But certainly we would turn our mind to that at that time.

MR. BUONAGURO:  Fair enough.  That makes me think of a scenario, though.

If this amount is being cleared in 2021-2022, that's around the same time you have to rebase.  You have to rebase for 2022?

MR. KOGAN:  I'm not sure we would know when it would be cleared, first of all.  I think we were kind of looking out a few years.  But in the normal course, yes, we’d bring the account forward as part of, I presume, our next rebasing application.

MR. BUONAGURO:  And to the extent -- assuming that it's cleared in and around the same time, or maybe cleared before the rebasing, the new regulation, which takes into rate impact as opposed to nuclear rates when creating the smoothing amount, would be able to take into account however that amount would be cleared, right?

For example, if you were to clear that amount over one year, at the extreme, that would impact your smoothing proposal for 2022 forward.

MS. ARSENEAU:  Yes, it would.

MR. BUONAGURO:  Thank you.  I think we have five minutes before lunch.  I have sort of very short Bruce questions that I'll ask.

You went through the Bruce lease issues pretty detailed already, I think once or twice.  And I had in my compendium the Bruce lease revenues at page 11 of the compendium.  I think I made the same mistake.  I used the filed amounts, and these amounts have changed quite significantly, correct?

MR. MAUTI:  Yes, that's correct.

MR. BUONAGURO:  And I want to ask a question and maybe it's something that would have been answered back in 2007.  But I think it's still a question I should ask.

Why doesn't OPG operate the Bruce facilities?

MR. MAUTI:  This is going back in time to the set up of OPG, and going on memory, the requirement to decontrol a portion of the generation of OPG as in that period of time we were going into -- thoughts were competitive open marketplace for generation.  The fact that we controlled at that point close to 70 or 80 percent of the generation in the province, it was felt that we had too large monopolistic powers on an open marketplace.  So our requirement was to decontrol, whether that's sell or lease in this case, so that we would not control -- I can't remember the numbers exactly, that we not control that percentage of generation in the province.

As a result of doing that, the option of leasing or selling one of our nuclear facilities was raised after the negotiations back in '99, 2000, and 2001, it ended up that the Bruce site was the one we were able to lease out.

MR. BUONAGURO:  And I guess that’s why Bruce is not included in the enumerated list of prescribed facilities for that reason?

MR. MAUTI:  Correct.  We do not operate and do not generate -- produce the power from Bruce, so it would not be a prescribed facility for generation.

MR. BUONAGURO:  You don't have the option at this point in time to take over?  I assume not, but I just thought I'd ask.

MR. MAUTI:  Not being a lawyer, but no, I do not believe we could kick Bruce out and take over ourselves.

MR. BUONAGURO:  Sorry, if there was no lease -- sorry, I didn't mean that that way.

I’ve included the Bruce costs at table 5 of G2, tab 2, schedule 1, and this is page 12 of the compendium.  I was wondering if you can give me a summary of how these costs change if Bruce isn't operating at all.

Again I realize this is the original costs.

MR. MAUTI:  I believe we had the discussion that the majority of the value or costs we have at Bruce are related to the asset retirement obligation.  If Bruce was not operating, there would be fundamental changes in the estimates for those obligations that would dramatically impact these numbers.

I would have no idea what exactly that would mean.  Obviously, there would be no operations at the Bruce that could still be implicit liabilities related to the Bruce.  There is still is waste there and decommissioning to be done.  I don't think it's a simple answer to be able to tell you what would be the impact.

MR. KOGAN:  One option would be that you’d end up with a cost of several billion dollars in a year, because you would have to write off the fixed assets if the station was shut down; that’s one possibility.

MR. BUONAGURO:  So directionally, it would be bad?

MR. KOGAN:  This is a hypothetical scenario that we haven't explored, in all fairness.  I think there could be some very drastic effects.  Certainly it would be a very different scenario.

MR. BUONAGURO:  Okay.  Thank you.  I'll break.

MS. LONG:  Okay.

MR. BUONAGURO:  Thank you.

MS. LONG:  Thank you.  We'll break for one hour.
--- Luncheon recess taken at 12:44 p.m.
--- On resuming at 1:48 p.m.

MS. LONG:  Mr. Buonaguro.

MR. BUONAGURO:  Thank you.  I am going to ask some questions now about nuclear liabilities.  And starting at page 13 of my compendium, which is C2, tab 1, schedule 1, this shows, as I understand it, the original nuclear liabilities amount in rates that was being requested in rates, correct?

MR. MAUTI:  That's correct.

MR. BUONAGURO:  And that's obviously been updated.  I'm going to come back to this.  I believe the updated request is on the next page.  So this is Exhibit C2, tab 1, schedule 2, page 3.  And this is the updated nuclear liability evidence, correct?

MR. MAUTI:  That's correct.

MR. BUONAGURO:  Now, I highlighted in blue the date.  I think the year is wrong.  It was filed in 2017?  Right?

MR. MAUTI:  Yes.

MR. BUONAGURO:  I point that out for the record.  And so chart 1 has "Summary of revenue requirement impact of nuclear liabilities".  My understanding, this is now what's being asked for in terms of incorporating nuclear liabilities in base rates; is that correct?

MR. MAUTI:  Yes, this is the amount that's being recommended in base rates, although I do want to point out that I believe this evidence was a -- there is an update to this evidence that was filed in -- on March 22nd, I believe.

MR. BUONAGURO:  Okay.  And what was -- what further changes are there?

MR. MAUTI:  Changes from that reflected the impact of the new contribution schedule that was approved by the province, and we refiled C2-1-2 once we got that approved.

MR. BUONAGURO:  Okay.  I was going to ask you about that.  So there is a new -- there is an updated C2-1-2, page 3, chart 1, or equivalent?

MR. MAUTI:  Yes.

MR. BUONAGURO:  And that incorporates the impact of the new contribution amounts?

MR. MAUTI:  That's correct.

MR. BUONAGURO:  And that's now being asked for in rates, as opposed -- because in this -- in this -- originally I think that the impact of that change in the contribution levels you were going to leave to the nuclear liability deferral account?

MR. MAUTI:  That's how we've updated C2-1-2, is t hat we would leave that to impact both the nuclear liability deferral account as well as the Bruce lease variance account.

MR. BUONAGURO:  Oh, I'm sorry, so that's still the proposal?

MR. MAUTI:  Yes.

MR. BUONAGURO:  So this -- what I'm looking at at chart 1 is what's being in base rates, if approved?  This is before the impact of the new contribution schedule, as I understand the rest of the evidence.

MR. MAUTI:  Correct.  So while we updated the evidence, what's been recommended for revenue requirement has not changed.  There is now an identification of the amounts --


MR. BUONAGURO:  Okay.

MR. MAUTI:  -- that would be credits to the variance accounts.

MR. BUONAGURO:  Okay.  Thank you.  And my understanding, just to close that off, I don't have that reference handy, but I think that the impact is that as your contribution amounts go up with respect to one -- with respect to the prescribed facilities, the net revenue requirement that goes into rates under the existing methodology goes down because there are tax credits?

MR. MAUTI:  Correct.  It would reduce the taxable -- regulatory taxable income that would flow through as a credit to ratepayers.

MR. BUONAGURO:  Okay.

MR. MAUTI:  It's on C2-1-2, page 5 of 30.

MR. BUONAGURO:  Okay.  So let me just pull it up.

MR. MAUTI:  So when -- you see the impact on both the prescribed and Bruce as we've detailed in the evidence.

MR. BUONAGURO:  Right.  So if I just briefly compare to what was in here originally, so line 4, the annual regulatory income-tax impact was in the order of 40 million, and now it's -- what's the comparable?  There is an additional 34-million-dollar reduction?  Line 4?

MR. MAUTI:  So based on your compendium, page 14, if you looked at line 2, which is the regulatory income-tax impact for the liabilities cost and the seg fund contribution that has a 55 million dollar number --


MR. BUONAGURO:  Yup.

MR. MAUTI:  -- in 2017, that would then effectively be reduced as a result of the contribution schedule by line 4 on chart 1A, page 5 of 30 of C2-1-2 of $34 million, so it's 55 less 34.

MR. BUONAGURO:  I'm looking at this.  It says 44.  Is that...

MR. MAUTI:  The 44 is not in relation to the seg fund contributions.  There is the tax impact, the split between the two.

MR. BUONAGURO:  Okay.

MR. MAUTI:  So I'm just trying to give you the two, the change as a result of the contribution schedule being approved.

MR. BUONAGURO:  Right.  Thank you.  Now, I'm going to turn to page -- chart 3 of the evidence, of the original C2-1-2.  There's a page 17.  And as I understand it, this compares the amounts that have been recovered in rates from ratepayers with respect to nuclear liabilities against the amounts that OPG has paid, actually paid, in respect of nuclear liabilities over the same period.  So from April 1st, 2008 right through to the end of 2016, correct?

MR. MAUTI:  Correct, and the amounts paid reflect both contributions to the segregated funds as well as payments for what we classify as our internally funded programs of nuclear liabilities that do not get paid or funded from the ONFA funds --


MR. BUONAGURO:  Okay.

MR. MAUTI:  -- so it's a combination of those two.

MR. BUONAGURO:  Now, I'm going to ask you a series of questions just so I understand the comparison being made.

First of all, what -- why is the comparison being made?

MR. MAUTI:  I believe Procedural Order No. 6, I believe it was, that had requested some additional information on nuclear liabilities, and including requesting this analysis.

MR. BUONAGURO:  Okay.  And I take it that one way to look at the lines 6, 7, and with the total being 8, that is what might have happened in rates had nuclear liabilities been paid on the basis that OPG is paying them in actuality in a particular year?

MR. MAUTI:  Lines 6, 7, and 8 are for the prescribed facilities, and similarly 11, 12, and 13 under the Bruce facilities.

MR. BUONAGURO:  So the sum of the two.

MR. MAUTI:  Sum of the two would be the, again, contributions to the segregated funds and payments for funding and for operating our internally funded programs.  This is basically used fuel storage and low, intermediate level waste storage at the Bruce facilities in operating those sites.

MR. BUONAGURO:  Okay.  Now, I notice that at line 5 and line 14 they've both been labelled "pre-tax", so the tax amounts are not included in the table, correct?

MR. KOGAN:  The regulatory income-tax amounts are not included; that's correct.

MR. BUONAGURO:  I could guess why not, but I'm not going to.  I'm going to ask you why not.  Why aren't the tax amounts included in the comparison?

MR. KOGAN:  This comparison was to demonstrate the amounts that we expended versus the amounts recovered towards the costs.  This is not a revenue-requirement comparison.  So I know you made a comment earlier saying that this is meant to represent amounts we would hypothetically recover under a cash basis.  I would want to reflect on that completely to make sure that that's the case.  I think the fair characterization is this is a comparison of what we recovered versus what we've paid.  And the taxes that we recover are -- we actually pay on the revenues, right, so it's not generally something that we would retain, so it's not really part of the relevant comparison, really, the way we understood this to be.

MR. BUONAGURO:  I think you're telling me that you could include the taxes, but it would be the same under both scenarios?  Taxes are a pass-through, so you only charge in the revenue requirement taxes if you also pay those taxes?  Or is that not the case?

If you were to include the taxes on top of the amounts say -- for example, on top of line 5 for the prescribed facilities, did the company actually pay those taxes and therefore it also would be included again as an amount that the company paid in the same year?

MR. KOGAN:  Yes, that would be the principle upon which that would operate the way you described for the prescribed facilities.  And similarly, yes.

MR. BUONAGURO:  I want to be absolutely sure.  If we go back to C2, tab 1, schedule 1, the original evidence which is in the compendium, page 13 in the compendium.

We actually have the income tax impacts broken out, so 2013, 2014, 2015, 2016 for example historical; do you see those numbers?  Line 6 for the prescribed facilities and line 16 for the Bruce.  That's the tax amounts that aren't included in the comparison chart, right?

MR. KOGAN:  That is correct.

MR. BUONAGURO:  Okay.  So for example on the prescribed facilities for 2013, the income tax impact was $38 million, right?  That’s 2013, line 7, actual basis.

MR. KOGAN:  It’s a bit of a hypothetical number, because it reflects actuals, which isn't necessarily what's in rates.  But assuming that’s the principle you're using, it is correct.

MR. BUONAGURO:  Okay.  If we can turn back to chart 3, and let's say we added line 7 to the prescribed facilities, are you telling me that you would also add line 7 to the total amounts expended under line 8 as something that OPG spent?

MR. KOGAN:  Sorry, if you could go slowly one more time; I'm trying to follow.

MR. BUONAGURO:  We're operating on the assumption the actual 2013 income tax impact of nuclear liabilities on the prescribed facilities, under the current methodology for determining the revenue requirement, was $38 million.  And I'm saying you excluded that from chart 3.  I wanted to see, if you add it to chart 3, if there is a corresponding identical entry for what you spent in 2013.  Or is there something more complicated going on there?

I ask -- the reason is simple.  I know you've excluded the tax, there’s quite a bit of tax being paid over the years.  It would change your analysis if it's a revenue requirement item, but not an item that you're actually spending.

MR. KOGAN:  I understand your question and like you said, these are material amounts.  My preference would be if you're seeking -- and I think you are, and I think it’s important to have a complete answer to this question, to let me reflect on it and provide you something that encapsulates the tax impacts properly.  I think it’s important.

MR. BUONAGURO:  Fine.

MS. LONG:  Let's mark that.

MR. MILLAR:  J20.7.
UNDERTAKING NO. J20.7:  TO SHOW IN EXHIBIT C1-2-1 CHART 3 THE CONSIDERATION OF INCOME TAX IMPACTS

MR. BUONAGURO:  Back to chart 3, I've been provided with some explanation for what the internally funded expenditures on the nuclear liabilities lines are.  Can you compare them, and I guess the best way to do this is to go back table 1.

In table 1, when we talk about the prescribed facilities and Bruce facilities, it's broken out line by line, as opposed to on chart 3.  Looking at the description, it breaks out things like on line 2, used fuel storage and disposal, variable expenses, and number 3, low and intermediate level waste management variable expenses.

To me, those sound similar to how you were describing your actual expenditures under lines -- on chart 3, lines 7 and 12, internally funded expenditures.  Those are similar descriptions to me.  So I want to ask you to compare those two line items, and tell me are they the same thing but calculated differently, or are the same thing or completely different expenditures.

MR. MAUTI:  It’s not the same thing.  The lines called use fuel variable and low to intermediate was expenses, that's an accounting calculation of the cost for incremental waste that is generated through the production of a nuclear facility in a year.

So that takes into account the expectation of if I create a fuel bundle or a cubic metre of waste, it will have a certain cost assigned to it that I expense as part of the production for that year.

So it's an accounting basis of estimating the increase of the liability that you're going to get because you produced for another year.  Your lines 7 and 12, which are the internally funded expenditures for those short-term programs, that's the actual cash that we have actually paid to operate those facilities in that one year.

So there are facilities that manage used fuel at each of the nuclear stations.  There is a central low and intermediate level waste facility up at the Bruce.  Those are operations that are funded and they have people at them.  They have nuclear licenses to operate, and so the money that we actually spend to pay for those facilities, that's line 7 and 12.

They are, if you think of it -- those are the costs that are going to be spent in the future for that waste that you generated one year and put on as one of those expense items I talked about.  They basically need to be managed for several years into the future.  It's how those facilities are operated and the cash they actually use to operate in the future, that's your line 7 and 12.

So I guess they're related in that one deals with used fuel and one deals with waste.  But one is the set up of the expense when the nuclear stations are operating, and the other is the funding of those facilities over time.

MR. BUONAGURO:  In that second part, the funding of the facilities over time, when we're talking about OPG's actual cash outlays, you're paying for that as OPG.  But you're paying for it in terms of your contribution to the segregated funds.

MR. MAUTI:  No, we're not.  Those would be the programs that are not funded by the ONFA programs.  ONFA was set up to deal with what I’ll call the longer term implications of nuclear waste, those programs that have to last literally 50, 100 years plus into the future.  The reason the money was set aside is because a lot of those expenses happen after a nuclear facility shuts down.  No guarantee there will be an OPG, that they will be able to be funded.  So the purpose of the nuclear funds was to set up those assets so you could deal with those costs into the future.

MR. BUONAGURO:  I think -- maybe we're talking about the same thing.  You make contribution to those funds, correct?

MR. MAUTI:  To the ONFA funds for those long-term programs.

MR. BUONAGURO:  That's all I was suggesting.  To the extent that in rates, ratepayers are being asked to pay for long-term type costs, OPG is making contributions towards those costs, but it's in a different way; it’s through the segregated fund contributions?

MR. MAUTI:  Yes, it's a different funding stream.  So they're all nuclear liabilities to manage into the future.  Some come from those bank accounts called ONFA and some come just from our general operating cash flows.  And the reason why those other ones I talked about come from our operating cash flows is they have more of a steady, normal operation that you get every year.  I think the logic was rather than get put the money into the fund and take the money out next year, the issue was just deal with as part of operating cash flow going forward and leave ONFA funds to deal with the longer term obligations.

MR. BUONAGURO:  Now, this chart number 3 ends in 2016.  Presumably, we can quite easily, for the prescribed facilities and the Bruce facilities from a ratepayer perspective, can extend this table using the charts we've just been talking about, right?

We already know the projection of the revenue requirement on that basis through to 2021, correct?

MR. MAUTI:  We do have evidence based on the current methodology, the revenue requirements under the current method.

MR. BUONAGURO:  What we don't have, I think, is taking line 6, 7 and 8, and 11, 12 and 13, the OPG pays amount.  We don't have that forecast through that test period, do we?  I don't think there is any evidence on that -- except indirectly because the new segregated fund contribution list is in the new evidence, correct?

MR. KOGAN:  So I could try and piece it together for you on the stand if you like, or you were going to ask us just to provide it.  Sorry, I'm just --


MR. BUONAGURO:  Yeah, you know what?  I personally -- I don't need it on the stand.  If you can produce that projection, so produce -- project those six lines forward to the test period, I'm satisfied with that as an undertaking.

MR. KOGAN:  And just -- and it can be pieced together, just that it would take sort of some time to do it, and the way I think we would do it, as we discussed earlier, is we would reflect the updated contribution amounts, which we propose the impacts to be going into the D&V accounts, as well as the other credits that Mr. Mauti mentioned resulting from the actual true-up to our actual year-end adjustment to nuclear liabilities that are also mentioned in the updated evidence but are not broken out by component, so basically we're going to show you the most recent complete picture that we have.  I assume that's --


MR. BUONAGURO:  Right.  And just to be clear, I want that not just for what's proposed in rates but also for what OPG expects to pay, so I want -- and I think the one that's more than putting in zeroes is lines 12 and 7.  A forecast of what those costs --


MR. KOGAN:  And actually, those numbers again, like, they're actually on record --


MR. BUONAGURO:  Okay.

MR. KOGAN:  -- if you go through the N1 tables, but, yes, we will include those so it's a comparable comparison.

MR. BUONAGURO:  Okay.  And --


MR. MILLAR:  J20.8.
UNDERTAKING NO. J20.8:  TO PROVIDE EXHIBIT C2-1-2 CHART 3 FOR TEST PERIOD WITH TAX INPUT

MR. BUONAGURO:  And when you do that I would like to include the tax impact depending on what your undertaking provides.  So I understand that if the tax is just simply a pass-through and the number under revenue requirement for ratepayers is the same, exactly the same as OPG but you don't need to do it, but if they're different then put those in.

MR. KOGAN:  I know what you need.

MR. BUONAGURO:  Thank you.  Okay.  And lastly, actually, this line number 2, under/over-recovery due to differences between approved and actual nuclear production, my understanding of that on its face is that these aren't
-- that isn't tracking variances in actual nuclear liability cost, that's just tracking how the production happened to pan out in this particular year, right?

MR. KOGAN:  That's right.  It was meant to present a, what I call a truer picture of amounts we've actually collected, received, since we're doing sort of a cash-to-cash comparison, cash in, cash out.

MR. BUONAGURO:  And for the actual Bruce less lease net revenues impact, my understanding is that you don't have a similar under/over recovery line, because there's a separate deferral account that tracks those differences?

MR. KOGAN:  So for the prescribed facility the first line represents amounts that were actually approved in rates, forecast amounts, in the revenue requirement.  We do not have currently a mechanism that trues us up for those amounts when there are production shortfalls or excesses, if there are any, so that's why we include line number 2.

For Bruce, if you're familiar, the operation of the account is such that it trues up to actual values, including any production variances, and as a result it just was simpler to include the actual Bruce lease net revenues line.

MR. BUONAGURO:  Right.  So that's -- I think that's how I understood it.  You basically combined what would have been a -- you could have put a separate line item, Bruce net lease net impacts, on the very -- the --


MR. KOGAN:  The table was getting --


MR. BUONAGURO:  -- variance account --


MR. KOGAN:  -- getting very long as it is, so, yes.

MR. BUONAGURO:  Okay.  Thank you.

MR. KOGAN:  Just also, if I may, since you're looking at these in some detail, for completeness, the -- when you were looking, for example, at C2-1-1, table 1, revenue-requirement impact, what that does not reflect is the tax benefit of the internally funded expenditures.  That is more completely captured in this table and chart -- sorry, pardon me, that is more completely captured in chart 1 of C2-1-2 that you were referencing earlier.

So I just wanted -- and I think we note that in one of the footnotes, that we explain that they're not directly comparable that way.  All the amounts were always properly reflected in the revenue requirement and the regulatory tax calculations, but for purposes of isolating, quote unquote, the revenue-requirement impact of nuclear liabilities, historically we haven't been including those in the nuclear liabilities evidence, but now that we're bringing everything together, including through the impact statement --


MR. BUONAGURO:  Okay.

MR. KOGAN:  -- there they're captured, just in case you're trying to reconcile.

MR. BUONAGURO:  But that -- that maybe jumps ahead to my next question, was, I was trying to reconcile the historical numbers in table 1 with the numbers in chart 3, and you're saying the difference is related to how you account for taxes, these tax impacts?

MR. KOGAN:  No, because what I was referring to earlier was the difference between the pre-filed evidence, the C2-1-1, and chart 1 in C2-1-2 because, as we discussed, that chart captures the taxes, all the taxes.

MR. BUONAGURO:  Right.

MR. KOGAN:  Chart 3, as we've discussed, does not capture taxes.  Therefore, it doesn't have anything either to do with the tax of contributions or --


MR. BUONAGURO:  Okay.

MR. KOGAN:  -- with the -- for the prescribed or for the internally funded for the prescribed, but once we update for taxes you will see all that.

MR. BUONAGURO:  Okay.

MR. KOGAN:  And then it will reconcile more closely to C2‑1‑1, but also keep in mind, for example, for actuals, C2‑1‑1 shows you the actual to the dollar expenditures, which we don't have a true-up mechanism for every dollar for prescribed, so therefore even then you will see some differences.

So for example, if you look at -- and just give me one moment.  So using 2015 as an example, maybe that's probably a decent one, you see at line 6 of C2‑1‑1 206, whereas in chart 3 of C2-1-2 of line 1 you see 213, so, you know, I would expect for there to be some relatively small variances like that throughout once you've taken all the nuclear liability deferral accounts and so on into account, so, no, it won't be a perfect match, but they're going to be -- should be quite close.

MR. BUONAGURO:  All right.  Thank you.  Actually, I had that on my notes, highlighted.  That was the exact example I was going to ask you about, and I think you've answered the question, so thank you.

Okay.  So I'm going to move on to another topic, and I'm going to talk about support services costs.  And I understand you've gone through it at least once today, so I'm going to try and be picky about what I ask.

So I'm looking at page 18 of 32 of my compendium, and this is Exhibit F3, tab 1, schedule 1, Table 1.  I'll just ask a couple questions.  First of all, this is, as I understand it, the total corporate support and administrative group costs.  This isn't just nuclear hydro, right?

MR. MAUTI:  Correct.  This is the total for the company.

MR. BUONAGURO:  Okay.  And we were talking or you were talking about the Hackett benchmarking.  My understanding
-- and maybe you can confirm -- when they're benchmarking, they're benchmarking at this level of cost?  Or are they benchmarking at the nuclear level of cost?

MR. MAUTI:  They're benchmarking for all regulated support, so both for the hydro and the nuclear regulated business, yes.

MR. BUONAGURO:  Okay.  Now, this table 1, this includes entire OPG, so they didn't bench -- this includes amounts that weren't benchmarked?

MR. MAUTI:  Yeah, this would include portions of the corporate support costs that are for the unregulated part of the business, yes.

MR. BUONAGURO:  Okay.

MR. MAUTI:  So that's not -- that was not benchmarked as part of Hackett.

MR. BUONAGURO:  Right.  So it's a subset of these numbers that was benchmarked.

MR. MAUTI:  Yes, you can look at it that way.

MR. BUONAGURO:  Okay.  And then when we look at that subset of numbers, when you were -- when my friend was taking you through the Hackett report this morning, there were a number of areas where Hackett said we're not -- we're excluding that cost or this cost because we can't make an apples-to-apples comparison or something like that, so there was lots of costs that were excluded, correct, from the benchmarking analysis?

MR. MAUTI:  Correct, as part of Hackett, who has got a strong reputation in benchmarking, that that's part of their practices when they do benchmarking, is to ensure that they're doing a fair comparison and they have a process regardless of the benchmarks that they're doing to be able to do that.

MR. BUONAGURO:  Okay.  So we're talking -- when we're talking about what was benchmarked, first of all, it's a subset of these numbers, so only the regulated business, and then when you take that regulated business number it's a subset of that number that was actually benchmarked, correct?

MR. MAUTI:  No, they looked at all benchmarking of all corporate costs related to regulated operations.  So the only thing that in theory was excluded was any portion of the numbers you see in table 1 here that are in support of the unregulated part of our business.

MR. BUONAGURO:  Sorry, maybe we're at cross-signals here.  Look at the Hackett -- sorry, it's in the main evidence.  So F3, tab 1, schedule 1.  I believe it's the attachment with the original Hackett report on it.

MR. MAUTI:  Correct.  Attachment 1 is the Hackett report.

MR. BUONAGURO:  Right.  I'm just pulling it up myself.  You were looking at page 6 of the attachment, the benchmark methodology?

MR. MAUTI:  Yes.

MR. BUONAGURO:  I'm looking at the out of scope section there and it says:  "Direct functions of the Darlington refurbishment project integrated revenue planning, electricity sales and training," and so on.

What it appeared to me is that there's a bunch of costs which they excluded from the benchmarking.  Did I misunderstand that?

MR. MAUTI:  I think we misunderstood each other.  We look at -- the initial intent was to look at all regulated support costs and within that, because of their comparison methodology, they would exclude other costs, not because they were regulated or not regulated but because they couldn't do comparison.  So there’s two levels of reduction down from the total corporate cost you're looking at.

MR. BUONAGURO:  Thank you, that's what I understood.  If we look back to table 1, my understanding is there were two relevant years for the benchmarking.  The original study, I believe, was done in 2010, correct, or used 2010 data?

MR. MAUTI:  Yes.

MR. BUONAGURO:  And you scaled it up to 2014, so you can compare the benchmarking data from 2010 on a 2014 basis against your 2014 actuals?

MR. MAUTI:  Yes.

MR. BUONAGURO:  Looking at the 2014 actuals here, we’ve got a total of 549.2 million.  My understanding is that to see how much of that was benchmarked, we have to exclude the unregulated amounts and then exclude the amounts related to items that were out of scope.

Is that what we have to do to see what was actually benchmarked?

MR. MAUTI:  Yes.

MR. BUONAGURO:  Do we have that number on the record?  I don't think so.  I don't think it's presented that way.

MR. MAUTI:  If you look at F3-1-1, attachment 1, which is the Hackett report, page 11 -- if you can bring that up.

The pie chart on the right talks about the 2014 costs that were examined.  And in that chart, it says 318.2 million of corporate function cost was included as part of this analysis.

MR. BUONAGURO:  That's perfect.  So if I were to add a line to this table 1 chart for 2014, and that line was benchmarked costs in relation to the Hackett report, the number under 2014 would be the 318 number?

MR. MAUTI:  Yes.

MR. BUONAGURO:  And how would I get the number -- or can you provide me the number for all the other years on the chart?

MR. MAUTI:  I don't think that would be possible to do.  This is a specific benchmark that was done by Hackett.  It took several months on one year's worth of costs.  We don't have an ability to then say this is what Hackett would have determined the cost to be, using that same methodology on a forecast basis.

MR. BUONAGURO:  I’m looking at what was forecast, what was benchmarked.  The first cut is to eliminate the unregulated parts right?

You can -- for example for 2015 to pick a year, you eliminate from the 551.9 the unregulated portion of the costs?

MR. MAUTI:  I'm just saying there was a multi-step process over the span of several months to actually zero-in on exactly how to extract and exclude costs and include cost, and make sure the comparison was there.

We did that, once the year was over, on actual costs that are there.  To be able to do that on a forecast basis would be extremely difficult to track.

MR. BUONAGURO:  Wasn't the original study done in 2010?  If we go back to the cite from the -- we have the 2010 cost there, correct?

MR. MAUTI:  Correct.

MR. BUONAGURO:  My understanding -- you're talking about -- you're saying there was a lot of work involved in coming to that 354.4-million-dollar cost, to identify that?

MR. MAUTI:  Correct.

MR. BUONAGURO:  Are you saying the exact same effort was taken to produce the 2014 cost?

MR. MAUTI:  Yes.  I think they went back and they looked at what could be compared or not compared, and had to do the same level of rigor and detail to try to identify what costs to include and exclude.

MR. BUONAGURO:  Okay.  I'm going to ask the question and you can tell me if you can do it.

So what I'm looking for is on this table, I want to see two things.  One, the level of costs that were subject to benchmarking in each year.  So the 2010 number which is on this chart, and we have the 2014 you just pointed me to.  But we're missing 2013, 15, 16 and so on.

And what I would like to be able to compare it to is the median of the peer group.

MR. MAUTI:  Can you repeat the question?

MR. BUONAGURO:  I would like to believe able to compare the costs actually benchmarked in these years.  Like how much of the costs that are being benchmarked did you actually spend or intend to spend in each year, so the equivalent of the 318 million dollars in 2014 for all these years, and also the number that the peer group at the median, the 50 percentile figure, produces for all those years.

MR. MAUTI:  I think there's probably two problems with that.  I don't think we would have any basis to know what the median benchmark comparators would be doing over that period of time.

You’re kind of asking us to do a Hackett benchmark on a forecast basis for the next five years.

MR. BUONAGURO:  Right.  I think you did that to get to 2014, correct?  Or 2010?

MR. MAUTI:  We did it in 2014 because we actually looked at what the 2014 costs were.  We did the analysis, we did the benchmarking in 2016, so the 2014 costs had been complete.

So we looked at what those were, we looked at what you can make comparators to.  We decided what made sense to compare it and not compare it and to exclude.

MR. BUONAGURO:  Looking at page 22 of the compendium, this is Exhibit L, tab 6.7, schedule 1, Staff 169, and under part A of the response, it says:
"A 2 percent per year inflation rate was applied to the peer companies in OPG’s 2010 cost revenues to normalize the data to 2014 Canadian dollars."

I took from that that what you did is you took the 2010 data and just escalated by 2 percent.  And you seem to be saying that's not what happened.

MR. MAUTI:  That's to be able to compare on a consistent dollar basis in 2014 dollars.  So if you're just trying to convert 2010 to 2014 dollars, we discussed how to actually deal with the 2010 version that we had and make it on a 2014 dollars-to-dollars basis.

MR. BUONAGURO:  All right.  I've asked the question.  You're saying you can't do it in terms of a comparison for all the years?

MR. MAUTI:  To do it with the level of detail and depth we did for benchmarking, we can not do -- we can ask Hackett to come back, and I'm not sure how many months that would take to forecast what these costs would be, assess what the comparators would do, and look at those costs going forward.

There are some big dollars of cost we know are going to be -- were excluded from the 2014 analysis, and we can probably look at those and say yes, those would be the kinds of costs, such as -- our training group within nuclear, for example, was not benchmarked as part of this.  So we could take that and say that would equally come out of the total dollar value that you have in the years going forward.

But to go through in granular detail and to do it for all the functions and all the groups, to be able to say you've done it on apples-to-apples basis over the five years, that would take a long time to do -- and I'm not even sure we could do that.

MR. BUONAGURO:  We've talked about Hackett a couple of times, and there’s two places in the evidence where the Hackett evidence arises.

You've pointed me to the original filing, and then there was a supplemental filing of about five pages in the IR response, correct?

MR. MAUTI:  Correct, that was in -- I think it was in Board Staff 169 as well.

MR. BUONAGURO:  Yes.  Is there anything else that Hackett produced as part of its work product for this analysis?  Right now, what we have is, I guess, two slide presentations and it seems to me there would be more to it than that, but I may be wrong.

MR. MAUTI:  I have not seen any more than the presentation summaries that we've put into the evidence that Hackett has put together.  There was a working team that included people from OPG and Hackett to support them as part of this process.  There may have been draft presentations and working files they would have had.

MR. BUONAGURO:  Can you take an undertaking to provide whatever else was provided in terms of the work product?

MR. SMITH:  I'm not sure that it's sensible to produce drafts of reports that were subsequently finalized.  If there is a different final report that we have, maybe that makes sense.  If it's, you know, responsive to some issue, but I don't think it's -- I don't think we should be producing people's notes or drafts of reports where we already have the final in evidence.

MR. BUONAGURO:  And I wasn't suggesting that all -- I wasn't looking for all the drafts and so on.  I was looking for something beyond the PowerPoint presentation as the end work product if that exists.

MR. SMITH:  I don't think that -- well, I understand there is no other report, but we can certainly check to see if we were given another final report, and if there is we'll produce it.

MS. LONG:  Okay.  Thank you.

MR. MILLAR:  J20.9.
UNDERTAKING NO. J20.9:  TO PROVIDE ANY FURTHER FINAL HACKETT REPORTS

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

MS. LONG:  Thank you, Mr. Buonaguro.  Ms. Grice. 


Cross-Examination by Ms. Grice:

MS. GRICE:  Good afternoon.  Good afternoon, panel.  Shelley Grice, representing AMPCO. and I have a compendium. if we can get it marked, please.

MR. MILLAR:  K20.4.
EXHIBIT NO. K20.4:  AMPCO CROSS-EXAMINATION COMPENDIUM FOR OPG PANE 5B.

MS. GRICE:  I'm going to start off my questions on rate base, so if we can please turn to page 1 of the AMPCO compendium.  And Chart 1 that's shown on page 1 shows the forecast in-service additions for the nuclear operations capital projects, Darlington refurbishment, and the support services capital projects entering rate base that are related to the nuclear portion.  And in previous panels, a few of the parties had asked for an update to 2016 and 2017 in-service additions, so I wondered if I could get an undertaking to please update chart 1 on page 1; and then on table 2 -- or, sorry, on page 2 there is a table that shows more detail on the prescribed facility rate base for nuclear, so I would be looking to get that table updated as well.

MR. KOGAN:  So I think with respect to 2016 actuals I know some undertakings have or are being filed, and, you know, we could certainly augment that and provide it in the format that you've requested.  I was less sure about 2017 updates, what you meant by that.

MS. GRICE:  Oh.  Just to -- if you look back on page 1, chart 1, I believe the 2017 Darlington Refurbish Program -- Refurbishment Program amount there includes the D2O storage project, the heavy water project.

MR. KOGAN:  Right.  No.  If the request is to update 2017 to effectively align with the N2-1-1 impact statement, we could certainly do that and sort of flow through all those impacts through the table you have on 2, right, on page 2.

MS. GRICE:  That would be great, thank you.

MR. MILLAR:  J20.10.
UNDERTAKING NO. J20.10:  (A) TO UPDATE CHART 1 ON PAGE 1 OF THE AMPCO COMPENDIUM; (B) TO UPDATE THE CHART ON PAGE 2 OF THE AMPCO COMPENDIUM.

MS. GRICE:  Okay.  And then another thing that's come out of this proceeding is, there has been a lot of discussion about a scenario if, say, the Darlington refurbishment project costs related to Unit 2 are not in-service in 2020 or 2021.

So I wanted to ask for an undertaking.  If we could please get the calculation of revenue requirement and the resulting payment amounts if Darlington -- to reflect the scenario if Darlington Unit 2 is not in-service in the test period.  And I was thinking probably the easiest way to do that would be to produce the tables that are reflected in the N2 update, which was an update that excluded the in-service amounts for the D2O project that were forecast over the test period.  So it would just be the same exhibits that are in there.

MR. FRALICK:  We're just not clear exactly what you're asking.  We did answer a number of interrogatories that dealt with some different delay scenarios and what the relative impacts would be.  With regards to revenue requirement, that will be set at this point in time, and then should there be a variance with the in-service timing that would be booked to the CRVA.  So that wouldn't necessarily change the revenue requirement today.  That would be an entry that we would book to the CRVA at that time.

MS. GRICE:  I guess under this scenario it would be a scenario where the Board does not approve Unit 2 costs in the test period?

MR. KOGAN:  So the Board approves a zero in-service addition for Unit 2 in-service?  That's the scenario you're proposing?

MS. GRICE:  Yes, it is.

MR. SMITH:  And, sorry, which table in N2 would you like updated to reflect this scenario?

MS. GRICE:  Well, the tables in N2 reflect taking out the heavy water project during the test period.  So I assume it would be the exact same tables as N2, so it would be all of them, all of the charts.  I think -- let me see here.  There are --


MR. SMITH:  There are a lot of them.

MS. GRICE:  Well, there's three charts, and then there's -- following that there's the revenue requirement for the five years, the rate base, and then the -- a table that shows the smoothed rate.

MR. SMITH:  So what you're asking for is for us to redo all of the schedules and all of the tables in N2, tab 1?

MS. GRICE:  Unless you think there's something -- an equivalent that would respond to that question.

MR. SMITH:  Would --


MS. GRICE:  I just followed that because that scenario was taking out a project.

MR. KOGAN:  If I paraphrased it and said provide the
-- an estimate of amounts that would be recorded in the CRVA, would that be --


MS. GRICE:  I was actually looking for the revenue-requirement impact and the resulting payment amounts if Darlington was not approved as a capital project in the test period or as an in-service addition.

MR. SMITH:  Well, wouldn't that -- I'm just -- wouldn't that also change our smoothing proposal and all of that evidence would have to change as well?

MS. LONG:  Do you need to know what is smoothed, or are you just looking for what the revenue-requirement change would be?

MS. GRICE:  That would be fine, just the revenue-requirement change.

MR. KOGAN:  We could -- I think we could estimate that in a similar way just to several other information requests that we've addressed for hypothetical scenarios.  It's going to be a -- perhaps a simplified estimate, but I think it will certainly give you a reasonable figure.

MS. GRICE:  That would be fine, thank you.

MR. MILLAR:  J10.11.
UNDERTAKING NO. J10.11:  TO PROVIDE THE REVENUE-REQUIREMENT IMPACT AND THE RESULTING PAYMENT AMOUNTS IF DARLINGTON WAS NOT APPROVED AS A CAPITAL PROJECT IN THE TEST PERIOD OR AS AN IN-SERVICE ADDITION.

MS. GRICE:  I just have a couple of questions on support costs.  And if you can please turn to page 5 of the AMPCO compendium.  And I just want to ask just a question about the business and administrative service cost.  And the breakdown of those costs are on page 7 of AMPCO's compendium.

MR. MAUTI:  Yes.

MS. GRICE:  Okay.  And at line 10 it shows OM&A project costs, and I calculated 2017 to 2021, subject to check, as being 66.7 million over the test period for OM&A project costs at line 10.  Would you accept that?

MR. MAUTI:  That's about right, yes.

MS. GRICE:  Okay.  I couldn't find anywhere in the evidence that explained what those costs are.  So if you wouldn't mind just explaining that for me, that would be great, thank you.

MR. MAUTI:  This group has three business administrative services, just three main groups within it.  As you can see from table 7, there is an IT-related services and costs, a supply chain function, and a real-estate and services function.  So within each of those three there could be small projects that do not meet the test for capitalization that on the face of them would be sort of small in number, but there could be several of them that, combined, would equal the approximate, say, 10 to 15 million dollars you're looking at on a per-year basis.

So it could be things on the real-estate side.  They could be dealing with, you know, repairs to bridges and structures at the facilities.  It could be a supply chain project that would be reviewing governance or something like that, or it could be IT-related projects that again don't meet the test for capitalization that would be small enough and classified as OM&A projects.

MS. GRICE:  Okay.  Thank you.  If we can turn to page 8 of the compendium, this is evidence regarding purchased services for support services.  And if you turn the page, it shows the vendors that met the 1 percent threshold of total OM&A expenses greater than 6 million for '13, '14 and '15, and you show two vendors here, New Horizons System Solution and ARI Financial Services.

Could you let me know how many contractors there are in total there were for this work?  We heard under OM&A nuclear, there were approximately 300 vendors.  Would you be able to provide the number of vendors under this category of purchased services?

MR. MAUTI:  I'm sorry, you asked contractor service, you didn’t ask vendors.  These two are vendors.


MS. GRICE:  But are there any others?  These met the threshold of over six million.


MR. MAUTI:  You want to know how many other vendors exist within support services function that fall below the threshold?

MS. GRICE:  Yes, just ballpark.

MR. SMITH:  Can I ask why?  There are specific filing guidelines specified by the OEB that we identify those that account for greater than 1 percent of total OM&A expense before taxes.  That's what's been identified.  And now we're being asked for a list of those that don't meet the filing guidelines.

MS. LONG:  You're not going to get a list.  Are you asking for a ballpark, like are there 300 or are there three?


MS. GRICE:  Yes, that's what I was asking.

MR. MAUTI:  It's more than three.  At a break, I can probably try to find number for you.  If really pushed for a number now, I would say there's probably in excess of 50, I would suggest.  But until we go and look, I'm not exactly sure of any closer of a number.


MS. GRICE:  That's fine.  I just wanted an idea of how many vendors.  And you provided information on your spend on purchased services for 2013, 14 and 15.  It looks like it's approximately 100 million per year.  What I couldn't find in the evidence was a forecast for the test period.

So I was looking for a forecast of support service, purchased services spending for 2016 to 2021.

MR. MAUTI:  It's not within the record of the filing right now, so I agree that number is not currently in evidence.

MS. GRICE:  Would you be able to please provide the forecast for purchased services under support services for the years 2016 to 2021?

MR. MAUTI:  Would that just be for the regulated part of the business?  I'm just trying to understand the context.  It's easier to look at total obviously, if it's just a number you're looking for that can relate to F3-1-1, table 1, which is the total support services cost for the company.

If you wanted to get just the nuclear allocated piece, it would take a little more time obviously to sort of understand what gets allocated and not.

MS. GRICE:  My next question was going to be -- if you turn to page 11 of the compendium, these were the total OM&A purchased services, I believe for nuclear only, that we talked about with a previous panel.

And I wanted to then add to that the undertaking response, which would be the support services purchased services to get an idea of what the total costs are.  And I wanted to ask you:  Are those the only two areas where there are purchased services?  Is there anything else that I've missed in the evidence under nuclear?

MR. MAUTI:  If this is the total number of purchased services directly from the nuclear business and then the allocated support, if we can provide that in addition to maybe anything to do with DRP.  But if it's just looking for sort of ongoing OM&A kind of costs, that would be the two spots to get it to, yes.


MS. GRICE:  Okay.  So to answer your question about the purchased services, if it's the total number or just the nuclear allocation, I would be looking for the nuclear allocation.


MR. MAUTI:  Okay.

MS. REES:  I would observe that certainly F3, tab 3, schedule 2, was prepared on a total basis.  I was just browsing while you guys were having a dialogue.  So like Mr. Mauti said, I’m not sure how much effort it is to break out the regulated.

MR. SMITH:  We'll make best efforts to do it.


MS. LONG:  Thank you, Mr. Smith.

MR. MILLAR:  J20.12.
UNDERTAKING NO. J20.12:  TO PROVIDE THE NUCLEAR ALLOCATION PORTION OF SERVICES PURCHASED DIRECTLY FROM THE NUCLEAR BUSINESS FOR OM&A AND THE DARLINGTON REFURBISHMENT PROJECT.

MS. GRICE:  Thank you.  I'm going to turn to a new area now.  If we can please turn to page 17 of AMPCO's compendium, I want to ask a few questions about the deferral and variance accounts.


At 6.2, you describe a new variance account that's been asked for in this application, and I'll quickly summarize it.  OPG seeks approval to file an application in the first half of 2019 to review and update the nuclear production forecast and corresponding fuel cost for July 1, 2019, to December 31, 2021.  OPG proposes establishing the midterm nuclear production variance account to record the impact of the production variance from July 1, 2019, to December 2021, and the production variance will be the difference between the nuclear production forecast approved in this application and the nuclear production forecast approved in the midterm review application.


I just want to confirm a couple of things.  It's my understanding that OPG is taking the risk on forecast for 2017-2018 and half of 2019.  Is that correct?

MR. FRALICK:  Yes, that's correct.

MS. GRICE:  And in the midterm review, you're going to be putting forward an updated nuclear production forecast for July 21, 2019, to December 2021.  And I wanted to ask:  When does OPG plan to dispose of the balance in that account?

MS. ARSENEAU:  That would be at the next application, likely in the 2022 time frame, depending on the timelines of submissions and whatnot.

MS. GRICE:  Do you anticipate that that approach would change at the midterm review?  Would there be any reason for that to change?

MS. ARSENEAU:  Not that I can think of at this time, depending on the balance in the account, I suppose.

MS. GRICE:  If there is a further variance between the forecast approved at the midterm -- I'm trying to say this without being too confusing -- and what actually happens, is OPG taking on that risk?

MS. ARSENEAU:  I think your question is is OPG taking on the second half of the term's forecast risk?  Absolutely, yes.


MS. GRICE:  Thank you.  I now have some questions regarding the capacity refurbishment variance account.  And others have already asked a few questions, so I'm going to try do it in a little different way.

Just to summarize, my understanding of the CRVA is that it captures the variance between actual capital and non-capital cost and firm financial commitments, and then those capital and non-capital forecast costs and commitments underpinning the revenue requirement in EB-2013-0321.


MS. ARSENEAU:  Yes, that's correct.

MS. GRICE:  My understanding is you're clearly the account as at December 31, 2015.

MS. ARSENEAU:  Yes, that's correct.

MS. GRICE:  Can you confirm the entries into the account?  Is that January 1, 2014, or January 1, 2015?

MS. ARSENEAU:  Sorry, which table are you referring to?

MS. GRICE:  I wasn't actually referring to a table yet.  I was just wondering when the entries for clearance of this account started in this application.   Like if you're clearing 2014 and 2015 entries, or just 2015?

MS. ARSENEAU:  We're clearing the balances in the account as at the end of 2015, which would mainly be entries that took place in 2015.

MS. GRICE:  Okay.  Thank you.  Can you please turn to page 22 of the compendium?  This is table 11 in your evidence that summarizes the account transactions in the capacity refurbishment variance account, and I wanted to start off by going to line 19.  And my questions forward are going to be focused on the impact on rate base of projects that are being -- where balances are being cleared in this account.

So if we look at line 19, it shows that the total net plant rate base amount is 192.6.  And I believe the way that you determined the entries in the account was to calculate the cost-of-capital variance, and that's at line 22, and then also to calculate the depreciation variance, and that's at line 25.  Those are the -- essentially the entries into the account?

MS. ARSENEAU:  Yes.

MR. KOGAN:  Plus the tax...

MS. ARSENEAU:  And below that there are tax impacts included.

MS. GRICE:  Okay.  Right.  So then if we add the 2.2 and the 2.5, totalling 4.7, that's a credit to the account that would be collected from ratepayers regarding the nuclear projects that are underneath this account that are related to DRP and other projects, correct?

MS. ARSENEAU:  I think it's a debit, but --


MS. GRICE:  I'm sorry, I'm sorry, I'm sorry, a debit to the account.

MS. ARSENEAU:  Sure.

MS. GRICE:  Correct.  Sorry about that.

MS. ARSENEAU:  No worries.

MS. GRICE:  Okay.  So if we can turn to page 30 now, please.  So this shows the amounts that were approved in 0321 that form the basis of your comparison in this application.  So it's 116 million in 2014 and 204.6 million in 2015?

MS. ARSENEAU:  Yes.

MS. GRICE:  And then if we go to page 29, please, of the compendium, this table was produced in response to a Staff interrogatory 2.10, where they asked for a list of the projects that made up that 116 million 2014 forecast and 204.6 million forecast.  And what you did here was you provided the actuals for 2014 and 2015.

MS. ARSENEAU:  Yes.

MS. GRICE:  And you took out the projects that had been reclassified outside of DRP?

MS. ARSENEAU:  Yes.

MS. GRICE:  So then what we end up with is the 2014 forecast stays the same at 116 and the 2015 forecast goes from 204.6 million down to 172.1 million.

MS. ARSENEAU:  Yes.

MS. GRICE:  So I wanted just to understand how this works.  If we can just look at -- I wanted to look at the water and sewer project in particular.  And if I can just start off by asking what are the business objectives of that project that make it fall under the Darlington refurbishment project.


MR. KOGAN:  Can I just go back --


MS. GRICE:  Yes.

MR. KOGAN:  -- before answering your question?  I want to make sure that we were not sort of crossing each other.  When you were saying that we took out some amounts out of the forecast, for clarity, we didn't take -- we did not reduce our forecast for purpose of calculating the reference amount against which to measure the variances, and as we explain in -- probably in this very interrogatory you're referencing, that results in us effectively crediting to customers the full forecast revenue-requirement impact of the two reclassified projects.

MS. GRICE:  Okay. Thank you.  So I'm mistaken.  So it's -- your reference point is the original numbers from 0321.

MR. KOGAN:  That's right.  We just presented information here for clarity --


MS. GRICE:  Okay.  Thank you.

MR. KOGAN:  -- or so we thought.

MS. GRICE:  Thank you.

Okay.  So I was asking about the business objectives that, for example, under "project" at line 2, which is the water and sewer project, what the business objectives are of that project that makes that fall -- or fall under the Darlington refurbishment project?

MR. KOGAN:  So I'm going to have to look, because there were interrogatories that we answered last time that might be the easiest way to reference it, so I might need a minute to locate that.

MR. KOGAN:  So in no way am I a technical expert in this, so I'm literally just looking at the response we provided in EB-2013-0321, under Exhibit L, tab 49, Schedule 15, PWU 5, and it goes into some detail about several projects that were being asked about, including water and sewer.  So I can just read some of the things that it says here.  It says that:

"The purpose is to supply domestic water and fire water from the municipalities of Oshawa and Bowmanville to various station facilities, to send sewage directly to the municipality from a newly installed sanitary sewer line that will replace on-site sewage treatment plant."

And what that interrogatory response also explained is how the project supported the operating units before refurbishment as well as after, which was the reason that it was placed in-service as an early in-service project and I believe accepted as such, at least on a forecast basis, in the last decision.

MS. GRICE:  Okay.  So that project wouldn't have taken place had it not been for Darlington refurbishment?

MR. KOGAN:  I think the point that we were making -- so the short answer, I don't know the answer to that question, sitting here, but I think the overarching point we were making in the last proceeding and I guess we repeat here is that it was addressing a business need that existed today and exists today in respect to the Darlington refurbishment project, in terms of whether, you know, that exact same project would have been done or how the work would have been done or to what extent, I can't comment, but it's clear, and we've outlined on record last time that it is to us clear that it does address an existing business need and therefore is used and useful now.

MS. GRICE:  Okay.  Not having looked at that interrogatory, it may be that this has been covered off there, but when there were interrogatories in this proceeding that asked for what criteria OPG used to declassify projects, and I wondered, is there a criteria that you use to maintain projects under DRP?  Do you have a similar type of analysis that you undergo?

MR. KOGAN:  Just one moment.

MS. GRICE:  Sure.

MR. KOGAN:  I'm not sure if this will answer the question, but in Exhibit L, tab 2.2, schedule 1, Staff 008, we in part C tried to make a distinction, and we mentioned that you could have projects that are required to execute the DRP and also necessary for the current operations, such as water and sewer, which is different from something like the operations support building, which is what we reclassified because, as I understand it, that was not something that was part of the refurbishment scope.  I don't know if that distinction helps or not.

MS. GRICE:  Okay.  No, it does.  I'll move on.  Thank you.  So back to the water and sewer project.  What I want to try to do is go through that example to understand how the Board is going to approve entries or what's been recorded in the CRVA.  So if you can just help me out a bit.

In this table you've got the forecast and the actuals for 2014 and 2015.  So in terms of the base amount and then the amount that's going into rate base, can you just let me know what the variance is?  What is the amount of dollars that we're talking about that reflects the net plant rate base amount for the water and sewer project?

MS. ARSENEAU:  So I think this answers your question.  It would be the variance between the actuals on that line and the forecast numbers on that line, and then the revenue requirement impact of those.

MS. GRICE:  So I would take '14 forecast and actuals and '15 forecast and actuals, and add them together?

MS. ARSENEAU:  Well, the entry into the account for that year would be the '15 actual versus the '15 forecast.  But to make matters slightly more confusing, it would actually be the difference between the average of the '14 and '15, because our payment amounts are approved on an average basis.  So the amount funded in rates is the average of the two.  It's compared to the average of the '14 and '15 Board-approved numbers.

MS. GRICE:  Would you be able to provide that number as an undertaking, just so in argument, when I just want to go through maybe this particular project, it's not confusing?

MS. ARSENEAU:  Sure, that's no problem.

MR. MILLAR:  J20.13.
UNDERTAKING NO. J20.13:  TO PROVIDE THE CRVA AMOUNTS FUNDED IN RATES IN 2014 AND 2015 FOR THE WATER AND SEWAGE PROJECT

MS. GRICE:  Now, if we can please turn to page 34 of the compendium, because my understanding is the Board's prudence review is going to be on whether or not that amount that is being entered into the CRVA is prudent.  Is that correct?

MS. ARSENEAU:  Yes, recovery of CRVA balances is subject to prudency.

MS. GRICE:  Can you turn to page 34?  So what this is showing is an updated chart that reflects all of the projects and the actual amounts that have gone into rate base, the actual depreciation.  And then you'll see at the column on the very end, it shows the amounts that have been recorded in the CRVA in 2015.

So if we can just follow along with the water and sewer project -- and I apologize this is small font, but I've written out what the entries are.

So for the actual amount in rate base, it's 2.5 million in 2012, 12.7 million in 2013, 31.6 in 2014 and then 41.8 in 2015.  And then when you add up the actual depreciation amounts that correspond to that, it's 2.7 million.  And if you follow along to the end column, the amount being recorded in the CRVA is 2.9 million.

MS. ARSENEAU:  I think some of the confusion is that column is mislabelled.  Those are actually the amounts recorded in the CRVA account as at the end of 2015, as opposed to recorded in 2015.

MS. GRICE:  Okay, but that's the amount that impacts the CRVA clearance in this application.  That's the amount that's being sought for clearance is the 2.9 for this project?

MS. ARSENEAU:  Subject to check, I believe that's correct.

MS. GRICE:  Thank you.  The reason why I chose the water and sewer project to pursue further is because it's one of the largest entries in the CRVA in 2015.

If we can now please turn to page 52, this is a page out of the latest superseding business case for this project that was executed in 2014.  And if we can just go to the table at the top that reflects appendix B, it shows that in the execution phase, there was a partial release of 36 million back in 2011.  And then there was a full release at the execution phase of 40.6 million in 2013.  Then there was an over variance amount updated to 45.7 million, and that was later in 2013.  And then in May 2014, a superseding business case was filed for this project for a new project estimate of 57.7 million.

I wanted to just look at the project variance analysis that's been included in this superseding business case.  And if you look under the variance, there has been 882 million related to OPG project management.

MR. KOGAN:  That's thousands, right?

MS. GRICE:  I'm sorry, 882 thousand.  And that's for
-- there is a list of the project management extras required related to design projects, project controls, supply chain core team, and that’s under note 1 at the bottom of page 52.  It just provides the sort of costs that occur because the project is taking -- is going in-service at a later date, I suspect.  Would that be correct?

MR. KOGAN:  I think we're all looking at this maybe for the first time.  I'm not sure we're familiar with this.

MS. GRICE:  That's fine.  I'll get to my point very shortly, okay.  And under 2, there’s additional OPG engineering costs of 14,000. Under note 3, you have additional costs of 929,000 related to OPG other, which appears to be again project management costs that are a result of a schedule extension.

Then under note 4, the delay of one year has increased the cost required for the design agency support during installation and commissioning.  And under note 5, there is an additional 7.86 million and that's for construction costs related to underestimating the value of change requests, additional change requests, and increased contractor direct costs.  And those are broken out in the table under note 5.

And then when we turn the page, this is where I sort of what I wanted to ask questions about.  There are these additional invoiced changes and they total, when you add them up and subject to check, in the column on the right, 2.091 million.  Will you accept that, subject to check?

MR. KOGAN:  Trying to follow along -- which ones are you adding?

MS. GRICE:  The column on the right relating to invoice changes.

MR. KOGAN:  Yes.

MS. GRICE:  And the row underneath says the total of the cost changes, not including the invoice changes, is 7.86 million.  And we see that as part of the variance analysis back on page 52.

I wanted to just pause there and ask, in terms of the CRVA, are these the types of costs -- would these impact in any way the CRVA, the invoice changes?

MR. KOGAN:  I think what we can say is that we have not excluded any cost that we incurred for this project from the costs used to calculate amounts in CRVA, so we used actual in-service amounts.

Again I wasn't necessarily following all the numbers and I'm not familiar with the document.  But what I'm able to observe is, for example, at J2.6, attachment 1, page 1 for the water and sewer project, and as I understand it, the final cost looks like it was 44.8, so certainly well below the 577 number that is also cited there as a projected cost in that evidence, which corresponds to what you were pointing to earlier.

So certainly the magnitude of potential issues you might be looking at looks like it's smaller.  That's the only thing I can offer.

MS. GRICE:  That was going to be one of my questions.  So the reference that you just cited, J2.6 with the 44.8, is there anywhere in the evidence where the Board Panel can see -- this was your last business case; it was 45.7 million.  The superseding business case filed in evidence shows it at 57.7; it came in at 44.8.  How does the Board know what costs were or were not incurred, what contingencies were used, were these invoiced amounts, the final invoiced amounts, that's what I'm trying to understand.

In terms of doing the prudence review for these projects, how can the Board ascertain that?

MR. KOGAN:  I'd have to check, but I understand that we do file evidence on nuclear projects and DRP projects and other major projects, and hopefully my colleagues are able to provide a reference, but I'm sure we do include water and sewer.

MR. SMITH:  While we're looking for it specifically, but there is in the D2, tab 2 evidence, in, I believe, D2, tab 2, schedule 10, roughly beginning around page 8, a description of this, and of course these were all Darlington Refurbishment Program costs, so I understand why my friend is asking the questions of this panel which is relating to the CRVA and the dollars recorded in the CRVA.  Fair enough.


These are finance witnesses, however, and the actual reasons why dollars are spent on a nuclear project would have been, I think, better directed to the nuclear panel, which is why that evidence is identified in Exhibit A1, tab 9, schedule 1, including the interrogatories that we've been looking at through this cross-examination most recently are all directed to that panel.

MS. LONG:  It's a difficult situation.  I mean, obviously I take your point, Mr. Smith, with respect to the reasons why, but I think if we want to understand the mechanics of how this works --


MR. SMITH:  I -- I --


MS. LONG:  -- that is difficult for us to get our heads around too, so I imagine, Ms. Grice, you know, there's a little bit of give and take here.

MR. SMITH:  I don't have a concern about it.  Where my concern is is down the road, because the mechanics of how dollars flow through the CRVA, I think all of those questions should be asked and are appropriately asked of the panel.  If my friend is later going to say the material you have filed, it doesn't address an argument about prudency that is not put to the DRP panel, that's where I have a concern, because I don't think these witnesses can fairly answer a specific question about what happened with this particular project, there's -- other than reading interrogatories, as Mr. Kogan is incredibly adept at doing, but other than doing that I'm not sure that they can actually answer those specific questions.  That's the only concern I have.

MS. LONG:  That's your concern.  Okay.  Ms. Grice.

MS. GRICE:  Okay.  Well, I've included on page 57 of my compendium the evidence that was filed in D2, tab 2, schedule 10 that was mentioned, and it provides an overview of the project and the variance, which was that the project was fully released in May, that included a total estimated project cost of 40.6 million and the forecast in-service amount for the project is 47.5 million.

And I believe, if you'll just bear with me, I have another page in the evidence, page 39 of my compendium, that provides a description of what the variance was driven by.  But it doesn't get to the issue that I'm trying to resolve, which is, when we look at page 52 of the superseding business case, the final amounts are not 57.7.  They're something else.

But there isn't anything in the evidence to say, you know, we ended up spending -- we asked for an additional three million in project management but we only needed two, or, you know, we had an extra seven million for construction contracts but we spent five.

That's the sort of reconciliation, and I just -- I'm just not -- I guess what -- I just wondered if OPG does that sort of reconciliation when they close out a project.

MR. SMITH:  Well, the one thing I can say for sure is when we're preparing the pre-filed evidence we certainly can't prepare the pre-filed evidence just to make it manageable to go back from the final business case to explain why dollars weren't spent.

The main drivers of the variance are included at D2, tab 2, schedule 10, pages 20 and 21.  If my friend wanted to ask these particular questions about why the number came in at 43, 44 million, as opposed to 57, which was the final release that had been sought, I would have --


MS. LONG:  But I don't think she's asking why.  I think she's asking how at the end of the day these numbers square.

MR. SMITH:  Sorry, which numbers?

MS. LONG:  So as I look at the business case summary here, I think your question is, at the end of day, how does the Board know what was included and what was not included and what the final number was?  And is that something that finance does, I guess, based on information that nuclear provides to them?  Is there a final accounting?  Is that the gist of what your question is?

MS. GRICE:  Absolutely.

MR. MAUTI:  I'm not sure if this is going to be helpful or not, but any project that is released that has a BCS is tracked using a project number at the end of a project, and before we actually post anything to the CRVA we look to the costs that have been closed out to that project number, I believe in comparison to what would have been set in terms of a base rates amount.

Do we go back and compare that to what the most recent BCS was?  If it's over that BCS we have a control problem, because you shouldn't be spending without authorization, but if it comes in below, it's not as if we're going to be questioning, why didn't you spend more.  You're looking at the actual costs at the close-out of a project and comparing that to the reference amount and you booking the difference to the CRVA.  I'm not sure if I'm --


MS. LONG:  Well, no, I think that is the answer to the question, that as long as it's under what the revised business case is from your viewpoint you don't do a further analysis of that.

MR. MAUTI:  No, there'd be -- in terms of project management is there a question why you release to BCS and it ends up coming in less in terms of lessons learned or project reports, but in terms of closing out to the CRVA, we wouldn't book to the BCS amount on the expectation it was going to close out to that amount.  We would actually tie it down to what was actually spent on that project, so...

MS. LONG:  Does that answer your question?

MS. GRICE:  It does.  Just the flip side of that is then if it is over, is there another process that's followed?  Do you do that reconciliation?

MR. MAUTI:  Well, as part of finance I would be more concerned if we were over and we didn't get authorization to do that.  Then the whole control process we have is to ensure you don't overspend on a project before you get authorization, so I think from a finance group we're more concerned about people spending when they don't have authorization, not necessarily that they're underspending an amount that had been released through a BCS process.

MS. LONG:  I think this is probably a good time to take a break for 15 minutes.  Thanks.
--- Recess taken at 3:17 p.m.
--- On resuming at 3:34 p.m.


MS. LONG:  Ms. Grice?

MS. GRICE:  Thank you.  I just have a couple of questions left.  There was a reference to J2.6, and if I can please get it up on the screen.  I apologize this is not part of my compendium.  Attachment 1, yes, please.

So this undertaking was from the DRP panel to update all of the projects that are ongoing from EB-2013-0321 from the pre-filed evidence to show what the final project cost was.

And if you look at line 4 under the water and sewer project, there's an amount for OM&A of 3.3 million.  Does that amount receive CRVA treatment?  Is that considered a non-capital amount?

MR. KOGAN:  Yes, it does.  And for proper comparison, when I referred you to 44.8, I should have added the OM&A number to be a fair comparison against the total.  So I apologize for that.

MS. GRICE:   Thank you.  I just have one area left.  I just want to explore those OM&A costs.

So if we can go back to page 54 of my compendium, I was trying to understand some of these invoice changes that total 2.091 million that are not included on page 52 in the variance analysis.

One particular cost that I wanted to talk about was standby cost, and I understand this is one of the reasons why there is a variance from the full execution business case that was filed in 2013, and on page 39 of my compendium -- sorry to flip around, but so we have the full picture -- under the explanation of what the variance was driven by, under the second bullet there it explains on the last line that the revised protocol resulted in additional cost for exploratory investigation in standby costs.

And then we flip back to page 54 of the compendium, it shows there's 598,000 of standby costs.  And the way I read this is these are costs that were not anticipated in the full execution business case.  And my understanding of standby costs is it’s when trade labourers were directed to stand down or standby, because there's, for example, a scheduling conflict.

I just want to understand.  Is that 598,000 of costs, is that part of the 3.3 million in OM&A?

MR. KOGAN:  Again, I’m not familiar with this document.  So if this cost was incurred, it would be part of the total project cost.  Whether it's OM&A or capital I don't know.  I think, generally speaking, OM&A costs would be removal type costs that would be -- whether this would classify as that, again I don't know the nature of the work, so I don't know. I'm sorry.

MS. GRICE:  I guess what I'm struggling with is how do we know that this was the final cost.  Is it possible that there could have been more standby costs that were part of this project?  And if there were, is that an indicator that there is an issue with scheduling?

I'm just trying to chase through what some of these variances mean in terms of prudence review, and then approval under the CRVA.

MR. FRALICK:  I guess we're having a bit of difficulty answering your question in that we don't have the specific knowledge of the puts and takes within this project.

This BCS approved an envelope through the superseding release that forecasted these costs.  How they actually flowed, we don't know.  So I don't know how to best answer that any further.

MS. GRICE:  Okay.  And I appreciate -- I suppose these questions were better responded to by another panel.  It's just that I guess the issues didn't become relevant to me until I tried to follow the project through to the CRVA.  Anyway, I'll leave the questions, and I just have one more.

In terms of OPG's heavy water available for sale, is that impacted at all by the D2O heavy water building not being in service?

MR. FRALICK:  I don't know.

MS. GRICE:  Okay.  Thank you.  Those are my questions.

MS. LONG:  Thank you, Ms. Grice.  Mr. Tolmie, you have a compendium I see here?

MR. TOLMIE:  Yes.

MS. LONG:  Should we mark that?

MR. MILLAR:  K20.5.
EXHIBIT NO. K20.5:  MR. TOLMIE'S CROSS-EXAMINATION COMPENDIUM FOR OPG PANEL 5B


MS. LONG:  And do the witnesses have that?  It says "Sustainability Journal" at the top.  Yes, you do have that?

MR. MAUTI:  One copy.

MS. LONG:  Could we get some more copies?  Thank you, Ms. Binette.
Cross-Examination by Mr. Tolmie:

MR. TOLMIE:  My name is Ron Tolmie, Sustainability Journal, and I have a very short list of questions that I'll attempt to get a little better oversight on how risk and liabilities are to be handled.

Let’s start with this as an example.  The application predicts that OPG will need 22 hundred and 93 million dollars for the predictable decommissioning costs.

Now, the OPG has insurance for costs relating to OPG's public liability -- I think that insurance is now currently about $1 billion, as a matter of fact.  If you had a problem, like one of the nuclear units suffering a major anticipated failure, is that offered by insurance or by some other procedure?

MR. MAUTI:  As you mentioned, there have been changes to the Nuclear Liability Control Act that I believe came into force at the beginning of 2017.

For OPG, that would mean we would be accountable to carry insurance for nuclear incidents.  Currently, I believe the threshold is 650 million dollars and eventually that steps-up to be the point of $1 billion, meaning we would be accountable to cover the first billion dollars that would be on account of a nuclear incident, at which point we have purchased insurance for that and above that threshold, the cost would be covered by the federal government.

MR. TOLMIE:  Does the insurance cover your own expenses, or does it cover public liability as well?

MR. MAUTI:  I believe it would be for all, both public and our own.  But I think it's primarily there to deal with impacts it would have on the general public.

MR. TOLMIE:  Okay.

MR. MAUTI:  We would carry our own insurance just for operations, just on basic equipment, machinery, accidents, things like that.  So this is again dealing more with the release of any sort of nuclear materials as a result of an incident as the Nuclear Liability Control Act.

MR. TOLMIE:  How would you handle a problem if something in the nuclear -- in the Darlington station doesn't work at all.  You've had the example of the Maple stations not functioning and having to be decommissioned, and Pickering went through quite a long period when it was dicey as to whether it would work at all.

How do you handle that situation?  Come back to the Board, or...

MR. MAUTI:  I'm not sure I understand what you mean by "handle the situation".

MR. TOLMIE:  Well, let's say there was something wrong with the metallurgy of your refurbishment process and you weren't able to operate the reactors.

MS. LONG:  Are you asking specifically in terms of insurance, or are you asking --


MR. TOLMIE:  Well, that's my question.  Would it be handled via the insurance plans, via internal provisions that are part of your overall economic plan, or how would you handle it?

MR. MAUTI:  Well, the Nuclear Liability Control Act would have no relevance in this case.  That's really to deal with an accident per se at a nuclear station that has release.  If the work that we're doing for refurbishment results in us not being able to start a unit for whatever reason, I think you'd have to look at what drove that situation.  Was it a result of an incident or something that was done on an accidental nature that you could potentially claim insurance?  But if it's just, we went along and it wasn't able to be restarted or didn't work, I don't think there's an insurance protection for that.  We would then have to understand what's driving that situation and make a decision at that point through our Board and our shareholder.

MR. TOLMIE:  Suppose the market itself changes radically, there's a bigger demand or a smaller demand, again, that's a risk that you had to plan for.  What's the thrust of your plans for that situation?

MR. MAUTI:  These are our -- nuclear stations are prescribed facilities that operate on a base load situation.  Once we have our operating licence through the CNSC and our rates are set through the OEB, we would operate.  It's not our accountability to look at the marketplace and determine supply demand mixes.  That would be the job of the IESO.

MR. TOLMIE:  Somebody else's problem.  OPG is a landlord of the Bruce stations.  What risks would OPG be subject to in the event of a major problem at Bruce?  Say an accident?

MR. MAUTI:  I would suspect that as a nuclear operator in Canada Bruce Power would have to carry an equivalent level of insurance coverage through the Nuclear Liability Control Act.  And whether it's the same thresholds we have or something else based on their operations, but they would have to provide insurance and protection similar to we would have to for our licensed facilities.

MR. TOLMIE:  Thank you.  The new NLCA provides a dual system to deal with compensation in the case of a major event.  Does your -- this current application define OPG's role in the tribunal that might be set up in such a case?

MR. MAUTI:  I would not know.

MR. TOLMIE:  Could somebody maybe undertake to answer that, and at a future date?

MR. SMITH:  Sorry, I'm not quite sure I caught the question, Mr. Tolmie.  Can you give it to me again?

MR. TOLMIE:  Well, if a tribunal is set up under the dual system envisioned under the new NLCA, is that totally out of your hands, or are you -- would OPG be involved in, say, managing between the insurance that you already have and the costs that might be covered by the tribunal?

MR. KOGAN:  So this is in the event that there is --


MR. TOLMIE:  In the event of a major accident, yes.

MR. KOGAN:  So our application -- I think your original question referenced our application.  Our application does not anticipate such an event, and therefore the only costs we have are just associated with carrying the necessary insurance.  So we don't plan beyond that, I wouldn't say, on a regular basis.

MR. TOLMIE:  Okay.  In my compendium in pages 10 and 11 there are a couple of examples of major events that have occurred elsewhere, things like Chernobyl and Fukushima.  And the answer you just gave indicates that you apparently don't have specific plans for handling some event of that nature?

MR. KOGAN:  No, I'm sorry, I was referring specifically to the financial plan underpinning the application in terms of cost, because you originally referenced your -- framed your question with respect to this application.  All I was commenting on is that this application doesn't assume such an incident.

MR. TOLMIE:  Okay.

MR. KOGAN:  Obviously clear.

MR. TOLMIE:  Well, just very briefly could you tell me what would happen if you had an equivalent to Fukushima in Darlington, let's say?

MR. FRALICK:  Well, I'm not speaking for my nuclear colleagues, but I know that they do extensive emergency preparedness and response planning.  They practice certain drills.  I know we undertook to distribute KI pills to the community in Pickering.  And recently -- and they have, you know, an extensive plan of how they would handle various emergency situations.

Other than to say it at that level I couldn't get into the details of exactly what those plans look like, but I know that they exist.

MR. TOLMIE:  Roughly how many people live within ten kilometres of either Darlington or Pickering?

MS. LONG:  Mr. Tolmie, this is the finance panel, so I don't know that they're going to be able to answer these questions for you.

MR. TOLMIE:  Yeah.  These of course mean many, many billions of dollars in the case of both of the type -- the cases I mentioned.  There's a lot of money attached to the cost of such events, so I'm just trying to get a feel for how the company is organized to manage that kind of event financially.

MR. MAUTI:  I guess what I can say is that I know nuclear safety is a paramount importance to the organization and the company.  We regularly have our stations evaluated by third parties and industry peer groups.  I know our Pickering and nuclear stations have received excellent results recently.  As Mr. Fralick had mentioned, we do a series of emergency response and preparedness exercises with multiple levels of government.  We've been responsive to the directions coming from the CNSC as a result of Fukushima in terms of major accident analysis, and we're actually one of the leaders within Canada and North America in doing that.  So we do take nuclear safety very seriously.

I'm not sure how to respond to the question of should there be an unforeseen event within a nuclear station.  It doesn't have to be one of ours.  As we've testified in the past, the Fukushima incident halfway around the world led to a lot of additional requirements and regulations that the CNSC has put forward in terms of a major accident analysis, and so an incident anywhere within nuclear on the globe tends to have an impact on everybody else that's generating within nuclear.  So that's about as much as I can offer you in terms of the importance that we place on it and the plans that we have.

MR. TOLMIE:  The procedures appear to be in place that in the event of something like that a tribunal would be set up and the tribunal would handle many of the financial issues, but would the tribunal just be a banking type organization and the actual administration of the management of a major event be left to OPG?

MR. SMITH:  I don't think we're in any position to speak to how that might play out.

MR. TOLMIE:  Okay.  Under the Paris agreement the federal government and step-by-step the provincial government as well, attempting to contribute to the two-degree temperature rise limitation or possibly even reduce that.


To meet that objective, we're going to have to stop using natural gas; that's a very simple calculation.  And if we do that, then we will have to use alternate means of doing things like heating our homes.  And if we do that in turn, then the market for electricity will change quite radically.  It’s already changing.

Will projects like the DRP increase or decrease the risk of not being able to meet the Paris agreement objectives?

MR. FRALICK:  DRP as a project will provide the province with 30 years of greenhouse gas-free emissions  and affordable base load generation.  So I don't see how proceeding with the DRP would in any way contribute to the global target of reducing average temperatures.  If anything, it would support it.

MR. TOLMIE:  Okay.  Let's go to page 15 of my compendium.  That shows a graph showing how the demand for electricity might change as a result of the measures being taken to meet the Paris agreement.

We're already seeing reductions in demand, and the systems are delivering more energy from alternative sources.  And that appears to be squeezing the potential for using nuclear power quite radically.  This graph, for example, shows the existing reactors being shut down on the termination of their current CNSC licenses.

And what I'm driving at, I guess, is that there appears to be a collision about to take place.  If we achieve those objectives of reducing the demand for power and increasing the supply from alternative sources, then there's less requirement for nuclear power.  And conversely, if you follow on what you just suggested and we continue to produce the existing level of nuclear power, then the graph below on that page shows there to be a rapid divergence of electricity supply exceeding the electricity demand.

In the electrical world, you have to balance supply and demand exactly at all times, as you said before.  So there is in fact a major conflict between green energy sources and nuclear power, and my question is:  Will continuing the current level of nuclear power create a serious problem in meeting our environmental objectives?

MR. SMITH:  I don't know what the answer to the question is, other than that this is the finance panel, and as Mr. Mauti indicated earlier, the procurement of energy and the supply mix is properly the domain of the IESO, and the regulation specifies already the Long-Term Energy Plan and the need for the Darlington refurbishment.

I'm not sure we can say anything in the context of this hearing beyond that that would be helpful.

MR. TOLMIE:  The plan as it stands does have provisions for in fact providing off-ramps for any number of the -- all ten of the reactors that are subject to refurbishment.

On page 16, there's an excerpt from one of those agreements that shows how the off-ramp provisions might be put to use in the event that there are better, more economic solutions.  So there is a plan there for following the graph that I showed on the top page of page 15 of actually cutting back on the nuclear power.

If that were to happen, would it not make major changes in most of the plans you've been presenting to us here?

MR. FRALICK:  Certainly if that were to happen, it would change OPG and OPG's plans.  As we sit here today, we heard a couple of days of testimony from the IESO looking at the next ten years, even beyond the current test period that we're seeking rates for, and how that period is going to be a challenging time in the province.  We've got gas contracts expiring, we’ve got Pickering reaching its end of life, and certainly in this nearer term horizon, there is no indication that there is a lack of need for the power and the plans we have before us.

Should that change, the government has indicated that it wishes to preserve the right to exercise off-ramps for all the refurbishments, as you've said.  And if they were to elect to do so, OPG would have to revisit what that was going to mean to us.  And we've indicated in our interrogatory responses that we would be required to come back to the Board and figure out what that's going to mean.

But we have a plan to execute the Darlington refurbishment, all four units, and operate that for 30 years.

MR. TOLMIE:  The schedule for refurbishing the Darlington units, and Bruce units as well for that matter, is really quite a short one.  You can do the whole thing in something like 7 to 10 years.  But the trends are not going to be visible for quite some time.  So you can't exercise the off-ramp option after the fact.  You have to look hard at the numbers to see if maybe the schedule of refurbishment should be revised to match the potential demand for the stations.

If OPG were to follow through with what you were suggesting and does refurbish all of its nuclear reactors, and it turns out that the planners who are planning for much lower demand and larger supply from other sources are correct, what would that do to OPG's own fortunes?  You would have facilities for which there would be no market for the power.  How would you handle that?

MR. SMITH:  I don't think it's a fair question to ask us to speculate how the world might unfold 15 to 20 years from now in the context of this application.

MR. TOLMIE:  A lot of people like myself spend a lot of time looking at that very question, and we're coming to very different answers from what the nuclear industry is. I'm from the nuclear industry myself, so I have an innate interest in making sure it survives.

MS. LONG:  I understand that, but I think Mr. Fralick has answered your question in the context of the time period in front of us, which is what the Board is considering the test period.  So I think he has answered your question.

MR. TOLMIE:  Those are all my questions then.

MS. LONG:  Thank you.  Mr. Stephenson?
Cross-Examination by Mr. Stephenson:


MR. STEPHENSON:  Good afternoon.  Thank you, Madam Chair.

Good afternoon, panel.  My name is Richard Stephenson, and I am counsel for the Power Workers' Union.  I just have one area I want discuss with the panel, and this is in relationship to the monies OPG is seeking in this hearing in relation to compliance with a proposed CNSC draft regulatory document regarding fitness for duty.

We've already heard evidence in this hearing, and OPG indicated that in its view, the obligation to incur these costs was sufficiently certain to it that it felt that it should be entitled to include these costs in the revenue requirement.

I want to address with you the prospect that the Board might not agree with that view.  And if the Board concludes that it is not satisfied that OPG's obligation to incur those costs is sufficiently certain, I just want to find out, would you agree that this may well -- this is in fact a cost that would be appropriate for inclusion in a variance account?  Is there somebody that can help me with that issue?

MS. ARSENEAU:  So as we understand it, the criteria for items to be included in a variance account would be materiality, outside of management's control, and had no sort of foresight into seeing these impacts coming, so thinking from that perspective, yes.

MR. STEPHENSON:  Right.  The 41 million meets your materiality threshold, correct?

MS. ARSENEAU:  No, it does not.

MR. STEPHENSON:  Okay.  So then why would it be appropriate for inclusion in a variance account?  Let's ask that question.

MS. ARSENEAU:  Well, meeting some of the other criteria, particularly being outside of management's control.

MR. STEPHENSON:  Right.  I mean, this is something that is entirely in the hands of a party outside, external to OPG, correct?

MS. ARSENEAU:  Yes, that's correct.

MR. STEPHENSON:  And I take it that -- I mean, I don't know how much you know about this issue, but -- the substance of this issue, but not only is the fact of the obligation in somebody else's hands, the actual nature of the rules that you're going to have to comply with are in somebody else's hands, right?

MR. FRALICK:  That's right.

MR. STEPHENSON:  And the dollars that are required to comply will obviously depend upon the precise nature of the rules you're required to comply with, fair?

MR. FRALICK:  Sorry, can you repeat that?

MR. STEPHENSON:  Yeah, it's not only -- the actual dollar amount that OPG would need to comply with these rules will depend upon what the content of those rules is, correct?

MR. FRALICK:  Certainly, yes.

MR. STEPHENSON:  Okay.  And similarly, the dollars OPG needs to comply is very likely to depend upon the timetable that is stipulated for compliance.  I mean, if this is five years down the road, it's a different number than if it's tomorrow, fair?

MR. FRALICK:  Yes, I think we heard from the nuclear panel some of the rationale, and the compensation panel.  You know, sitting here today with an application for our costs on the nuclear side for 2017 to 2021, you know, we have reflected the best estimate that we have for what those are going to entail.  This particular item is a cost that we have indication from our regulator that there is an intent to pursue, and as a result of that on an individual annual basis it does -- we do expect that it would exceed the materiality threshold when it comes into force, so on that basis we have included it in our forecast.

But like anything, you know, the forecast looking out five years is likely going to be different in actual than it is in planned.  So we accept that this particular indication by the CNSC may not indeed unfold as we've outlined it here, but we thought it would be appropriate, given the indication from the regulator, that, you know, we at least include it, because if it does come to pass we see that it could be a material cost for us.

MR. STEPHENSON:  Right.  But let me just conclude on this point.  Needless to say that's OPG's view and you hope the Board accept it, but you acknowledge that of course this -- like everything else, the Board may take a different view of the matter, fair?

MR. FRALICK:  Yes, certainly.

MR. STEPHENSON:  And again, if it does take a different view of that matter -- in other words, it's not satisfied that this is sufficiently likely -- I take it from OPG's perspective your fallback position would be we should get a variance account on this, as opposed to having just a disallowance altogether?  I mean, isn't that right?  I mean, because you may well have to incur these costs.

MR. FRALICK:  Yeah, no, absolutely.  I think that's a fair characterization.  You know, we wouldn't want to not be able to recover these costs should they be required by the regulator, but ultimately, you know, we're not looking for ways to increase our revenue requirement for things we don't think are going to proceed.

So if your proposition is that these should be captured in a deferral and variance account, ultimately our interest is recovering the cost for these, whatever it may be.

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

MS. LONG:  Thank you, Mr. Stephenson.  Ms. Khoo.
Cross-Examination by Ms. Khoo:

MS. KHOO:  Thank you very much.  Good afternoon.  I only have four questions, so this shouldn't take long.

The first one is just to follow up on an undertaking that Ms. Grice gave earlier -- asked for earlier, which was J20.10, and you had agreed to update several tables in the rate base for 2016 and '17, correct?

MR. SMITH:  When you say we had agreed to update, whatever the undertaking reflects we would do is what we have agreed to do.  I don't think I need to restate it.

MS. KHOO:  Okay.  And it was established there that it would be updating the N2 flow-through numbers; is that right?

MR. SMITH:  I think, again, the record will reflect what it reflects.  I did say I had a concern about reflecting -- updating all of the N2 evidence, and what I understood Mr. Kogan to be saying is that he could do something less than that.

MR. KOGAN:  Just to be clear, you're not talking about the undertaking related to a zero in-service Darlington refurbishment. You're talking regarding an undertaking to update for '16 actual rate base amounts and flow through the N2 D2O impacts?

MS. KHOO:  Yes.  That's right.  Thank you.

MR. KOGAN:  That is an undertaking that we did take, yes.

MS. KHOO:  Okay.  So that was mostly for context.  What I'm getting at is, does that also include changes from the 2016 actuals that were submitted as part of J14.1?

MR. KOGAN:  Going from memory, J14.1 was updating for actual '16 in-service amounts.

MS. KHOO:  Yes.

MR. KOGAN:  Yes, it would.

MS. KHOO:  Okay.  Perfect.  Thank you.  And based on that, is there any chance that because of the in-service additions that were moved into 20 -- oh, were in-service additions moved from 2016 to 2017?  Sorry, let me rephrase that --


MR. MAUTI:  Can you repeat the question?

MS. KHOO:  To confirm, can you confirm that there were in-service amounts that were originally in 2016 and they were moved into 2017?

MR. KOGAN:  I do believe that there are some in-service amounts, and I believe we indicated that in the undertaking response that I understand has been filed, that some in-service amounts expected in 16 originally are going to happen in 2017, yes.

MS. KHOO:  And correspondingly, does that mean some projects from 2017 might be pushed into 2018?

MR. KOGAN:  I don't think I can comment.  I was simply responding because I was familiar with that from reading the undertaking response.  My understanding -- I think that's all I can say.

MS. KHOO:  Okay.  So if I were to also ask about forecasted delays for 2017 to 2018, would you be able to speak to that?

MR. KOGAN:  No, we could not.  It was not our intent, per the understanding of the undertaking, to reflect that.

MS. KHOO:  Would I be able to ask you to reflect that in the undertaking?

MR. FRALICK:  It's barely April into 2017, and the extent to which there has been some movement in Q1 we would know directionally.  But it's quite early in the year for us to be forecasting shifts that varied from our most recent update through the spectrum of the rest of the proceeding.  So I mean, we can look and see if there is anything material, but --


MS. KHOO:  That would be great.  Okay, that was --


MR. SMITH:  We'll look for anything material.

MR. MILLAR:  J 20.14.
UNDERTAKING NO. J20.14:  WITH REFERENCE TO UNDERTAKING NO. J1.14, TO REPORT ON WHETHER THERE ARE ANY MATERIAL CHANGES, SUCH THAT SOMETHING SCHEDULED TO GO IN-SERVICE IN 2017 IS GOING IN 2018.

MS. KHOO:  Okay, now --

MS. REES:  I'm sorry, I just want to clarify as the one who will be doing the undertaking.  Are we to reflect the -- I'm having a little bit of a hard time to square this request with the fact there was sort of a business plan in between the pre-filed evidence and the current Situation, and we assessed that business plan as part of the N1 impact statement and we reflected the material impacts from that.

I want to make sure I fully understand the scope to be most helpful here.  There’s a lot of moving --


MS. LONG:  Ms. Khoo, are you asking Mr. Kogan to report on whether there are any material changes, such that something scheduled to go in-service in 2017 is going in 2018, full stop?  That's what you're asking in that question?

MS. KHOO:  Yes.

MS. LONG:  So he is not running anything.  He is just looking to see if there are any changes of which he is aware?

MS. KHOO:  Yes.  Originally, this was tied to if there was as a result of the changes submitted in J14.1.

MR. KOGAN:  I think I understand, if the request is to check if there have been material projects that have moved in-services from '17 to '18 relative to our pre-filed evidence for whatever reason, full stop.  I can do that.

MS. KHOO:  Thank you.  Now, if I can please pull up the Hackett report that you were discussing earlier with Ms. Blanchard, and turning to page 6 of that report.  It's Exhibit F3-1, attachment 1.

MR. MAUTI:  I have that, yes.

MS. KHOO:  Just to follow-up on the earlier exchange, under the section "Out of scope" on left-hand side, it says "direct functions of the Darlington refurbishment project".

However, earlier we heard that IT for DRP is included; is that correct?

MR. MAUTI:  IT as it relates to providing services for all functions of OPG, including the need for people working on DRP, the IT to support that is included, yes.

MS. KHOO:  Okay.  And the way you would reconcile that with everything else saying that it was out of scope would be that it's attached more to, I suppose, general IT as that happens include DRP, as opposed to hived off for DRP?

MR. MAUTI:  As an example for that one, there may be specific IT resources that are attached, dedicated to the Darlington refurbishment project.  That IT would not be included since it's part directly of the project organization and supporting those objectives.

If you have a general IT group that provides overall infrastructure for the company, that would be included.  So that's the nature of what we mean by direct functions of the Darlington refurbishment project.

MS. KHOO:  Okay.  Thank you.  And with respect to IT, if I have understood correctly, is it that most operation staff and DRP construction contractors would have a LAN ID account and share computers, but they would use it to log in as needed, as opposed to separate machines for each person.

MR. MAUTI:  Sorry, I just lost the last part of your question.

MS. KHOO:  As opposed to separate machines for each individual user.

MR. MAUTI:  Not everybody has a device or machine that could be using a LAN ID.  There could be work centres, maintenance for example, that could have one or two work stations that people would go into that need to log-in, for example, to access our work management system, that would provide procedures, bill the materials for certain work they have to do.

So there’s a lot that can be done with the LAN ID, but it’s not as if each of them have a laptop or a work station, or anything like that.

MS. KHOO:  That's accounted for, I assume?

MR. MAUTI:  The fact they have individual IDs because they're actually drawing on the resources to use those applications, that's what's counted.

MS. KHOO:  Final question.  In this out of scope list, it also -- as earlier was established, all offices or operations of the unregulated portion of OPG.

So can you explain how you decide which costs you exclude from there?  Is it just based on the common cost allocation in terms of distinguishing using regulated/unregulated, or is it done another way?

MR. MAUTI:  There could be some functions that are directly supporting the unregulated side of the business, which would not be included.  And then we also do an allocation process for support costs across regulated/ unregulated and then many more different slices within that.

So we would be not including the portions that were allocated through our allocation methodology to unregulated, we would not be including those within the bucket of cost to be benchmarked.

MS. KHOO:  Thank you, those are my questions.

MS. LONG:  Thank you, Ms. Khoo.  That concludes today's cross-examination of this panel.  We will see you back tomorrow morning at 9:30.  Thank you.
--- Whereupon the hearing adjourned at 4:23 p.m.
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