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Wednesday, April 12, 2017
--- On commencing at 1:02 p.m.

MS. LONG:  Good afternoon, everyone.  The Panel is sitting today in EB-2016-0152.  Today we are going to hear from the rate smoothing panel.


Mr. Smith, any preliminary matters?


MR. SMITH:  No, Madam Chair, no preliminary matters.


MS. LONG:  Okay.  Would you mind just reintroducing us to the panel?  I believe all of them have been affirmed.


MR. SMITH:  They have been.  We have closest to you John Mauti, and Mr. Chris Fralick, Lindsey Arseneau, and Randy Pugh, and each of them has, as I said before, testified in this proceeding.  I have no examination-in-chief as their qualifications, have all been called.  And I would just ask that Mr. Fralick on behalf of the panel adopt the rate smoothing evidence and the answers to any interrogatories, undertakings, and what-have-you.

ONTARIO POWER GENERATION - PANEL 6
Lindsey Arseneau,

Randy Pugh,

Chris Fralick,

John Mauti; Previously Affirmed.


MS. LONG:  Thank you.  Thank you, Mr. Smith.  Then if this panel is ready for cross-examination we will begin with Ms. Blanchard.

Cross-Examination by Ms. Blanchard:

MS. BLANCHARD:  Good afternoon, panel.


MS. LONG:  Ms. Blanchard, you have a compendium.  Can we mark that, please?


MS. BLANCHARD:  Yes, please, thank you.


MR. RICHLER:  K22.1.
EXHIBIT NO. K22.1:  CME CROSS-EXAMINATION COMPENDIUM FOR OPG PANEL 6.


MS. BLANCHARD:  So the first question is really just one of clarification, but the regulation defines the deferral period as beginning on January 1st, 2017 and ending basically when the Darlington refurbishment project ends.  Is that your understanding as well?


MR. FRALICK:  That's correct.  That's the deferral period, yes.


MS. BLANCHARD:  So the deferral period could be more than ten years or less than ten years.


MR. FRALICK:  Yeah, on a plan basis we intend to have the refurbishment completed in that ten-year time frame, so the fourth unit's returned to service in 2026, but it could be later, and therefore the deferral period would be longer.


MS. BLANCHARD:  Okay.  So when we look at these numbers year over year later, are you assuming the nine years based on your current schedule or are you assuming ten years for the deferral period?


MR. FRALICK:  Each of our scenarios were looking at a ten-year deferral period and a ten-year recovery period.


MS. BLANCHARD:  Okay.  And so if your project is on time, it will actually end in nine years, and --


MR. FRALICK:  Yes.


MS. BLANCHARD:  -- and so will that mean that in your next application you'll be changing the deferral period, or how will that work?


MR. FRALICK:  No, it's ten.  If it goes as planned it will be a ten-year project --


MS. BLANCHARD:  Okay.


MR. FRALICK:  -- and a ten-year deferral period and then a ten-year recovery period.


MS. BLANCHARD:  Okay.  So the next thing I want to ask you about is some of the credit metrics that go into your smoothing scenarios.  And so if you'll turn to page 5 of my compendium, at chart 3, now, this is an extract from the N3 update.  And it's my understanding that this chart reflects -- well, it shows in the first column what the metrics would be with your original 11 percent smoothing proposal, and then column B, that's what you're now proposing, correct?


MR. FRALICK:  Correct.


MS. BLANCHARD:  And so if I -- the rows aren't numbered, but if I scroll down them, about halfway down the first column there's a row titled "FFO interest coverage greater than equals 3".  So as a starting point would you please explain what that metric measures, the FFO interest coverage metric?


MR. MAUTI:  Sure.  The measure itself, the acronyms --in it, FFO stands for funds from operations, so loosely this would be the cash flow that the company would make from its operating activities in the year.  And the interest coverage would be the multiple or how many times that cash flow can cover basically the interest costs of the company.


So it's a measure of a certain quantum or turn of how many times your interest can be covered from your cash flow.


MS. BLANCHARD:  Okay.  And so with that in mind, a higher number then is better for OPG from a financial-risk perspective, correct?


MR. MAUTI:  Correct, the higher number would indicate a higher ability to cover that interest and more multiple times, yes.


MS. BLANCHARD:  Okay.  And so if I compare the 11 percent proposal with the new proposal under the amended reg, you're going from 3.6 to 4.6?


MR. MAUTI:  That's correct.


MS. BLANCHARD:  And so is it fair to say that this updated smoothing proposal reduces the financial risk to OPG arising from the rate smoothing?


MR. MAUTI:  The measures that we have, the FFO measure that you mentioned here, is a test.  It's a metric that we've been reporting in our external statement since 2011.  The threshold of three is seen as a level that credit-rating agencies in the past have viewed as being sort of minimally sufficient to be able to -- to maintain -- or as one of their evaluations for cash flow.


So the fact that it's higher than three is really the threshold benchmark.  It is higher at four-six in our proposal versus three-six in the original.  I'm not sure if that reduces risk or if that's just a -- you know, meets the threshold test for a rating agency looking at our results.


MS. BLANCHARD:  Okay.  Well, if you turn to page 8 of my compendium, where you go through your rationales, you say there that higher values for FFO adjusted interest coverage ratios reduce financial risk.  So I take that to mean that going from 3.6 to 4.6 would reduce your financial risk.  Is that not an accurate statement?


MR. MAUTI:  Yes, it is better cash flow, so in and of itself in isolation, to provide cash flow, so that measure in and of itself would reduce risk.


MS. BLANCHARD:  Okay.  And then similarly, if you turn back to page 5 of my compendium, I'm at chart 3 again.  The next metric down is debt to EBITDA.  Can you explain that metric for me, please?


MR. MAUTI:  So debt would be the, in general, the outstanding debt of the organization.  And EBITDA stands for earnings before interest, tax, depreciation, and amortization, a standard financial GAAP-based sort of measure that is used and tracked for organizations.  So this would be the multiple or the number of times that debt is as a multiple of EBITDA, and credit-rating agencies -- in our case, we -- you know, Standard & Poor's, and they look at our results -- would evaluate that as one of the core measures and suggests that that metric should be less than 5.5.


MS. BLANCHARD:  And so in your original proposal you were at 6.2 in the 2017 to 2021 period.  So -- and that's now going down to 5.9.  So is that an improvement from a risk perspective?


MR. MAUTI:  Yeah, that measure itself again shows slight improvement, but it's just as important to reference in both cases they're above that threshold that a credit-rating agency would use.


MS. BLANCHARD:  Okay.  So staying with this chart now at -- you've got a line above the columns we were looking at that's called total interest, and all the way across the row I'm seeing 1.4 billion.


So is that number the cumulative interest amount over the deferral and recovery period?


MS. ARSENEAU:  Yes.


MS. BLANCHARD:  Okay.  So I have here in my compendium at pages 2, 3, and then 4 an interrogatory that CCC asked that deals with cumulative interest.  And at page 3 of my compendium, along the bottom in row 6, you've got these cumulative interest amounts, and I take it those are during -- those are during -- those would have been in the 11 percent scenario?


MS. ARSENEAU:  Yes, that's correct.

MS. BLANCHARD:  So the balance of the 1.4 billion in that scenario would have been in the 22 -- the last five years of the deferral period, is that right?

MS. ARSENEAU:  Sorry, let me clarify.  Perhaps I wasn't clear.  So the 1.4 billion that you referred to in chart 3 is the total interest over the deferral and recovery period, so the whole 20 years.

MS. BLANCHARD:  Yeah.

MS. ARSENEAU:  What you're seeing in chart 1, which is the initially filed response, is the cumulative interest from 2017 to 2021 only.

MS. BLANCHARD:  Right.

MS. ARSENEAU:  So the remainder the 1.4 would have cumulated between 2022 and 2036.

MS. BLANCHARD:  Okay.  And then if I turn the page, in the row 5, now I'm seeing how much of the cumulative interest I would be paying in the first five years in your now proposed scenario, is that correct?

MS. ARSENEAU:  So that's not our now proposed scenario.  What is being shown -- sorry, perhaps I should have been clearer when we were speaking about the page prior -- is what the interrogatory had initially asked for, the scenario where OPG did not defer any revenues over the five years on a net basis.

MS. BLANCHARD:  Right.

MS. ARSENEAU:  So that's being shown under a WAPA smoothing basis on the page 4 of your compendium.  So what you're seeing there is not our proposal, but it's what the proposal -- what's smoothing on a WAPA basis if you don't defer anything net over the five years.

Does that make sense?  I think I've confused you more, I'm sorry.

So net, we're not deferring anything in that scenario.  There are deferrals in some years and catch ups in other years.  But over the five years the end, zero dollars have been deferred.

MS. BLANCHARD:  I think I misunderstood.  Nothing in this chart tells me how much interest I’m paying in these five years in your actual proposal?

MS. ARSENEAU:  No, it does not.

MS. BLANCHARD:  Is that information somewhere?  I have the 1.4 billion number.

MR. FRALICK:  If you look at our N3-1-1.

MS. BLANCHARD:  Yes.

MR. FRALICK:  At the bottom of page 2, you'll see a footnote showing that the deferred amount of 1 billion excludes approximately .12 billion in interest.  So it's about $120 million of interest during this five-year term that would flow into the rate smoothing deferral account during this five-year term only, of the 1.4 billion.

MS. BLANCHARD:  You're only going to -- you're going to have 1.28 billion left in the balance of --


MR. FRALICK:  That's correct, yes.

MS. BLANCHARD:  So when I look back at chart 3, and that's at page 5 of my compendium, as I understand it, in your WAPA smoothed proposal, your starting rate is about $11 higher per megawatt.  So you're going in in year one with a higher number?

MS. ARSENEAU:  The base nuclear payment amount in the WAPA smoothing proposal is higher than the 11 percent initial proposal, yes.

MS. BLANCHARD:  And you're deferring about $400 million less than you were in the 11 percent smoothing proposal?

MS. ARSENEAU:  Between 2017 and 2021, yes.

MS. BLANCHARD:  So why wouldn't you have looked at a scenario where the interest cost, so basically how much it's costing us to do the deferral, would be less than 1.4 billion?

MR. FRALICK:  What we show in chart 3 is a range of possible scenarios to illustrate what the various variables can do to change the outcome.  As a matter of a threshold measure, when we updated our evidence in N3, for simplicity we held that interest constant and showed what it would look like over the different scenarios.

So there's clearly scenarios where you could reduce the amount of interest that accumulates through the full deferral recovery period by, say, increasing the WAPA in either of the three periods that we've outlined here.

MS. BLANCHARD:  So when you first did your analysis in your initial application, I'm assuming you did look at scenarios where the cost -- I'm going to call it the cost of deferral, if that's all right with you.  I'm assuming you looked at scenarios where the cost of deferral was less?

MR. FRALICK:  We did.  So I'm looking at A133, chart 3 of our original pre-filed evidence, and you'll see there was a range of total interest that we illustrated in that chart.

MS. BLANCHARD:  So I'm struggling to understand why that wouldn't have been considered, why at least one scenario where less interest would have been paid wasn't considered when you updated your rate smoothing.

MS. ARSENEAU:  So starting with the two-and-a-half percent smoothed WAPA amount and then looking at scenarios where the total interest cost, to use your term, over the 2017 to 2036 period is different, that also changes some of the outputs in the recovery period.  So I don't know what the number is, but I believe that results in a large variance in the transition impact in the rates going from 2036 to the projected rates in 2037 that were not favourable in those scenarios.

We're not just looking at one of these criteria in isolation; we're looking at what the outputs are in the draw-down period as well.

MS. BLANCHARD:  So is your evidence that you did look at a scenario where interest would have been less in your WAPA, in your new smoothing scenarios, but you immediately discounted it because it exceeded some kind of threshold in terms of the transitional rate, is that accurate?

MR. FRALICK:  It was -- as a way for us to simplify the illustration, we just fixed that number.  So we certainly didn't want to put a proposal together that saw that number going up.  But there is any number --


MS. BLANCHARD:  I appreciate it.

MR. FRALICK:  There's any number of scenarios that you could create that would show lower numbers, but every time you adjust one variable it has a consequence on another variable.  So whether that be the transition rate, or the recovery trajectory, or any number of things, it impacts it all the way through.  So for sake of illustration, we presented it this way.  We're not saying that there -- that you couldn't construct another trajectory that would show a lower amount of interest, but what it would mean is higher rates, particularly during the earlier years of the deferral period.

MS. BLANCHARD:  So it had to do with the bill impacts at the earlier part of the deferral period.  That was what prevented you from considering it in any serious way.  Is that right?

MR. PUGH:  Certainly one of the considerations we had, because it was very late days when this proposal came out, was we had proposed deferring a certain amount of interest, and by keeping that level of interest constant across the options that were being considered allowed you to see the difference between nuclear payment amount smoothing and smoothing on WAPA, and then we tried -- again -- so that was sort of a starting point.  And then we played with the other criteria to came up with something that was reasonable.  That was one of the other considerations that was in here.

MS. BLANCHARD:  Okay.  Well, maybe I'll leave that now, seeing that my time is almost up.

I guess a quick question about the amended regulation.  So it was published the beginning of March 2017.  Was the amendment the result of feedback that OPG was giving its shareholders?  Is that the history of that regulatory change?

MR. FRALICK:  The -- our shareholder has been looking at ways to reduce customer bill impacts, and through this entire period since we filed our application and the various permutations and combinations of scenarios that we've been looking at, a revision to the way that we did smoothing was -- sort of came to light is there could be a different way to do this which would reduce the volatility and reduce the average year-over-year bill impact, so we made our shareholder aware of that fact, and ultimately they decided to act on that and revise the regulation.

MS. BLANCHARD:  Okay.  So at the end of my compendium at page 12 and also 11 I've just included a couple of extracts from the province's -- one of them is an extract from the province of Ontario's web page on its Fair Hydro Plan, and then the next is just a press release.

And so I think you're -- I'm assuming you're aware of this announcement that the province made at the beginning of March that they intend to reduce hydro bills by, well, I guess 25 percent total on average, if you look at page 11, and that announcement was made at the beginning of March of 2017 as well.

Are you aware of that announcement?

MR. MAUTI:  Yes, we are.

MS. BLANCHARD:  So does OPG have any sense of how the province intends -- or have you been working with the province to consider how your smoothing application will mesh with what they are proposing in terms of this additional reduction?

MR. MAUTI:  I think it's safe to say that the Fair Hydro Plan is a government policy decision.  That's not OPG's.  The position would be that it is totally and 100 percent separate than this application and the smoothing proposal that we have put forward on the weighted average basis.

So it's -- the province has asked us to look into being involved with this program in concert with the IESO and, I understand, the OEB as well.  But it is totally separate from our proposal for rate smoothing, and while they both have perhaps a similar fashion of smoothing out impacts on customer bills, as is pointed out in the press release, it is totally and 100 percent separate.

MS. BLANCHARD:  So knowing that this is coming this summer, does it make you think any differently about some of the considerations that you are -- that you're looking at when you set your rate smoothing, like inter-generational equity?  Is that accurate?

MR. MAUTI:  It's accurate in that, no, we are not considering that as an impact or an outfall of this.  My understanding is all generators in the province, whether it's ourselves or people that have PPAs, those contracts with the IESO and negotiated prices continue.  I mean, those negotiations continue on a commercial basis.

The Fair Hydro Plan is something that's being introduced at a global level overall by the province, but it is not being done and targeted with a specific view to any one generator's contract or economic relationship.

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

MS. LONG:  Thank you, Ms. Blanchard.

Mr. Dumka.


Cross-Examination by Mr. Dumka:

MR. DUMKA:  Thank you, Madam Chair.  Sorry, I thought Mr. Stephenson was here, so I'm surprised.

I'm Bohdan Dumka.  I'm here on behalf of the Society of Energy Professionals.  I've got a handful of questions in different areas, no numbers.  I'm not asking any questions about numbers, so maybe you can breathe a sigh of relief over that.

Mr. Fralick, at the beginning of Ms. Blanchard's cross-examination you were asked about and talked about the ten-year deferral period and the ten-year recovery period.  I just want to get clarification on how the last unit at the DRP is going to be declared in-service and completed.  Is it just the final unit, the refurb is done, and it powers up and that's it, or is there some other nuance in terms of the DRP being completed?

MR. FRALICK:  Yeah, the DRP will be complete when the fourth unit is returned to service and generating power again.

MR. DUMKA:  Okay.  Thank you.  Now, we've had -- there has been a bit of discussion throughout about this being a long -- a ten-year project, et cetera, and we all recognize that there is uncertainty in terms of when that final in-service unit will actually come in-service.  I was wondering if you could provide OPG's thoughts in terms of what would happen if -- and I'm just nominally picking dates -- if the DRP was completed one year in advance, how would that impact on the recovery?  And alternatively, if DRP was one year late coming into service, what action would OPG take in terms of the rate -- the recovery of those costs?

MR. FRALICK:  Well, I'll start, and if there's any colour my panellists can add in, but -- so if at the point in time that we come in for our next rebasing, say in 2021, to set rates for 2022 to 2026, if we know at that point in time that the fourth unit is going to be done a year early or a year later, we would reflect that in our application at that time.  We would reflect that in our smoothing proposal at that time for the next five-year period of the next four-, five-year, six-year period of the deferral and then into the recovery.

So I think directionally that's how we would capture that, and likewise if it was going to be later, I guess theoretically we would have that after we come in for our 2030 -- or 2026 -- come in 2026 for the next five years.

So I think specifically, I mean, other than get into specifics of how that might actually unfold, but we would attempt to capture whatever that is at the time of our next application.

MR. DUMKA:  Right, in 2021.  If we're in the next five-year cycle going up to 2026, and you've set the rates with the -- whatever it is.  Let's say -- we'll stick to the 2026 in-service date, the completion.  What action would OPG take, let's say, three years into that five-year cycle if it becomes evident at that point that DRP is going to be completed a year in advance or alternatively a year later than what you have approved in that five-year cycle?

MR. FRALICK:  I think real-time, within that next five-year term, just like what we'd be looking at in this five-year term, and we've talked about different scenarios if Darlington Unit 2 is early or late, higher or lower, you know, the extent to which the costs are different than projected, we would flow those costs through the CRVA.  So I think the same thing would happen in the next five years.  We would capture the actual costs in the CRVA, and then when it comes time to clearing those balances, or resetting the recovery period, we would do that when we come back in to set rates in, so I guess the 2026 time frame.

MR. DUMKA:  Right.  Okay.  Thank you.  If I could ask for Board Staff IR 262 to be brought up, and if we can just flip to page 2, lines 33 through 45.  And basically what we find there is that OPG refers to nuclear staff downsizing programs resulting from the end of life of Pickering as being a significant contributor to the nuclear revenue requirement spikes in 2025 and in 2027, with dips in 2026 and 2028.

I just want to ask a few questions in terms of the costing of the downsizing there, leading to something else with that in mind.  So would it be right to assume that the downsizing costs include the standard sorts of things -- the contractual non-discretionary minimum costs due to the collective agreements, et cetera, and whatever statutory requirements.  Would that be the basic high level costing assumption for the downsizing costs?

MR. MAUTI:  Yes, it would.  We would look at the current state of those collective agreements are in those terms and conditions, and then on a forecast basis knowing this is eight to ten years down the road, best estimates try to come up with that.

MR. DUMKA:  Presumably you'd also you might include things like moving costs, retraining, et cetera, because you may be shifting staff to Darlington or wherever.  Is that correct?  Are those types of costs included in the ballpark estimates you've used?

MR. MAUTI:  The staffing groups within OPG would tend to look at all things that are happening at the same time. At the 24 to 26 period is also when the completion of the refurbishment programs happening at the same time, so you would have multiple significant events happening at the same time trying to model how those staff numbers would move and the impact of any one of those movements, it's all done sort of in integrated way.  So we would try to look at all those kinds of things, yes, including the fact you would need to have staff, even once Pickering closes, to be able to do the defueling and dewatering activity, which is a key part of -- the first part of the decommissioning phase is to take the fuel and water out of the reactors and significant number of people to do that, as it's still a nuclear facility at that point.  So there’s staff connected to that.

So you're trying to model and manage all those big chunks of people moving in and out what-not in relation to all those things happening.

MR. DUMKA:  Thank you.  Does the estimate -- the two estimates you have, the point estimates, do they include a voluntary termination package or anything like that?  Was that part of the assumptions that you've used in terms of your costing?

MR. MAUTI:  I believe we used the terms of the existing collective agreements and not assumed any other negotiated process or negotiated availability to move people.

MR. DUMKA:  Thank you.  When does OPG expect to know what specific employees -- well, employee positions are being eliminated at Pickering?  Is that information generally available now?  Is it the sort of thing that -- or when you get the CNSC approval for the extended life?  Is that going to be the point in time when you're aware of which specific employee positions are going to be disappearing?

MR. MAUTI:  As I mentioned, you're going through multiple things that are happening at the same time.  So said simply, Pickering is shutting down.  So other than the staff needed to defuel and dewater and the number that are needed once it goes into that 30-year safe store period, in effect, everybody else working at Pickering, all those positions are eliminated.  It’s just a matter of how you get to that number in the sequence, getting down to the number years that are required to do the defueling and dewatering, and then dealing with any issues between Pickering and Darlington staff to make sure -- to get down to the individual positions is one thing.  To get down to the actual costs and the people themselves, I don't think it's possible to have any level of granularity and detail and visibility right now.

MR. DUMKA:  Just to recap what you told us, you know
-- you've got a fair idea of the positions.  So whether -- in terms of picking numbers out of the air, let's say it's 500 people in 2024 and then another 500 in 2027.  When will you know which are the 500 positions, or a reasonable ballpark, whatever it is, give or take 10 percent?  When would you know or have nailed down those 500 positions for 2024?

MR. MAUTI:  Right now, given the fact it's eight years out, we took somewhat of a high level approach and high level costing of that.  Getting down into exactly how the defueling-dewatering exercise is going to work and how many job types are required at what levels within the organization, within Pickering -- and remember we're not talking about just people at Pickering.  There's also support people that support Pickering, either nuclear support people or corporate support people that will also be impacted as a result of a major production facility being shutdown.  There’s probably less granularity into that.

But knowing specifically this number of operators, this number of mechanics, these number of techs, you can come up with any number you want now.  As to whether that's a solid number, you probably need to get closer to the actual closure of the plant to be able to definitively say this specific job code or job types.

MR. DUMKA:  That being the case, when would you expect to formally communicate involuntary terminations for the 2024 date, let’s say?

MR. SMITH:  I'm just wondering what the link is to the rate smoothing evidence before the Board now.

MR. DUMKA:  I'm approaching that question in about three or five minutes, Mr. Smith, if you'll allow me.  I'm trying to get some sense, in terms of the information that OPG will have in terms of the point in time that it can recognize the de-staffing costs as a result of the shutdown because that does have accounting impacts in terms of how you approach things.

MR. SMITH:  I'm missing the point.  I don't see -- we are setting rate smoothing pursuant to the regulation.  When OPG is going to have the granularity that Mr. Dumka is asking for, I don't see how that relates to smoothing and maybe that can be explained.

MS. LONG:  Mr. Dumka, can you explain maybe where you're going to be in three minutes that going to get to rate smoothing?

MR. DUMKA:  Certainly.  Basically, if we look at various accounting regulations, you can recognize and set up -- recognize downsizing costs and set up a liability on your balance sheet and am amortize that, and that's another form of smoothing of costs.

So that's why I'm asking the questions with regards to when will you know the positions that you're going to eliminate, let's say in 2024.  If you know that in 2022, you can recognize those costs in 2022 and you can start amortizing your liability until that point in 2024 when the staff are eliminated.

So I'm investigating options that OPG may have considered in terms of the rate smoothing period; that’s why I’m asking.

For example, after the CNSC gives approval for the extended life of Pickering to 2022-2024, that could be a juncture where you know -- and that's why I was inquiring, where you may know the number of positions which you'll be eliminating in 2024.

So you could recognize those costs in 2018, set up a liability and start amortizing that liability until those staff are eliminated.

MS. LONG:  Mr. Smith?

MR. SMITH:  I'm sure that's a scenario that we didn't consider, but Mr. Dumka can ask his questions.

MS. LONG:  Thank you.

MR. DUMKA:  Thank you.  Back to my question, with 2024 you'll have downsizing.  At what point in time would you communicate that to the positions which are -- with regard to the positions which will be eliminated.  What point in time will that be, roughly?

MR. MAUTI:  A couple things you were asking about.  The short answer is we can not prerecord assumed downsizing even should the CNSC allow to us extend to '22-'24.  You have to meet specific accounting rules to do that, and it can't be on a modeling long-term sort of exercise to forecast what that might be.  To actually book it for GAAP purposes, you have to have a formal program, a formal program announced, an uptake of that program and down to the point of either having names or very specific numbers.

That would not happen until you're much closer to that '24 period.  I can't tell you exactly.  I think for the purpose of this modeling, we likely assumed it to be not necessarily when the unit shuts down, but when you would actually run a downsizing program.  There's people within our labour relations and staffing group that made those assessments and judgments in terms of times.  Top of mind, I can't remember exactly the date it would be, but very close to the date the plant shuts down, if not later.

MR. DUMKA:  Okay.  Thank you.  The next area I wanted to just touch base on is Staff IR number 269.  So basically this deals with the six criteria that OPG has applied for for assessing smoothing options, and I just wanted to confirm that the reply that you gave in this IR still stands with your update.


MR. FRALICK:  It does.

MR. DUMKA:  Okay.  Were there any other financial performance, customer focus, or other criteria that were considered going into this which may have been discarded for whatever reason?

MR. PUGH:  I don't think so.  I think we identified ones that we thought were valid, and we developed them and applied them, so I can't think of any that we didn't use.

MR. DUMKA:  Okay.  Thank you for that, Mr. Pugh.  Now, if I could get Board Staff IR 268.  This was with regards to inter-generational equity.  And if -- let's see.  Was it 268?  Basically in the IR OPG agreed in its response that smoothing inherently violates the concept of inter-generational equity as customers no longer pay the costs they cause to be incurred, and I assume that's -- with the update that still stands; is that correct?

MR. FRALICK:  Yes.

MR. DUMKA:  Okay.  Thank you.  In your Exhibit NR1-1 OPG notes that inter-generational equity involves striking a balance between the benefits of deferring revenue and costs of deferral.

While the costs of deferral are pretty clear in terms of interest costs related to the deferred recovery, the financial benefit is less so.  In the front years you've got ratepayers paying less than they otherwise would, so there is a direct benefit.  For customers further out, you know, through the recovery period, are there any benefits to those customers to the rate smoothing approach?

MR. FRALICK:  I think at a high level what I'd say is smoothing is a method that was passed in regulation in recognition of the fact that OPG has a very large and discrete undertaking to refurbish the Darlington plant.  It costs a lot to do that and it has a significant impact on production.

So in order to mitigate the rate impacts associated with that large undertaking to ultimately provide 30-plus years of greenhouse-gas-free baseload power at a levellizing unit energy cost competitive to any other source at about 8.1 cents, the decision was made to approach it.

So I think in terms of what the future gets, they get a reliable source of base load generation that's cost-effective, and today's ratepayers get some relief through deferring some of that revenue.

MR. DUMKA:  Okay.  Thank you.  Those are my questions.

MS. LONG:  Thank you, Mr. Dumka.

Mr. Buonaguro.
Cross-Examination by Mr. Buonaguro:

MR. BUONAGURO:  Thank you.  Good afternoon.

I just want to ask some clarification questions first from earlier cross-examination.  So if we can take a look at -- I think it's Exhibit 22.1 is the CME compendium from today, at page 5, which is the chart 3, proposed and alternative rate smoothing scenarios.  That's it.

Now, first, when we're talking about what the proposal is, my understanding is that the proposal is driven by the -- during the test period the 2.5 percent figure.  Is that fair?  So that what you're proposing is to construct a scheme of deferral through the RSDA that produces a 2.5 percent average annual change in WAPA?

MS. ARSENEAU:  Yes, that's correct.

MR. BUONAGURO:  And if we compare that to the original proposal, just so I understand it, there the equivalent average annual change in WAPA is 4.3 percent, but that wasn't obviously the driver behind the proposal.  In that case the driver behind the proposal was the target of 11 percent on the nuclear payment amounts per year, correct?

MS. ARSENEAU:  Yes, that's correct.

MR. BUONAGURO:  Okay.  And then the other problem -- and I think this is detailed in the footnote -- the original proposal isn't actually the original proposal, because it used the original revenue-requirement numbers, and they've been updated here?

MS. ARSENEAU:  That's correct.  So these -- all the proposals that you see in front of you in this table are based on the most current revenue requirement per the N2 update.

MR. BUONAGURO:  Okay.  And then for total interest

-- this confused me too, but I think I understand now, but just to confirm.  If you were to include a line which didn't show total interest over the entire period but only showed total interest related to the 2017 to '21 period and calculated that for each of the proposals, presumably the higher the WAPA, so 2 percent, 2.5 percent, 3 percent, the higher that you used the interest -- the total interest related to that amount would go down?

MS. ARSENEAU:  Yes, that's correct.

MR. BUONAGURO:  Okay.  Thank you.  And lastly, what actually OPG will propose will depend on the approved revenue requirement.  So you can't know exactly what's going to propose to go into the deferral until the Board gives you the decision on the five-year revenue requirement.

MS. ARSENEAU:  Yes, that's correct, and that's discussed in the implementation section of the N3 evidence.

MR. BUONAGURO:  Right.  But I assume -- and perhaps you can confirm -- that you're saying it doesn't necessarily matter now what the revenue requirement in each of those five years is.  What we're asking to approve the Board -- what you're asking the Board to approve with respect to your smoothing proposal is the 2.5 percent target that you'll apply after the fact.

MR. FRALICK:  What we're asking for, what we're seeking in this evidence, is -- ultimately it's the framework for how we propose to implement the rate smoothing mechanism as laid out in the regulation.  So the Board will have to determine a number of inputs to the equation that will then spit out the nuclear payment amount that will then be able to determine the deferred amount, and then a lot of it will fall from all of that.

So we -- if our application is approved as proposed, we're recommending that 2.5 percent WAPA would strike an appropriate balance through all of the criteria that we've outlined here within the framework.

MR. BUONAGURO:  So that -- thank you, but that suggests to me that you were leaving it open for a proposal for some figure other than 2.5 percent, depending on how much the Board's ultimate approval of your revenue requirement deviates from what you applied for; is that fair?

MR. FRALICK:  Yeah, and in section 7 of N3-1-1 that starts on page 14, we detail that around line 15.  The OEB's findings in the proposed nuclear revenue requirements, nuclear production forecast, hydroelectric and nuclear payment riders, and they hydroelectric IRM formula will necessarily impact the 2017 to 2021 nuclear payment amount, the annual deferred nuclear revenue requirement, and the resulting WAPA.

So we recognize it's a bit of a stepwise process here in that the decisions of the Board could impact how smoothing plays out.

MR. BUONAGURO:  Thank you.  So that suggests to me that after the Board approves a five-year revenue requirement, a five-year annual revenue requirement for OPG, you may or will have to make a subsequent proposal on how that fits into your rate smoothing framework.

MR. FRALICK:  Yeah, if you look at the second two paragraphs on implementation on section 7, we say that exactly.

MR. BUONAGURO:  Okay.  Thank you.  Now, I'm going to take you -- I want to see an example of how that process might work in a specific change.  So I'm going to refer to our CCC compendium from the last panel as a convenient place to look.  That was Exhibit 20.3.

Just to start, I'm looking at page 7, which is Exhibit N3, tab 1, schedule 1, attachment 2, table 17.  This is one example of the various places in the evidence where the most current smoothing proposal is summarized in terms of deferred revenue requirement.  Is that fair?

MS. ARSENEAU:  Sorry, I think you're asking whether the --


MR. BUONAGURO:  This is one example of a summary.

MS. ARSENEAU:  Exactly, yes.

MR. BUONAGURO:  People could be looking at different tables that look exactly like this.  This summarizes the proposal in terms of revenue requirement.

MR. PUGH:  This is the 2.5 percent WAPA.

MR. BUONAGURO:  Thank you.  One question off the bat.  In 2019, it shows a negative deferred revenue requirement. Do you see that?

MS. ARSENEAU:  Yes, I do.

MR. BUONAGURO:  My understanding is that means in 2019, the proposal is that even though the revenue requirement for that year is -- it says 3.273 billion, you're asking to recover more than that in that year from customers as part of the smoothing proposal, correct?

MS. ARSENEAU:  If you look at that year alone, yes.  But you'll see that in 2017 and '18, there were significant deferrals.  So on a net basis, we would have deferred a significant amount.

MR. BUONAGURO:  Fair enough.  I just want to understand that's what is being proposed.  Now if you go -- in that compendium, if you go to the previous page, page 6, it shows the enabling costs for the Pickering extended operations.

I'm using this as an example of an issue in the hearing, and I am going to pose a hypothetical to understand how that would operate on the smoothing proposal.

For example, it may be the case that certain parties ask that the Board not approve extended operations for Pickering and in that case, these extended operations costs -- and in particular, I'm looking at 2019, the $179.1 million in OM&A for extended Pickering operations would not be allowed, and therefore not occurring in 2019.  So if you take that $170 million of disallowance and go back to page 7, is it as simple as in this case the $107 million being debited against 2019, so the 38-million-dollar over-recovery -- I don't mean that in a pejorative sense, but the over-recovery in that year would actually balloon to about $140 million?

MR. FRALICK:  I wouldn't say it's that simple.  If we knew at the time of the decision that there was going to be $100 million, say, disallowed in 2019, we would then look at, okay, what does the deferral and recovery period look like.  And when you're looking at billions of dollars over a 20-year period, having 100 million taken out of one year isn't necessarily going to change what the weighted average payment amount price trajectory should be in totality, in order to accommodate all the costs in that 20-year period.

So you very well could see no impact on the recommended weighted average payment amounts from the removal of any one relatively small amount of money in any given year.

And to make matters a bit more complicated on this particular example is the Pickering extended operations costs would be subject to CRVA treatment.  So that sort of just makes it a little more complicated.

MR. BUONAGURO:  I think you raise that because you're suggesting that even if the Board didn't approve it in this case, it may be approved and therefore put in the CRVA sometime in the period?

MR. FRALICK:  I guess if they say the costs are imprudent and not permitted, then whether it goes in the CRVA or not wouldn't really matter.  But the extent to which -- you picked this example, and I just want to highlight there is a bit of complexity there to the extent that variances in those costs were prudently incurred, they would flow to the CRVA.

MR. BUONAGURO:  Your first part of your answer suggested it may be the case that 100 or so million dollar variance in what you applied for may not have a material impact.

MR. FRALICK:  On smoothing.

MR. BUONAGURO:  Fair enough, on the overall smoothing. But then how is it that there is a negative $38 million, which is 38 percent of 100 million, is specifically being proposed for 2019?  How does that happen?

MR. FRALICK:  It may be helpful to look at table 18 of attachment 2 in N3-1-1 -- the next table, actually.

MR. BUONAGURO:  I think you have to pull up the evidence first, because this is from the compendium.  Look at table 18 from that evidence.

MR. FRALICK:  Table 18 from attachment 2, yes.  There you go.  You just had it.  Okay.

You'll see here your point, which is the red line dips a little below the blue line in 2019.  And you'll see that's largely driven by the fact that the production is a little bit higher in 2019.  That drives that unsmoothed rate down a little bit, all also being equal.

The smoothing mechanism is to draw a line best fit almost across the full five years.  But in this case, it's ten years plus the ten-year recovery period.  We would expect that even in the next five years, you would see that on occasion in some years.  The blue line would be above the red line, and that would result in credits back into the RSDA in those years.

MR. BUONAGURO:  So in this particular case, the negative $38 million based on the application is what's needed to avoid rate reduction in that particular year, all things going as planned?

MR. FRALICK:  I'm not sure I understand.

MR. BUONAGURO:  You're trying to avoid a dip in the rates, it sounds like.

MR. FRALICK:  We've mapped a smooth constant rate of increase of the weighted average payment amount over the full five years.  So at 2.5 percent, we have that line there and in this case, it happens to intersect in 2019 so the unsmoothed view of the world would be slightly lower in that year.  But as you can see on balance, it's predominantly above that line in every other year.  So you're trying to draw a best fit through these five years.

MR. BUONAGURO:  In that particular year to achieve that effect, you're actually crediting money into the account on behalf of --


MR. FRALICK:  Crediting that 38 million into the rate smoothing deferral account, yes.

MR. BUONAGURO:  And obviously, the balance goes down and --


MR. FRALICK:  Interest.

MR. BUONAGURO:  -- costs go down accordingly, okay.  Now, I have a second example I want to go through quickly, hopefully.  We can go back to table 17 as a reference.

In 2020, the proposal, based on the application, is $480 million to go into the RSDA, correct?

MS. ARSENEAU:  Yes.

MR. BUONAGURO:  I'm assuming -- it's obviously the largest single deferred amount in the application.  I'm assuming that's because that’s the year Unit 2 goes into service, correct?

MS. ARSENEAU:  That's correct.

MR. BUONAGURO:  Roughly speaking, I think the revenue requirement in 2020 for Unit 2 going into service is in the order of three to five hundred million dollars, in that -- it's in the hundreds of millions of dollars, correct?

MS. ARSENEAU:  Subject to check, that's correct.

MR. BUONAGURO:  I just need it for scale.  Under the scenario where Unit 2 doesn't go into service on time and slips into, say, 2021, presumably the entire revenue requirement associated with it in 2020 goes into the CRVA, right?

MS. ARSENEAU:  So the revenue requirement impact of any variances for CRVA eligible projects will be booked to the account.  So in that scenario that you're discussing, yes, it would be a credit to the account in 2020, but then a debit to the account in 2021 when the item does come into service.

MR. BUONAGURO:  Wouldn't there have already been an amount in 2021 for those costs?

MS. ARSENEAU:  Sorry, any variances.  I'm not sure exactly what the numbers are.

MR. BUONAGURO:  Until the CRVA is cleared for that amount, you'd be carrying several hundred million dollars in revenue requirement in the CRVA related to the late in-service date?

MS. ARSENEAU:  Yes.

MR. BUONAGURO:  At the same time, you're recovering an amount in the RSDA on the assumption it hadn't gone into service late, right?
     MS. ARSENEAU:  On an approved revenue requirement that had it coming into service in 2020.
     MR. BUONAGURO:  Right.  So at a high level you're recovering in the one and you're giving it back in the other.  You're recovering it in the RSDA but you are giving it back in the CRVA?

     MS. ARSENEAU:  I think we did talk about in this panel 5B --


MR. BUONAGURO:  Yeah --


MS. ARSENEAU:  -- and, yes, so how it works is entries into the CRVA account would compensate customers in the shorter-term, depending on the balance and disposal and all that, whereas we're deferring a significant portion of OPG's revenue requirement over a long-term, so, yes, in that scenario customers are essentially getting back money, but it is money that OPG has not yet recovered.
     MR. BUONAGURO:  And that's the weird part, because you're giving back money that was never collected, right?
     MS. ARSENEAU:  To put it simply, yes.
     MR. BUONAGURO:  So you're -- and I'm going to use a round number.  Let's say that the revenue-requirement impact of this scenario was $300 million.  You're giving back through the CRVA in some amount of time $300 million to ratepayers, even though you haven't collected that, and then maintaining that $300 million in the RSDA for ten years or more, depending on when the total project comes into service, and collecting your long-term debt rate worth of interest on it, right?
     MS. ARSENEAU:  Yes, the RSDA account accumulates interest at the long-term debt rate per the regulation.
     MR. BUONAGURO:  On money that was never actually collected from ratepayers in the first place?
     MS. ARSENEAU:  On the deferred amount of revenue, yes.
     MR. BUONAGURO:  I'm just trying to figure out, there's a more sensible way of doing that.  For example, if instead of crediting it through to the CRVA you credit it directly against the RSDA, there would be no mismatch between the interest collected on the amount and there wouldn't be a situation where you're paying out money to ratepayers as a refund for money that was never collected and then collecting it back from them ten years later.


Mathematically that makes sense to me.  Am I wrong?
     MR. FRALICK:  I think the -- at the heart of it the intent of the CRVA is for us to make accurate forecasts of what we think projects are going to cost, and then if those projects deviate we're required to reflect those variances, capture the variances in the CRVA.


So that's the way the regulation stipulates it, so I don't see how we would be able to trade them within these different accounts.  That's not the intent of the CRVA.
     MR. BUONAGURO:  Would you agree that there is a mismatch at least based on the different interest rates that are being accumulated in the two accounts?
     MR. FRALICK:  There are different interest rates, but I also go back to my earlier comment on your 100 million dollar example, is when you're looking at a full 20-year period, if Darlington doesn't go into service in 2020 and does go in in 2021, you know, there's going to be a credit in 2020 into the CRVA and then a debit in 2021 to the CRVA that could be offsetting and see how that all works out, and it won't be the same, but at the same time, if you had to model that out today it may not make much difference at all to what our proposed rate smoothing trajectory would look like, because you're still trying to spread that huge amount of costs over a full 20-year period.
     MR. BUONAGURO:  Would one solution be to allow interest on such amounts that are booked to the CRVA to match the interest rate that's in the RSDA?
     MR. FRALICK:  The rate smoothing deferral account, while we are talking about it being driven largely by Darlington, but it's not -- it is not specifically for Darlington.  It's recognizing the fact that we've also got Pickering that's got some reduced production and some extra costs, and it's coming towards its end of life.


So it's OPG's costs in totality that are being smoothed.  It's not an individual project that we're looking at, whereas the CRVA is a very discrete project-specific forecast, and the variance is there within.


So the intent of these two variance accounts are fundamentally different.
     MR. BUONAGURO:  So you're resistant to the idea that the amounts booked to the CRVA in years where there are offsetting amounts booked in the RSDA, you're resistant to the idea that interest rates would match in order --

     MR. FRALICK:  The interest rate for the CRVA is dictated by the Board.
     MR. BUONAGURO:  Right.
     MR. FRALICK:  And the interest rate for the RSDA is laid out in the regulation.  So we're not --
     MR. BUONAGURO:  I wasn't suggesting changing the interest rate on the RSDA, I was suggesting changing the interest rate in the CRVA in a particular circumstance, and I think you're agreeing that the Board would at least have that option if it thought it was appropriate.
     MR. PUGH:  I think one thing is that the CRVA works both ways.  It's not just for delayed projects, it's for projects that come in sooner, and I think with the planning that we're doing there would have to be a very long delay in the in-service to justify a rate that was greater than the current Board policy, so if you're talking about a ten-year delay, then a longer-term rate would seem reasonable, much like the 20-year delay in recovery that's associated with the RSDA.
     MR. BUONAGURO:  In this case we are talking about a scenario where the over-recovery from ratepayers related to 2020 isn't going to be reconciled for ten years.

     MR. PUGH:  And that's in the RSDA, and that's why it attracts a larger rate.  You're talking about applying a CRVA rate for a one-year delay, and I would suggest to you that many deferral and variance accounts approved by the Board have a longer delay in the recovery of those costs.
     MR. BUONAGURO:  I think I have enough to puzzle through it in argument, so thank you very much.  Those are my questions.
     MS. LONG:  Thank you, Mr. Buonaguro.


Mr. Richler, do you want to get started?
Cross-Examination by Mr. Richler:
     MR. RICHLER:  Thank you, Madam Chair.


Good afternoon, witnesses.  First of all, can I ask if you have a copy of our compendium?
     MR. FRALICK:  We do.
     MR. RICHLER:  Madam Chair, we have a compendium which consists almost entirely of materials from OPG's own evidence.  The exceptions are on the last four pages of the compendium.  We've got -- on the very large pages is an excerpt from the Fair Hydro Plan that Ms. Blanchard already referred to.  The second-last page is a table that staff prepared ourselves but which we provided to OPG yesterday.  And then the two pages before that are a short excerpt from the OEB's handbook for distributor applications.  I would propose to mark this compendium as Exhibit K22.2.
     MS. LONG:  Thank you.
EXHIBIT NO. K22.2:  BOARD STAFF CROSS-EXAMINATION COMPENDIUM FOR OPG PANEL 6.
     MR. RICHLER:  I would like to start by comparing OPG's revised smoothing proposal with its original proposal in terms of outcomes for both the company and customers.  And I would ask you to turn to page 3 of our compendium, please, which is from your N3, tab 1, Schedule 1.


In the third paragraph it says:

"OPG proposes that the average annual change in WAPA during the 2017 to 2021 period be 2.5 percent, the smoothed rate, which would result in a cumulative deferred revenue requirement of approximately $1 billion in that period."


And then on page 8 of the compendium OPG explains in the first paragraph that the $1 billion of deferred revenue would be approximately $400 million less than the original proposal.  Have I got that right?
     MR. FRALICK:  Yes.
     MR. RICHLER:  Back to page 3, you say at -- this is again in the third paragraph:

"This proposal would result in an average annual increase of 65 cents on the typical residential customer's monthly bill during the 2017 to 2021 period, compared to the average annual increase of $1.05 proposed under the previous revision of the regulation."


And this is shown in your Chart 3, which is on our page 5, and which you've already been taken to a couple of times this afternoon.


By comparing column B of your revised proposal with the original 11 percent proposal, we see that the average bill impact for residential customers in the test period again is 65 cents under the new proposal, an increase of 0.4 percent, compared to a dollar 5 or 0.7 percent under the original smoothing proposal, right?

MR. FRALICK:  Yes.

MR. RICHLER:  And Ms. Blanchard went through this with you earlier, but this chart 3 also shows that the revised proposal is better for OPG's credit metrics, right?

MR. FRALICK:  Yes.  Mr. Mauti spoke to that.

MR. RICHLER:  And the carrying charges for the smoothing deferral account are lower under the revised proposal as well.

If we look at page 10 of the compendium, this is your table 18 -- and perhaps I can ask that we scroll down a little bit to the bottom of the page -- we can see that under the revised proposal, the cumulative interest over the test period is $116 million.  This is in the bottom right hand corner, right?

MR. FRALICK:  That's correct.

MR. RICHLER:  And if we look at the same table as it was presented initially, this is on page 12 -- sorry for making you jump around so much -- the cumulative interest under the initial proposal was $284 million, again looking at the bottom right-hand corner.

Now I gather that this number would have changed a little bit after you filed your N2 update in February 2017, but it still would have been significantly higher than the $116 million we're talking about under the new proposal, is that correct?

MR. FRALICK:  Yes.

MR. RICHLER:  And the difference in carrying costs makes sense, not only because the total amount deferred under the new proposal is $400 million lower, but also because the deferred amounts are less front-loaded.

If we look at the table that's on the screen, again this is the earlier original proposal, we can see in line 4 that there was a lot of money being deferred in the first couple of years as compared to in the later years of the test period, whereas under the new proposal, there's less front loading.  Is that a fair summary?

MR. FRALICK:  That's fair, yes.

MR. RICHLER:  So it sounds like the revised proposal is better for OPG, in that OPG will have higher cash flow and better credit metrics during the test period, and also better for customers because they will have lower bill increases and lower carrying charges during the test period.  Is that how you would characterize this?

MR. FRALICK:  I think that's a fair characterization.  One of the fundamental issues that this revised proposal addressed was the volatility, the rate -- the customer bill impact volatility that resulted from smoothing just on the basis of the nuclear payment amounts, which saw in the initial pre-filed evidence a decrease in the rates initially and then a sharp increase in the rates overall.

So by eliminating that volatility, there's a lower year-over-year annual change in customer bill, which we believe is favourable for customers.  And for the reasons you've stated, we think this also has some benefit for OPG.  So yes on both fronts.

MR. RICHLER:  All right.  The next set of questions are about whether the revised proposal is the best proposal that you could have put forward under the amended regulation.

Let's start by returning to the chart on page 5 of the compendium.  This chart shows how your new proposal compares to the alternative proposals that you considered.  And I take it that after the regulation was amended in early March, you considered various smoothing options.  You assessed each of them against the criteria that you've listed and which are reproduced on pages 6 and 7 of our compendium -- but which you don't have to turn to now -- and those criteria again are financial viability, rate stability, long-term perspective, post recovery transition, inter-generational equity and customer bill impact, correct?

MR. FRALICK:  Yes.

MR. RICHLER:  And option B, the constant 2.5 WAPA increase, came out on top in your analysis?

MR. FRALICK:  Yes.

MR. RICHLER:  So again staying with this chart on page 5, we see that the other options you considered were a 2 percent WAPA increase, a 3 percent WAPA increase, a 3.5 percent WAPA increase, and 4 percent WAPA increase.  And I'm wondering did you consider any options where the annual WAPA increase was not constant?

MR. FRALICK:  No, we did not.  One of the criteria, as I said, was rate stability.  So to simplify things, we interpreted that to mean that we would pick a constant WAPA rate for the first five-year term of the deferral period, and then a constant WAPA rate for the second five-year term of the deferral period, and then likewise a constant rate through the recovery period.

Number one, it simplified things.  But number two, we believe it's in the best interests of customers to have predictability and that would be achieved through having a constant number.

MR. RICHLER:  Let's go back to page 10 of the compendium, your table 18.  We can see in the chart on top that your new proposal is shown in blue and it says straight line reflecting the constant annual increase of 2.5 percent.  And if we plotted the alternatives you considered, they would also be straight lines, right?  The four percent option would have a higher trajectory, and the 2 percent would have a lower trajectory, but they would all be straight lines?

MR. FRALICK:  Yes.

MR. RICHLER:  You said you didn't consider anything other than this constant, a constant WAPA change.  But I'm wondering why you didn't consider, again looking at this table, just rounding off the jagged edges of the red unsmoothed line.

MR. FRALICK:  From an objective standpoint, it was difficult to quantify rounding off the edges of the jagged edges.  We essentially came up with a framework we could objectively apply to different scenarios, and we made some assumptions in order to make things simpler to model.

But I wouldn't say we are saying that there's no other way to do this.  There is nothing in the regulation that says you have to do it this way.  This is our -- we put a lot of thought into this.  This is the way we think is a reasonable way to interpret the regulation and a reasonable way to implement the regulation.  But there is probably literally an infinite number of possible scenarios you could come up with that could meet the intent of the regulation and achieve smoothing.

I don't want to put too much weight -- we put a lot of thought into this.  But to say there is no other way do it and we would be against another way to do it, that would be false.

MR. RICHLER:  Right.  The regulation speaks of making the WAPA more stable.  It doesn't say stable, it doesn't say constant?

MR. FRALICK:  It doesn't.  It does not.

MR. RICHLER:  Going back to this red line, we can see that it goes up and down and then up and down again, and the slope gets fairly steep, especially the jump from 2019 to 2020, which I suppose reflects when Darlington Unit 2 comes back online, right?

MR. FRALICK:  Yes.  So Unit 2 coming in in 2020 certainly is a big contributor to that spike.  But I would also like to point out the fact that this exercise was not a five-year exercise for us.  We modeled on a 20 year basis.  So when you're trying to accommodate a total amount of costs over a 20-year period, you know, if you push the rates down in one period, it's going to have a necessary equal and opposite impact on subsequent period, notwithstanding interest variations.

This models what it looks like if you’re looking at a five-year view.  But we wouldn't want to say, okay, let's do  -- bring that blue line up closer to the middle, say, without looking at what does the next five years look like and so on.  And so, I mean, I don't have it here, but if you would have put on, say, the 3 percent or the three-and-a-half percent, that might get closer to the scenario that you're speaking to.

MR. RICHLER:  Well, just to be clear, I'm not talking about another straight line that we could have colour-coded in some other way.  I'm talking about -- I'm talking about a variable or a non-straight line that's a little less volatile than what's shown here.  That's what I mean by rounding off the edges, and I think you understood what I was getting at.

And my question again is, you speak of one of the objectives being to reduce volatility, and I'm putting to you that you could have accomplished that by some means other than a straight line, and that may well have resulted in less money deferred and lower carrying charges both during the test period and beyond.

MR. FRALICK:  You could have done it a different way, yes.

MR. RICHLER:  Okay.  The next theme I want to explore is how much smoothing do customers really need.  I mean, you will acknowledge the smoothing comes at a cost, and we've already established that under your new proposal customers would need to pay $116 million in interest to OPG over the five-year test period.  And the total interest paid by customers from 2017 to 2036, the end of the recovery period, would be $1.4 billion, right?

MR. FRALICK:  Yes.

MR. RICHLER:  And the regulation, as we've heard today, stipulates that interest is earned at the OEB-approved long-term debt rate and that it is compounded annually, which means the smoothing deferral account earns more interest than OPG earns on other deferral and variance accounts, right?

MR. FRALICK:  It does, yes.

MR. RICHLER:  So in terms of the benefits to customers, your new proposal would reduce the bill impacts during the test period compared to your original proposal, but even if there were no smoothing at all, the bill impacts for residential customers would be below the 10 percent threshold that the OEB normally uses for determining whether to apply mitigation in the electricity distribution context; isn't that right?

MR. FRALICK:  We understand that the Board uses a 10 percent rule for mitigation in the context of distributors.  I don't believe OPG has a specific threshold for mitigation.

MR. RICHLER:  And we couldn't find a number in your evidence for what the bill impact would be if there were no smoothing at all, so we tried to calculate it ourselves, and this is what is shown on page 17 of our compendium.

Did you have a chance to look at this table?  And if so, do you have any issues with what we've done here?

MS. ARSENEAU:  I did take a look and was able to come to the same numbers that you arrived at this in table.

MR. RICHLER:  Thank you.  If we look at line 26 at the very bottom of the page, we see the total impact for the typical residential customer in the no-smoothing scenario.  It fluctuates, rising in some years and declining in other years, but the average increase is 82 cents.  Do you see that?

MR. FRALICK:  Yes.

MR. RICHLER:  And you say in your evidence that the typical residential bill is about $150 per month, so we're talking about an average increase of less than 1 percent, right?

MR. FRALICK:  Yes.

MR. RICHLER:  Again, well below the 10 percent threshold that the OEB applies in the distribution context, which if we -- again, using the 150 dollar typical bill, is about $15.

MR. FRALICK:  Yeah, I think it's important to highlight here that conducting rate smoothing, it was not an option for OPG.  It's --


MR. RICHLER:  Sure.

MR. FRALICK:  -- we've been told do it through O. Reg. 53/05, and the regulation requires that we have a view to making the weighted average payment amounts more stable.  So the drive to conducting smoothing was more through the regulatory requirement than it is from the rate handbook.

And again, I would go back to the origins of the smoothing and the intents of smoothing is the full 20-year impact of Darlington, not strictly a five-year impact.

MR. RICHLER:  That's a fair point.  And we of course acknowledge that you have no choice but to smooth.  The question I'm trying to get at is how much smoothing do customers need.

While we're on this table, I just wanted to clarify one thing.  This is a bit of a digression, but if you look on line 3, that shows your hydroelectric production, and we took the 33.0 terawatt-hours from your N3 update, but we noticed that the 33.0 used in your N3 update was slightly different than the number used in previous iterations of your application.

If you'd like I can take you to the revenue-requirement work form to show you what I mean, but if you know what I'm talking about maybe that's not necessary.

MS. ARSENEAU:  I do know what you're talking about, so the O. Reg. 53/05 requires us to use specifically the OEB-approved 20 -- the last OEB-approved hydro forecast, which is 33 from the EB-2013 decision.

What we had used previously in our initial 11 percent smoothing proposal was the 2013 -- was the budgeted numbers for 2016 for nuclear and hydro in 2016 and the 2015 actuals for hydro for 2017 to 2021.

MR. RICHLER:  Thank you.

I said that was a digression.  Just to return to the theme of how much smoothing is really required, let me put it to you another way.  In your view, how much smoothing -- or what is the minimum amount of smoothing that is required to satisfy the spirit of the regulation?

MR. FRALICK:  I mean, without getting into a legal interpretation, I would say that it requires that we smooth our weighted average payments amount with a view to making them more stable year over year.  So as long as the weighted average payment amount was more stable than what the unsmoothed weighted average payment amounts look like, in simple terms that would meet the intent of the regulation, so...

MR. RICHLER:  And I think I heard you say there's any number of scenarios we could run.

MR. FRALICK:  Yes.

MR. RICHLER:  The Board has very broad discretion here.
MR. FRALICK:  Yes.

MR. PUGH:  I think in some fairness, though, we were asked to follow the RRFE, and we looked at some of the major considerations the Board has in the RRFE, and two of them are financial stability and customer focus.  So when we developed our proposals we developed them consistent with the RRFE, because that's what we were asked to do.

MR. RICHLER:  I just wanted to follow up on one point that came up with both Ms. Blanchard and Mr. Buonaguro, and I would ask you to turn back to your Chart 3, which is on our page 5, please.

I am still confused about this total interest line and why the total is 1.4 billion under every scenario.  I would have thought that the interest would be higher if there were more money deferred.  And frankly, I'm not sure I understood your answers earlier.

MR. FRALICK:  Okay.  Well, if you want to just maybe restate one of the questions, we'll give it a shot.

MR. RICHLER:  Well, why is the total interest deferred over the entire 20-year period $1.4 billion under each scenario?  Is that an assumption that you started with?

MR. FRALICK:  Yes.  Coming out of the original A1-3-3 evidence, our proposed rate smoothing mechanism resulted in an interest total of 1.4 billion.  So when we were looking at the new rate smoothing methodology and how to construct different scenarios, we didn't think it would be appropriate to seek or to map out scenarios that saw greater interest rates.  And for the sake of simplicity and to hold one of these variables constant, we decided to fix the interest rate.

It's possible that we could have run scenarios that had different interest rates.  For example, the illustration you were talking about earlier, if that blue line was raised up essentially or we had not a straight line, but we shaved the edges off the red line which would have the effect of pulling that blue line up, if that were to carry over into the next five years and have a higher overall rate trajectory, that would necessarily result in lower total interest.

 So it was -- for all intents and purposes, it was a what I for us to simplify the illustration of the range of options that would be available, and the relative impact of changing one variable over another and what that does to each of these criteria.

MR. RICHLER:  By taking the 1.4, because that came out of your original proposal, doesn't that sort of create -- doesn't that create an artificial anchor against which to assess the entire range of possible alternatives?  Doesn't that sort of -- it almost presumes the 1.4 billion is reasonable whereas that original proposal was never evaluated by the Board, or really tested in this hearing.

I mean, aren't you sort of presupposing that that 1.4 is reasonable?

MR. FRALICK:  We weren't intending to suggest that 1.4 was a given.  As I said, these scenarios are an illustration of what different rate trajectories can do to the six criteria that we've outlined.  So would could run any number of additional scenarios that would show different numbers, both higher and lower interest, and see what they would do as well.

Given what we said in the implementation section, recognizing the interplay with the decision here and ultimately what the weighted average payment amount will be and what the deferral amount will be, we've proposed a staged approach here so when the time comes to run these things through the model, we can respond to whatever scenario the Board would like us to run, and then a decision can be made at that point in time.

MR. RICHLER:  You've already answered some questions about the Fair Hydro Plan, so I won't go over that ground, except to just confirm one or two things.

I heard you say, Mr. Mauti, that OPG did not consider the Fair Hydro Plan in evaluating smoothing options, is that right?

MR. MAUTI:  I think it's the fact there are two distinct plans.  One is our accountability to respond to the regulation and deal with our weighted average payment amounts proposal, and then the other is a government policy decision to help residential customers with their overall bill.

MR. RICHLER:  But isn't there a danger of over smoothing, or smoothing on top of smoothing?  Isn't it unfair to future generations of ratepayers to keep deferring and deferring the costs of maintaining and operating our electricity system?

MR. MAUTI:  I don't want to speak on behalf of the government in terms of the Fair Hydro Plan, its objectives, and how it was announced.  In terms of our accountability to look at the impact, as Mr. Fralick mentioned, of some fairly large things that are happening within our nuclear program, not just refurbishment but also closure of Pickering and associated costs related to that, our job was to come forward with a proposal that we thought was fair to customers and the company to be able to see through those rather traumatic things happening in the nuclear program through the period of time to get a sense of stability for customers.

And I think that stands on its merits, whether or not there was a Fair Hydro Plan announced by the government.

MR. RICHLER:  Can we turn to page 8 of our compendium, please?  I want to look at the section called implementation.  You've already gone through this with Mr. Buonaguro, but I want to understand -- I just wanted to make sure I understand what you're proposing.

You say in the last paragraph on this page 8 and the first one on the next -- and I'm paraphrasing -- that since smoothing involves a number of interrelated decisions, it may make sense for the OEB to hold off on making its final decision on how much to smooth until the payment amount order approval process.

I just wonder if you can help me understand a little better how you see the process unfolding.

MR. PUGH:  What we do is we take the decisions from the Board on the inputs to the WAPA calculation.  We would consider the criteria that the Board endorsed with respect to the RRFE, with respect to rate stability and customer focus and the emphasis they put on those criteria, and then we would come back with a range of options that show how various proposals fit within that criteria.  And we would make a proposal to the Board.

Other stakeholders and what have you would have the right to question those, and make representations of those as part of the payment amount settlement process, and the Board would make a decision when it approved the final order.

MR. RICHLER:  Do you see this taking place in writing only, or do you anticipate that we would have to come back here?

MR. PUGH:  I think we would follow the Board's process.  If they felt it could be done in writing, that would be expedient.  But if they felt they would want to discuss those sort of things, we would quite open to doing that, however they felt it necessary to get the proper input to set just and reasonable rates.

MR. RICHLER:  Thank you.  Those are all my questions.

MS. LONG:  Thank you, Mr. Richler.  I think we'll take our afternoon break for 15 minutes and then we'll come back with Ms. Khoo and Mr. Poch.  Mr. Yauch, are you prepared to proceed today?  I think we'll have time for you.  Thank you.
--- Recess taken at 2:41 p.m.
--- On resuming at 3:03 p.m.

MS. LONG:  Ms. Khoo, let's mark your compendium.


MR. RICHLER:  K22.3.
EXHIBIT NO. K22.3:  VECC CROSS-EXAMINATION COMPENDIUM FOR OPG PANEL 6.


Cross-Examination by Ms. Khoo:

MS. KHOO:  Good afternoon.  My name is Cynthia Khoo.  I'm counsel to the Vulnerable Energy Consumers Coalition.

So to start off with, you don't have to turn to it, but on page 325 of the VECC compendium it just shows how inter-generational equity was one of the considerations that OPG took into account in rate smoothing.  That's correct, right?

MR. FRALICK:  Yes.

MS. KHOO:  Okay.  And so I was wondering, when you took that factor into account was it mostly -- okay.  So it's the result of the total interest cost to the total amount deferred.  And was that just a matter of eyeballing whether it was higher or lower, or was there any specific quantification, for instance, of specifically how much benefit is gained or lost for later generation by raising or lowering the front-loaded amount sooner?

MR. FRALICK:  No, there was not a specific target associated with that ratio.  Taken in the broader context of the different scenarios, it was, you didn't want to have a number that was either too high or too low, but it certainly had some subjectivity to its weighting.

MS. KHOO:  Okay.  And now turning to page 7 of the compendium, which is chart 4 from the evidence.  You showed, as discussed earlier, I believe it's a thousand and five billion -- 1.005 deferred in costs.  And then turning to page 10, I just wanted to clarify, adding up the numbers in row 5 you get about 28, 29 million dollars.  Is that -- sorry, did I say page 10?  I meant page 9.  So I'm looking at the row 5, where it says "interest expenses".  And when you add them across you come up with about, I think 28-point-something or $29 million.  Would you accept that?

MR. FRALICK:  28 million -- however, this table that you're referencing is from the -- our update to CCC 10, which was a request to model a specific scenario that didn't have us deferring anything past this five-year period.  So this table is not reflective of our proposal.  Our proposal -- the total -- the 28 million at the bottom there, that's 116 in our proposal.

MS. KHOO:  Okay.  Perfect, thank you.  Because my question was just to find out the relationship between those two numbers.  That's helpful.  Okay.

So moving on, I just have some questions that -- coming out of the earlier discussions with the interest costs.  And that if we could turn back to, I believe it's Chart 3, which in this compendium is on page 12.  So first, just a probably for you really basic question is, when we're talking about interest costs to begin with, I've been going on the assumption -- I thought people were talking about the interest of the deferred amount.  Is that right?

MR. FRALICK:  Yes, it's the interest rate on the amounts that are added to the rate smoothing deferral account.

MS. KHOO:  Okay.  And those amounts added to the rate smoothing deferral account are -- that's a revenue shortfall, right?

MR. FRALICK:  That's the deferred revenue, yes.

MS. KHOO:  Yeah.  Okay.  So earlier I believe when it was -- I think it was CME asked about an earlier table, you said that those numbers had been based on where you were requested to ask to provide numbers where there was nothing deferred.

MR. FRALICK:  So CCC 10 --


MS. KHOO:  Okay.

MR. FRALICK:  -- is that scenario where they said what would it look like if you didn't end up deferring any revenue after the five-year periods -- after the five-year term here we're looking at.

MS. KHOO:  That's the same table you discussed earlier with Ms. Blanchard?

MR. FRALICK:  That is, and it's the one that you've included in your --


MS. KHOO:  Okay.

MR. FRALICK:  -- compendium as well, yes.

MS. KHOO:  I see.  Okay.  That makes sense.  So -- okay.  So there is still deferral, just none beyond 2021?

MR. FRALICK:  Yes, so in some --


MS. KHOO:  Okay.

MR. FRALICK:  -- years the rate is higher than the weighted average payment amount, some years it's lower, the unsmoothed, but it's all kept within that five-year period, so it's zero, the balance is zero at the end of the five years.

MS. KHOO:  Okay.

MR. PUGH:  And to be clear, the interest is on the balance in the account, not just the amounts added to it, so there is interest when we're recovering the balance as well.

MS. KHOO:  Okay.

MR. PUGH:  It's not happening in this period, but...

MS. KHOO:  Thank you.  And then when you calculate that interest, is this just a certain percentage you're applying to that amount?

MS. ARSENEAU:  The interest on the rate smoothing account is stipulated in O. Reg. 53/05 as OPG's approved long-term debt rate.

MS. KHOO:  Okay.  And where does this debt rate come from?

MS. ARSENEAU:  In our Exhibit C evidence.  I can -- it would be Exhibit C, tab 1, schedule 1, I believe, tables 1 through 5.  Subject to check that I have the evidence memorized as well as I think I do.

MS. KHOO:  And so when you said you could vary it in the earlier discussion, then would it just be OPG making the decision to vary that rate?

MR. FRALICK:  Sorry, if there's any confusion, we didn't mean to imply that there was any variation in the debt rate per se.  The debt rate is prescribed in the regulation.

So the variability that's been discussed earlier was in modelling different scenarios, the -- varying the weighted average payment amount, for example, and mapping out how that would play through the full deferral and recovery period and the different scenarios that fall out from that.

The debt rate itself is what varies, so depending on fluctuations in the market, but it's stipulated.

MS. KHOO:  So turning to this chart 3 that's on here with the 1.4 across, does that mean if that's based on the interest rate, which is then based on the debt rate, would that have to stay the same in that case, and it's not just a matter of modelling?

MR. FRALICK:  Can you repeat that?  I'm not sure I follow.

MS. KHOO:  I think -- so with the 1.4 billion in total interest here, this is what we're talking about.  When I asked what the interest rate was you said that's based on the long-term debt rate that is itself rooted in the regulation.

MR. FRALICK:  This is the interest in its total.  This is not the rate, right?  That's the 1.4 billion.

MS. KHOO:  Okay.

MR. FRALICK:  But the underlying long-term debt rate is what we've modelled in order to calculate what the cumulative interest would be over the full 20-year deferral and recovery period.

MR. PUGH:  And for each one of those years, '17 to '21, in the settlement the Board -- the settled rate has been accepted, and it's a different rate each ear.  The rate that is accepted and ultimately approved by the Board will be the rate that applies for that year.  We built those -- the forecast for the first five years, and then we have made a forecast of what they are for the ensuing 15 years.

MS. KHOO:  Okay.  Thank you.

And then -- okay.  Okay.  And then just as a matter of clarification, in the scenario E, under the interest cost deferred revenues ratio it says 0.4.  Is that just a typo or did something else change?

MS. ARSENEAU:  No, it's not a typo.  If these numbers -- I know they all say 0.5.  If I was to expand them to larger decimal places, you would find that they were slightly more or slightly less than 0.5 --


MS. KHOO:  Okay.

MS. ARSENEAU:  -- it's just a function of rounding, though --


MS. KHOO:  Okay.  And that's because the deferred revenue rate is different, is changing?

MS. ARSENEAU:  Yes.

MS. KHOO:  Okay.  And so with the variables in this chart, how do you decide the specific variables to look at in assessing the alternate scenarios?

MR. FRALICK:  Well, as we attempted to lay out in both our A1-3-3 evidence and then the updated N3 schedule, we'd looked at all six criteria, and then it's a matter of striking an appropriate balance on all six of them together.  So take -- chart 3 represents each -- five scenarios here that we've modelled under the new proposal, and then you're doing an assessment based on each of those criteria to determine which one of them meets the criteria the best in its totality.

And the reasons for why we selected B, and what -- how it fares is detailed on page 13 of N3-1-1, starting at line 10.  So we explain why it is that we think B is appropriate.  If you want to pull that up, we can go to that, starting line 10 and we can go over that.

MS. KHOO:  Thank you.  And then finally, if you could turn to page 16 of the compendium, in this table Mr. Mark Garner, who is a consultant to VECC, calculated the average numbers from 2017 through 2036 to be $125.  Would you be willing to accept that for now, subject to check?

MS. ARSENEAU:  Subject to check.

MS. KHOO:  And I note that for the years 2025 to 2031, the rate numbers here jump up to about $140, 160-dollars-something.  And in addition to from 20 -- at other points in the table, there seem to be significant jumps.  So for instance, 2021 to 2022, as well as 2024 through 2027, and then they start declining again.

So was there consideration to, I guess, maybe front loading it a bit more, or making these numbers more smoother than they are here, and why might that not have been done?

MS. ARSENEAU:  The smoothing proposal -- OPG's current smoothing proposal is on our weighted average payment amount basis, not on our nuclear base rates.

MS. KHOO:  Okay.  I believe that's all my questions.  Thank you.

MS. LONG:  Thank you, Ms. Khoo.  Mr. Poch?
Cross-Examination by Mr. Poch:


MR. POCH:  Thank you, Madam Chair.

Panel, I am David Poch for the Green Energy Coalition.  I have questions arising from one exhibit, and that's N3, tab 1, schedule 1, attachment 2, table 7.

This is where you've updated an interrogatory response looking at your smoothing proposal with and without the Pickering extension.  And just for clarity, the extension would be, for the purposes of this exhibit, from 2020 to the staggered 2022-24 scenario.  We're also interested in of course consideration of a 2018 scenario, but I think we can deal with things directionally and that will be sufficient for my purposes.

First of all, the total interest that you've been referring to, 1.4 in your scenario, is that an NPV number or dollars of the year accumulated?

MS. ARSENEAU:  It's just dollars of the year accumulated.

MR. POCH:  All right.  And we see in the new extension versus extension scenarios, the first two columns, when we look at the bill impact, it does not seem to make much of a difference.

You're holding it constant in the first period and it changes from .3 to .4 in the balance of the period, correct?  I’m looking at the percentage numbers.

MS. ARSENEAU:  Yes, that's right.

MR. POCH:  Now in generating this, in generating the bill impact part of this table, you would have had to have regard to the overall system impact of a non-extension, correct?

MS. ARSENEAU:  No, this just incorporates OPG's rates.

MR. POCH:  Okay.  So in earlier panels, we looked at older analyses where they considered such things as whether if the load forecast was falling, or whether if we have the gas and carbon values that are more in line with what's being traded as futures now, and we saw that there was significant savings in some scenarios from early shutdown of Pickering.

So if that were to occur in the no extension scenario, there would be presumably an offsetting bill saving in total for the customer.  So this illustration here just wouldn't inform us on that front, would it?

MR. FRALICK:  No, the way we do the bill calculation is strictly with regards to OPG's contribution to the total bill, which is based upon the proportion of the commodity energy component of the total bill.  So if our contribution goes down because Pickering is no longer in the mix, we would make up a smaller proportion of the customer's bill.  But it says nothing about anything else that's going on in the electricity system or elsewhere, what's happening with that replacement energy.

MR. POCH:  All right.  And you'd agree with me if this Board was persuaded it didn't make sense for ratepayers to pay for Pickering post 2018 or 2020, given the Board's view of where things are headed, and if we all agree that the bill impact is probably the most important parameter to look at in determining your smoothing scenario, would you agree it would make sense then to -- in your next phase as you propose for implementation, to come back and consider capturing some of any found effect on bills to enable a different smoothing scenario with less interest cost perhaps?  That would be the kind of juggling that would need to go on?

MR. FRALICK:   A couple things there.  One, in terms of their criteria, you said the customer bill I packet is the most important.  We have six criteria, and we think they're all important.

That being said, you know, depending on the Board's decision or elsewhere if that were to change materially from where we sit today, then yes, we would endeavour to reflect what that would mean in our subsequent rate period when we come in to set smoothing for the next five years.

Specific to Pickering, it's important to note that it provides some important -- what we call natural smoothing in this period, where we’ve got a significant decrease in production associated with the refurbishment.  So I wouldn't want to characterize removing Pickering as being strictly a savings.

MR. POCH:  It smooths the nuclear rate, but it may not in fact help with the bill impact, depending on which future we think we’re looking at.  Those are very different things.

MR. FRALICK:  There is a wide view of what the future might look like.

MR. POCH:  Thank you, Madam Chair.  I'll be taking my leave, thank you, and I will see you in argument.

MS. LONG:  Thank you.  Mr. Yauch, you have a compendium I see.

MR. YAUCH:  I do, yes.

MS. LONG:  Let's mark that.

MR. RICHLER:  K22.4.
EXHIBIT NO. K22.4:  ENERGY PROBE CROSS-EXAMINATION OMPENDIUM FOR OPG PANEL 6


MS. LONG:  The panel has that, do they?

MR. YAUCH:  I want to start off with on the first page, it’s from the RRFE, the Board has a policy since 2000 that it doesn't consider rate mitigation unless the total bill goes up 10 percent.  And you see that, I'm assuming?

MR. FRALICK:  Yes.

MR. YAUCH:  Right.  So later on, on page 3 of my compendium, the Board ruled that it would maintain that policy.

So I’ve provided a couple examples of some of the larger rate applications we've seen in years  One from Hydro One Distribution, one is from Toronto Hydro, and one was from your last application in which you argued against rate mitigation.  But in every case, the Board said rate mitigation wasn't necessary because the total bill increase wasn't 10 percent.

So the Board's policy for almost two decades at this point is to not go down this road unless it's a 10 percent increase to the total bill, correct?

MR. FRALICK:  I honestly I don't know what the history of the Board's decisions or views on rate mitigation thresholds are, so I couldn't speak to that.

In terms of OPG's circumstances, as I said, I'll point you back again to the regulation that requires that we do this.  The requirement isn't driven by a threshold or driven by the RRFE.  It's driven by the regulation.

MR. YAUCH:  I guess that's my point, that the regulation actually goes against the Board's own policies that they have been implementing for years at this point, and that OPG has actually argued against -- or in favour of the Board's policy in last rate application is now going against that.  Because of the regulation, that's the reason we're in this new environment?

MR. FRALICK:  We're not going against it.  We are going with the regulation which requires we look at smoothing.  And as I’ve said, the smoothing was driven by the significant impact that's -- that will result from executing the Darlington Refurbishment Program, as well as Pickering end of commercial operations, Pickering extended operations, and the production impacts that fall out from that and spreading that over a 20-year period.

MR. YAUCH:  So if go to page 8.  I provided you with a spreadsheet.  I tried to isolate the impact of the total bill just in the change of the nuclear revenue requirement.  And I don't need to get into the numbers, but it didn't produce a 10 percent increase in the total bill.  That's fair, right?

MR. FRALICK:  That's fair, yeah.

MR. YAUCH:  Okay.

MR. FRALICK:  I think -- I mean, to put it into context, OPG's, given our size and the fact that we don't have a large -- a small distribution base, we're looking at basically everybody in the province.  In order to hit a 10 percent threshold that would have to be a fairly large --


MR. YAUCH:  15 dollars, I mean, based on a 150 dollar bill that you use in some of your calculations, that --


MR. FRALICK:  That would translate into, you know, a very large revenue-requirement increase.

MR. YAUCH:  Okay.  Those are my questions, actually.  Thank you.  That's it.

MS. LONG:  Thank you.  Next we're looking at you, Mr. Mondrow.

MR. MONDROW:  That's fine, Madam Chair, thank you.

I do have not a compendium, but a single chart, a copy of which I did provide to OPG late yesterday afternoon, so I'll just hang that out -- sorry, hand that out for people that would like a copy, and make sure that, obviously, Madam Chair, you and your colleagues have.  So if you'll just give me one minute I'll --


MS. LONG:  Sure.

MR. MONDROW:  -- get that out.  Thank you.

I was holding it only because I wasn't sure if I would be going today and whether it would still be relevant, but it is relevant.

MS. LONG:  Okay.  Panel, you have that?   Mr. Smith, you have that?  Good.

MR. RICHLER:  Madam Chair, perhaps we could mark this as K22.5.

MS. LONG:  Thank you.
EXHIBIT NO. K22.5:  AMPCO CHART HANDED UP BY MR. MONDROW.

MR. MONDROW:  I'm sorry, the Exhibit number was K...

MS. LONG:  22.5.


Cross-Examination by Mr. Mondrow:

MR. MONDROW:  Thank you very much.  Good afternoon, panel.  Ian Mondrow, as you know, counsel for AMPCO.

When you were answering questions earlier this afternoon, Mr. Fralick and Ms. Arseneau, I think you both opined that in a scenario in which Unit 2 completion is delayed, the revenue-requirement impacts of that delay from 2020 to 2021, for example, would be captured in the CRVA.  Did I understand that evidence correctly?

MS. ARSENEAU:  Yes, that's correct.

MR. MONDROW:  All right.  As I read the regulation on deferral, OPG's allowed to and indeed directed to in some senses defer amounts -- defer revenue requirement for assets in-service, but the regulation doesn't allow you to recover revenue requirement for us that's not yet in-service, does it?

MR. SMITH:  Sorry, Mr. Mondrow, maybe you can just help me.  Where are you looking in the regulation?

MR. MONDROW:  I don't have the regulation in front of me, but my understanding was that rate smoothing contemplated deferring recovery of otherwise appropriate revenue requirement, rather than accelerating recovery of revenue requirement in respect of an asset yet to be put in-service.  Is that not your interpretation, Mr. Fralick?

MR. FRALICK:  The rate smoothing --


MR. PUGH:  So as I read section 5.51 it talks about the definition of the rate smoothing deferral account, if that's what you're referring to.  The first section, section A, talks about the Board setting a revenue requirement, which we have proposed for a five-year period, and section B talks about the amount of revenue requirement that's used to set the weighted average payment amount.

So that doesn't necessarily mean it has to be positive or negative, it means the Board will determine what that amount is on an annual basis and put it in that account.

MR. MONDROW:  Sorry, Mr. Pugh, you're looking at what section of the regulation?  55?

MR. PUGH:  5.51.

MR. MONDROW:  So -- sorry, I asked this in follow-up to some of your earlier evidence because I remember asking one of your early panels and confirming -- I think it was Mr. Lyash, and perhaps Mr. Reiner -- that OPG was not seeking in this application permission for rate treatment that would involve recovery of revenue requirement on a kind of assets not yet in-service.  And that was in some of the expert's evidence raised kind of parenthetically, and it confused me a bit, so I thought I confirmed -- the record will speak for itself -- that OPG was not seeking permission for a particular rate treatment departure from the standard rule that costs, revenue requirement related to assets get put in rates when the asset gets put in-service.  But I understood your evidence a few minutes ago to be that in a scenario where Unit 2 in-service is delayed you will seek to recover the revenue requirement on account of that unit prior to it being put into service.  Was that your evidence?

MR. FRALICK:  What we've said is if Unit 2 goes into service late in this scenario that the credit would be booked into the CRVA in 2020, and then in 2021 when it does go in-service the associated revenue requirement would be a debit to the CRVA account and net out to some extent, and then when we would go to clear that, when we come in for our application starting in 2022, we would seek to clear whatever balance is left in that account.

MR. MONDROW:  Yeah, no, I understood that evidence, and thank you for the debit and credit entries, Mr. Fralick, but let me back up then a step.

My understanding is the payment amounts before this panel for approval include payments on account of Darlington Unit 2 in-service in 2020.  Is that correct?

MR. FRALICK:  Yes.

MR. MONDROW:  And if Unit 2 doesn't go into service until 2021, those payment amounts if you get them approved will still include costs, revenue requirement in respect of Unit 2, in 2020, even though the asset is not yet in-service.  Is that your anticipation?

MR. FRALICK:  Well, the smoothing trajectory is based upon the assumption that the unit goes in-service in 2020, so if that's what you're asking, then --


MR. MONDROW:  Well, I'm not talking about the smoothing trajectory.  Your payment amount in 2020 as requested in this application assumes Unit 2 in-service and includes revenue requirement on account of that asset being in-service in 2020.  You agreed with me a minute ago.

Do you want me to ask again?

MR. FRALICK:  No, all of our revenue requirement is based on a forecast of our in-service amounts --


MR. MONDROW:  Right.

MR. FRALICK:  -- so there is no difference in terms of Darlington being early or late with regards to the treatment that we're seeking for it with regards to the revenue requirement.

MR. MONDROW:  Perhaps there is no difference, but if Unit 2 goes into service in 2021 and not 2020, your payment amount, as you requested it in 2020, will include revenue requirement on a kind of an asset not yet in-service, correct?

MR. FRALICK:  And likewise if it goes in-service in 2019 then ratepayers will get the benefit of it going in-service early and --


MR. MONDROW:  That's not what I'm asking.

MR. FRALICK:  -- revenue requirement --


MR. MONDROW:  That's not what I'm asking.

MR. FRALICK:  Well, it goes both ways, I think.

MR. MONDROW:  Well, so the answer to my question is yes, and then you're adding the scenario of early in-service, but in respect of late in-service relative to your forecast you will be recovering in your rates revenue requirement related to an asset not yet in-service?  Yes or no?

MR. FRALICK:  Yes, and we would capture the difference through the CRVA.

MR. MONDROW:  Okay.  Fair enough.  Now, the alternative to that would be to, if you find -- if you start to forecast that Unit 2 will be late -- is to come back to this Board and seek to amend your payment amount to take that revenue requirement out of payments in 2020 and reinsert it whenever you anticipate the asset coming into service.  That would not be your plan in the event of a delay in Unit 2, I gather?

MR. FRALICK:  No, the regulation requires that the Board set revenue requirement on a five-year basis, so we are here with a five-year application, and then the CRVA would be treated to capture the differences, and we would seek clearance of that when we go to get new rates in 2022.

MR. MONDROW:  So in that respect you are actually asking that this Panel approve recovery of revenue requirement on account of Unit 2 in 2020, even in the event that Unit 2 doesn't come into service until after 2020?

MR. FRALICK:  Yes, just like any capital project that goes in-service in a forward forecast basis.

MR. MONDROW:  Right.  But this is your first five-year forward forecast payment application, isn't in?

MR. FRALICK:  It's not our first capital project.

MR. MONDROW:  It's your biggest?

MR. FRALICK:  Certainly.

MR. MONDROW:  Thank you.  One more point of clarification while I have you here, because you're the last panel.  The two projects initially included in the DRP which you will have heard of I'm sure -- the Darlington nuclear operations and support building and the Darlington nuclear auxiliary heating system – that were, subsequent to filing, taken out of the DRP, as I understand it, those projects -- the revenue requirement impact of those projects is now included in your payment request, is that right, your updated payment request?

MR. FRALICK:  Yes.

MR. MONDROW:  Okay.  And do you know if have somewhere on the record the revenue requirement and timing, i.e. the year in which that revenue requirement is included in your payment request in respect of those two projects?

I know this is off the rate smoothing topic, but I wanted to see if we can confirm that information before you're done.

MR. FRALICK:  We're not sure.

MR. MONDROW:  Okay.  Madam Chair, I wonder if I could ask for an off-topic undertaking, and it may not be these witnesses.  But while OPG is still here, just to either identify the revenue requirement associated with each of those projects and what year that revenue requirement is included in the payment amounts requested.  So to identify if that's dealt with on the record and if not, provide  that information subject, to Mr. Smith.

MR. SMITH:  That's fine.

MR. MONDROW:  Thank you.

MR. RICHLER:  J22.1.
UNDERTAKING NO. J22.1:  TO EITHER IDENTIFY THE REVENUE REQUIREMENT ASSOCIATED WITH EACH OF THOSE PROJECTS AND WHAT YEAR THAT REVENUE REQUIREMENT IS INCLUDED IN THE PAYMENT AMOUNTS REQUESTED

MR. MONDROW:  Thank you very much.  I appreciate that.  On to rate smoothing, then.

You've talked about this from various angles today, and I'm going to come at it from yet another angle.  But just as a precursor to that, it's my understanding -- and I want to confirm the basics, because I’m getting a little lost.  Numbers are not my forte, as you will find out in about 30 seconds.

In your N1 and N2 filings, the proposal for rate smoothing was the nuclear payment amounts would be smoothed at an 11 percent increase per year, and the change in three is that the weighted average payment amount or WAPA is smoothed at 2.5 percent per year.  Have I got that right?

MS. ARSENEAU:  That's correct.

MR. MONDROW:  And when I say smoothed, the increases are 2.5 percent in each year?

MS. ARSENEAU:  Yes.

MR. MONDROW:  Okay.  And does that mean that the average WAPA over the test period, being 2017 through 2021, is 2.5 percent?  Or does it mean the weighted average payment amount increases by 2.5 percent in each year of the rate plan?

MS. ARSENEAU:  It increases by 2.5 percent in each year from 2017 to 2021.

MR. MONDROW:  In respect of the hydroelectric payment amounts, the updated smoothing proposal doesn't change anything.  Is that right?

MS. ARSENEAU:  No, it does not.

MR. MONDROW:  Okay.  And so for example, your evidence throughout has set a payment amount for the hydroelectric output of $41.71 cents per megawatt-hour in 2017.  And I gather that under the updated smoothing proposal, each hour of output from the hydroelectric facilities in 2017 will command a price of $40.71?

MS. ARSENEAU:  Plus riders.

MR. MONDROW:  Plus the riders, yes, thank you.  And similarly in subsequent years, I know that payment amount is to -- you have a proposal for escalating that by kind of an IRM type formula, which will set a number and the output from those facilities in those years, each megawatt-hour will command payment in that amount as determined through the formula you’ve sought approval for?

MS. ARSENEAU:  Yes, that's correct.

MR. MONDROW:  And so what that means to me is the WAPA is just a parameter for calculating a nuclear payment amount, based on a bunch of inputs we’re going to talk about -- which you’ve talked about already, and I may talk to you about  again.

MR. FRALICK:  Yes, it's a methodology to smooth out OPG's all-in payment amount, yes, whereas the previous version of the regulation strictly looked at the nuclear payment amount, whereas this iteration of the regulation requires that we look at everything.

MR. MONDROW:  And I know this sounds pedantic, but I ask because when I was speaking with my constituents, they actually didn't quite understand whether WAPA was a payment amount or just a number used for calculation.  And it's latter; it’s a number used for calculation.

MR. FRALICK:  It's a number that would inform ultimately the nuclear payment amount that would then inform the deferred amount, that would flow into the rate smoothing deferral account, yes.

MR. MONDROW:  Thank you very much.  So I would like then to turn to Exhibit K 22.5, just one page that I’ve handed out.  And I did provide this – it’s perhaps a little more difficult to read yesterday, and I apologize for that.

I'll just ask you off the top, are there any glaring errors in these numbers?  Did you find a misconception on my part?

MS. ARSENEAU:  No, they look consistent with our evidence.

MR. MONDROW:  Thank you.  You will see from this table, and I'll go through some of the lines to validate what we're looking at, most of these lines are taken from your evidence, most of the data.  And then there are some lines that are calculated and I'm going to go through and spend a few minutes and point those out.

If we start with lines 1 and 2, and these are the proposed revenue requirements, this is all nuclear and the forecast production for your nuclear facilities.  These figures have not changed at all relative to your N2 update?

MS. ARSENEAU:  That's correct.

MR. MONDROW:  And then I've got, from the N2 update, the then-proposed smoothed nuclear payments in line 3, and those numbers are correct?

MS. ARSENEAU:  Yes, those look right to me.

MR. MONDROW:  Thank you.  I calculated the percent increase year-over-year and lo and behold, the result was that in each year, starting with the base of 2016 and ending with the nuclear payment amount in 2021, the increase is, subject to a slight bit of rounding, 11 percent, which is consistent with your N2 proposal?

MS. ARSENEAU:  That's correct.

MR. MONDROW:  And the 68.51 percent total is the amount of rate increase between the base in 2016 and the payment amount in 2021, and I calculated that as 68.51 percent.  Is that an accurate representation of the rate increase from your current rate to the rate payment amount you're requesting at the end of the rate period?

MS. ARSENEAU:  That looks like that would be the difference between the 99.51 and the 59.29.

MR. MONDROW:  These rates at line 3 and 4 -- line 3 is without riders.  But in fairness, I know there are riders.  And so in lines 5 and 6, you'll see a much higher payment number for nuclear in 2016 and that's inclusive of your riders, and I put the evidentiary reference for that, or one of them anyway.  And similarly, I put the riders in 2017 and 2018, and we can see that riders included, the rate changes are different and most importantly, the payment amount between 2016 and 2017 goes down by 5 percent.

MS. ARSENEAU:  Yes, that was our proposal.

MR. MONDROW:  And then goes up by just under 11 percent from 2017 to 2018, riders inclusive.

MS. ARSENEAU:  Yes.

MR. MONDROW:  And there are no riders in the current nuclear payment amounts – sorry, there are no currently approved riders that would extend into 2019 or beyond?

MS. ARSENEAU:  There are two.  This is a little bit of a nuance, but there are two pension and OPEB accounts that were approved for recovery over, I believe it was, 11 and eight years.  So those amortizations have previously been approved by the Board, but we would address that at the time of the midterm review and determine what the riders would be for all the accounts plus those amount that is have already been approved for amortization.

MR. MONDROW:  Fair enough.  But the smoothing proposal, as you put it before the hearing panel, assumes that following the expiry of the current riders, both nuclear and hydroelectric, there are no riders for the purposes of calculating the nuclear payment amounts.

MS. ARSENEAU:  That's correct.  We don't have a forecast of riders beyond 2018.

MR. MONDROW:  Fair enough.  Then you'll see line 7 is the N2 deferred revenue requirement, and that totals -- my math came out to $1.422 billion.  Is that right?

MS. ARSENEAU:  That's right.

MR. MONDROW:  And that's without interest?

MS. ARSENEAU:  That is without interest.  That's just the deferred revenues.

MR. MONDROW:  Right.  Okay.  And then line 8 moves -- starting at line 8, I move to your N3 update, and I set out here the now-requested nuclear payment amounts, and in line 9 I calculated the percent increase year over year again without the current riders, so this is riderless.

And in particular between 2016 and 2017 you're now proposing to increase the nuclear payment amount by just under 30 percent, 28.4 percent.  Does that calculation -- does that look right to you?

MS. ARSENEAU:  That looks consistent with our proposal.

MR. MONDROW:  Okay.  And then following that we see that the year-over-year rate increases in the smooth nuclear payment requests are all significantly lower on a percentage basis than under year end 2 proposal.

MS. ARSENEAU:  Yes.

MR. MONDROW:  Which is consistent with your intention.

MS. ARSENEAU:  That is consistent with our proposal.

MR. MONDROW:  Okay.  And similarly the total increase between the 2016 pre-rider base and the 2021 payment amount is also significantly less at 55.2 percent?

MS. ARSENEAU:  Yes, that's correct.

MR. MONDROW:  Okay.  And then again in fairness I re-added the riders in lines 10 and 11 just to compare the percentage increases, and in particular moving from 2016 to 2017 inclusive of riders the percentage increase is significantly less than without the riders, and that's because there is a significant amount of rider that drops off after 2016.

MS. ARSENEAU:  That's correct.

MR. MONDROW:  Okay.  And then the last line on the chart, line 12, has the N3 proposed deferral, which we can see in each year end adds up to just over a billion dollars, so again, materially less than previously proposed?

MS. ARSENEAU:  That's correct.

MR. MONDROW:  Okay.  Great, thank you very much.  So I appreciate your patience walking through that, and now the fun part comes with my observations, correct or incorrect.  Well, I'm not sure it will be fun, but -- maybe I shouldn't overplay it, but it seems to me that the updated smoothing and in particular the lower deferral over the rate period is being achieved by pulling nuclear payment amount increases forward that is closer in time -- that's the general dynamic -- plus collecting more during the rate plan period than you would have collected under your previous proposal.

MS. ARSENEAU:  So, yes, we're collecting -- or deferring less, sorry, under the N3-based proposal, and, yes, consistent with, as we were discussing earlier this afternoon, this proposal is more, I think, front-end-loaded was the term that had been used.

MR. MONDROW:  Right.  And so that results in both a lower amount of revenue deferred and a lower deferral interest cost, or a lower interest cost on deferral?

MS. ARSENEAU:  That's correct.

MR. MONDROW:  Okay.  And the difference in interest costs -- and I have the references if you want to go to them -- but as I understand it, the current interest costs quoted on the amounts being deferred in this rate plan period is 120 million, as opposed to 280 million under your previous proposal.  Does that sound right?

MS. ARSENEAU:  Yes, we deferred to 120 million as a rounded number.  If you would like me to be more specific, it's actually 116 million.

MR. MONDROW:  Okay.  And -- that's fine.  116 million.  I'll make a note.

And that number, just so I'm clear, is the interest that accrues on the amounts being deferred, but that accrual is only during this rate plan period, or is it your forecast accrual for the amounts being deferred for the entire deferral period?

MS. ARSENEAU:  No, that's just the 2017 to 2021 period.

MR. MONDROW:  So that's just the interest that accrues during this rate plan period.

MS. ARSENEAU:  That's correct.

MR. MONDROW:  Okay.  Do we have somewhere the interest that accrues on the deferrals proposed in this rate plan period but over the entire deferral period?  Is that in the evidence somewhere?

MS. ARSENEAU:  I do not believe that it is.  We do provide the total accumulated interest -- that's the 1.4 billion dollar figure that's referred to in chart 3.

MR. MONDROW:  But that 1 --


MS. ARSENEAU:  But that does include deferrals in subsequent periods to this one.

MR. MONDROW:  Right.  So -- and Board Staff was looking at some rate impacts with you during this period.  I wonder if it would be difficult to calculate with whatever caveats you deem appropriate the total interest cost on the amounts being deferred during this rate plan period so that we could compare that to the rate changes being avoided by the smoothing, for example?

MR. FRALICK:  I think we would have to make some assumptions, like a first in, first out kind of assumption, and this amount that we put in this five years when we start the recovery period in 2027, these are the first dollars that we would start to pay back.  Then your recovery period is going to be quite a bit shorter then, assuming that they are the last dollars to come out in 2036.

So, I mean, if -- we can make assumptions and calculate what the interest would be in its totality.

MR. MONDROW:  If you could that would be great.

MR. RICHLER:  J22.2.
UNDERTAKING NO. J22.2:  TO CALCULATE THE TOTAL INTEREST COST ON THE AMOUNTS BEING DEFERRED DURING THIS RATE PLAN PERIOD.

MR. SMITH:  Sorry, I was just looking at the witness whether they have that already.

MS. ARSENEAU:  We might.

MR. PUGH:  We're just looking at SEC 93, the revised number.  It's N3, tab 1, schedule 1, attachment 2, Table 9, and I just want to take a look at it to see if it does in fact answer your question before we take an undertaking.

MR. MONDROW:  Sure.  Yes, please do.

MR. FRALICK:  We don't have that.

MR. SMITH:  We'll take the undertaking.

MR. MONDROW:  Thank you very much.

MR. RICHLER:  Again, that was J22.2.

MR. MONDROW:  Now, I gather that the other way that the nuclear payment increases during the rate plan period currently before the Board are being, I'll use the term funded, is -- and this is really a function of the WAPA mechanism.  The hydroelectric payment amount increases are all below the 2.5 average that you're targeting.  They're in fact, I think, 1.4 or 1.5 percent on a yearly basis subject to future determinations of some of the parameters that will be determined in each year of the proposal, but roughly it's 1.4, 1.5 percent escalation in hydroelectric payments is what you're anticipating.

MS. ARSENEAU:  That's correct.

MR. MONDROW:  And so obviously the difference between that 1.4, 1.5 percent and what would be 2.5 percent on the hydroelectric is room that's available to increase the nuclear payments faster than they otherwise might be.

The point of the weighting is you're borrowing the escalation below 2.5 on the hydroelectric for use to maximize within that parameter the escalation on the nuclear payments.

MR. FRALICK:  I'm not sure that we would characterize it quite that way.

MR. MONDROW:  I'm pretty sure you wouldn't, but is it inaccurate?

MR. FRALICK:  Well, I mean, at the end of the day the regulation requires that we -- let me find the reference here -- that we have a view to making more stable the year-over-year changes in OPG's weighted average payment amount, so the weighted average payment amount is made up of the hydro amount, the hydro rider, the nuclear amount, and the nuclear rider, and then the associated production assumptions.

So this is -- this fundamentally is about trying to smooth out costs that are arising from the nuclear side of the business, so the 2.5 percent weighted average payment amount increase results in a series of cash flows that -- I'm not sure what the linkage is to hydro, other than it's an input in the equation.

MR. MONDROW:  Okay.  So let me characterize it this way maybe.  The fact that the hydroelectric payment amounts are proposed to be escalated at below 2.5 percent means that you can escalate the nuclear payment amounts above 2.5 percent and still end up with a weighted average payment amount increase of 2.5 percent.

MR. FRALICK:  Yes.

MR. MONDROW:  Okay.  And the additional component of room provided by this program to increase the nuclear payment amounts are the expiration of the current rate riders, and my understanding from your evidence is you have $13.01 rate rider in 2016 on the nuclear payment amounts and you have $1.44 rider, I think in 2016, on the hydroelectric payment amounts, and those riders expire, and that provides again additional room to raise nuclear payments without violating the 2.5 percent WAPA envelope?

MR. FRALICK:  Yes, fundamentally the -- the regulation talks to a calculation period which links to the currently in place approved payment amount, which would be the all-in payment amount that OPG has.  So on the original proposal, we would have seen a decrease in our overall rate in year one, and then a sharp increase in years 2, 3 and 4.  And this now doesn't see that a decrease.  It starts at the 2016 all-in rate and then escalates from there.  But it escalates at a lower trajectory than the other trajectory.

So the end state, as you point out in your table here, ends up being lower than what it would have otherwise been.

MR. MONDROW:  Right.  And I might have asked you this, but the WAPA calculation that results in 2.5, does that count the year-over-year increases in payment amounts starting with 2017 or starting with 2016?

MR. FRALICK:  Starting with 2016.  That's an important distinction that is captured in the regulation in the definition section of calculation period.

MR. MONDROW:  Right, includes the prior year?

MR. FRALICK:  Includes the prior year.  So it anchors to the currently all-in rate to avoid the volatility associated with transition from one rate period to the next.

MR. MONDROW:  Right.  I'm going to leave the hard math to my colleague, Mr. Shepherd, who is much better at math than I am.

But as a precursor to that, can I take you to your updated evidence, Exhibit N3, tab 1, schedule 1, and you've looked at this chart 3 before on page 11 a number of times.  And you calculated back casting, I guess essentially, a WAPA for the test period in issue in this application, 2017 to 2021, under your original rate smoothing proposal and there's a footnote associated with that.

I have read that footnote a number of times and in particular, the last sentence of that footnote, which reads:
“The average year-over-year change in the WAPA shown for the original 11 percent proposal is therefore not directly comparable with the more consistent year-over-year change in the period in the smoothing scenarios under the amended regulation.”

I'm having a lot of trouble understanding what we are to take from that.  I wonder if you can help me.

MS. ARSENEAU:  I think what we're trying to clarify there is the 11 percent smoothing proposal would result in a weighted average payment amount, because there's fluctuations in riders and all that.  That is not necessarily 4.3 percent each year in the weighted average payment amount, because there's inputs that change every year, whereas in our proposed scenario and the other scenarios that we've provided for comparison purposes, that 2.5 percent, or the three or the two in the other scenarios, would be every year the same amount.  Does that make sense?

MR. MONDROW:  Yes, it does, thank you.  And during the test period, is there a change in the production profiles of the nuclear fleet versus the hydroelectric fleet that materially alter the proportions for the purposes of calculating the weighted average payment amount?  Or are the proportions fairly steady throughout the five-year period?

MS. ARSENEAU:  The hydroelectric terawatt-hours production forecast is set at the last OEB approved number, the same number for each year.  But there are fluctuations year-over-year in the nuclear forecast because we've used our actual forecast over the 2017 to 2021 period.

MR. MONDROW:  Sorry, I didn't look at that.  But I can easily find that.  That's fine.

If I look again at our table, the AMPCO table, and I look at the N3 smooth nuclear payment amounts and I look at line 9, which is the percent increase in smooth rate, it seems to me to be quite variable actually, and none of it is at 2.5 percent or less.  And we talked about the hydroelectric payments being -- escalation profile being below 2.5 percent.  So that explains some of that.

But I don't understand -- and I don't know that this is in evidence -- how you actually calculated the WAPA and arrived at, or derived these payments from the 2.5 percent.  In other words, I'm trying to reconcile these payment amounts with how you get 2.5 percent every year and I'm having a lot of trouble doing that.

Is there a calculation somewhere?

MS. ARSENEAU:  That's actually provided in tables 1 through 3 of the N3 exhibit.

MR. MONDROW:  Okay.  Could you maybe turn that up and spend a minute or two walking us through that?

MS. ARSENEAU:  Sure.

MR. MONDROW:  Maybe just back casting from the 2.5 percent.  Is that explained here somewhere?

MS. ARSENEAU:  I think the easiest place to look will be N3, tab 1, schedule 1, table 2.

MR. MONDROW:  Okay.

MS. ARSENEAU:  I'll wait until it's on the screen.  What's on the screen is attachment 2, table 2, but what I need to see is table 2 of the main evidence.

So you'll see on line 11 of that table, there's a 2.5 percent number.

MR. MONDROW:  Yes.

MS. ARSENEAU:  That's actually an input, right; the 2.5 percent is an input.  And the output from that table would be line 2, which is the nuclear rate including rate riders.

MR. MONDROW:  So we look at line 10, the percentage change in nuclear rate including rider, and we compare that to the table I presented to you today.  Your numbers in line 10 include riders.  So in 2017, we see a 9.6 percent change in nuclear rate relative to 2016, and that matches the figure at line 11 in the 2017 column on my table.

And in 2018, we see 2.8 percent, which matches more or less the 2.79 percent in the 2018 column in my table at line 11.

And then for subsequent years, because there are no riders, I would have to jump to line 9 in my table to get the year-over-year increases, and those numbers don't match and I don't understand why that is.  In particular, if I look at 2019, the year-over-year change based on your data as I calculated was 7.93 percent  And yet on this line 10, you have 2.8 percent.

MS. ARSENEAU:  The disconnect there is that on your table where you're looking at the 7.9 percent, you're taking the 84.83, which is the nuclear rate excluding riders, and comparing it to the 84.83 from 2019 which also -- sorry, I'm giving the wrong number -- to the 78.60 in 2018 that also excludes riders.

What this table is doing is comparing a 2019 rate that does exclude riders --


MR. MONDROW:  So 84.83 as opposed to 84.45 on line 10 in 2018 on my table.

MS. ARSENEAU:  Right.

MR. MONDROW:  And the subsequent years -- it may be rounding, but they’re not that far off; 3.98 percent on my table versus 4.2 percent on yours, and then 4 percent on yours versus 4.32 percent on mine.

MS. ARSENEAU:  Yes, that's correct.

MR. MONDROW:  All right.  Thank you.  I think I will leave it there.  It's been of great assistance.  Thank you very much, Madam Chair.

MS. LONG:  Thank you, Mr. Mondrow.  That concludes cross-examination for today.  We will be back tomorrow morning at 9:30.  Thank you.
--- Whereupon the hearing adjourned at 4:04 p.m.
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