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Thursday, November 29, 2018
--- On commencing at 9:30 a.m.

MR. MILLAR:  Good morning, everyone.  I think we will get started.

Welcome and good morning.  This is the technical conference for EB-2018-0243, the OPG DVA case.

I think what we will do is, we will start with appearances.  Then, Mr. Keizer, I think you had a preliminary matter, then you can introduce your witness panel and we will get right to the questions.  Okay.
Appearances:


So my name is Michael Millar.  I am counsel for Board Staff.  I am joined today by, to my left, Mark Rozic, and to my right, Georgette Vlahos and Violet Binette.

Mr. Keizer.

MR. KEIZER:  Charles Keizer, counsel for OPG.  I am joined today with Saba Zadeh to my right and Ms. Mel Hogg to my left.

MR. SHEPHERD:  Jay Shepherd, School Energy Coalition.

MR. GARNER:  Mark Garner.  Can you hear me now?  Mark Garner, VECC.  Can you hear me?  Can you hear this mic?

MR. MILLAR:  Not now, but I did before.

MR. GARNER:  The light is on but it is not working.  Can you hear it now?  There we go.  Thank you, Michael.  We're just not listening.

[Laughter]

MR. GARNER:  It is Mark Garner, consultant with VECC.

MR. KEIZER:  Have to get warmed up.

MS. GRICE:  Shelley Grice, consultant with the Association of Major Power Consumers in Ontario.

MS. COOKE:  Karen Cooke, Ontario Power Generation.

MR. PUGH:  Randy Pugh, Ontario Power Generation.

MR. LADANYI:  Tom Ladanyi.

MR. MILLAR:  Your mic is not on, Tom.  Can you try again?  The mic wasn't on.

MR. LADANYI:  The light is on.

MR. MILLAR:  Turn it off and turn it back on sometimes.

MR. LADANYI:  Try this one.  Tom Ladanyi, consultant representing Energy Probe.

MR. MILLAR:  Julie?

MS. GIRVAN:  Julie Girvan, consultant for the Consumers Council of Canada.

MR. STEPHENSON:  Good morning, Richard Stephenson from the Power Workers' Union.

MR. MILLAR:  Okay.  And on the phone?

MR. POLLOCK:  Scott Pollock, counsel for Canadian Manufacturers & Exporters.

MR. MILLAR:  Anyone else on the phone?

Great.  Mr. Keizer?

MR. KEIZER:  Thank you, Mr. Millar.  Just, I guess, a couple of preliminary matters.
Preliminary Matters:


MR. KEIZER:  So last night, OPG filed electronically
-- and I believe some blue sheets were passed around this morning, dealing with changes to the -- arising from the OEB's index value.  And also, there were also some corrections with respect to the record which were also filed.

There is one other preliminary matter, but it is probably best, because it is a correction with respect to one of the interrogatory responses, so it is probably best that the panel member deal with that correction.  So maybe what I can do is ask the panel to introduce themselves, identifying themselves by name and their title at OPG, starting with Ms. MacDonald.

MS. MacDONALD:  Brenda MacDonald, vice-president, regulatory affairs at OPG.

MR. KOGAN:  Alex Kogan, vice-president, business planning and reporting, OPG.

MR. MELARAGNO:  Anthony Melaragno, director of business planning and regulatory finance, OPG.

MR. KIRK:  Matthew Kirk, senior manager, regulatory finance at OPG.
ONTARIO POWER GENERATION - PANEL 1

Brenda MacDonald,
Alex Kogan,
Anthony Melarango,
Matthew Kirk.

MR. KEIZER:  Thank you, panel.

So can I ask, I believe it is Mr. Kogan has a comment with respect to one of the interrogatory responses that requires a correction.

MR. KOGAN:  Thank you.  Yesterday late in the day I was advised by Aon Hewitt, who is our independent actuary, and who provided us with a forecast of pension OPEB, accrual costs, and cash amounts, that we presented in response to H-Staff-12.  Aon Hewitt advised us that they identified an inaccuracy in some of the pension accrual numbers that were projected for the '19 onwards period, that the correction arising from that inaccuracy is expected to increase somewhat the accrual cost forecast that was presented for those years in that interrogatory.

However, I have been advised that the overall trend and pattern that we see with respect to the accrual cost declining and, therefore, the impact on the cash to accrual differential to remain similar.

Aon Hewitt is in the process of quantifying the specific impact of this inaccuracy, and we would file an updated response to H-Staff-12 in conjunction with a final report from Aon Hewitt in support of those numbers, which I believe is effectively an undertaking responsive to one of SEC's written requests that we received in advance of the technical conference.

MR. SHEPHERD:  Can I follow up on that?  Can we get an undertaking for that?

MR. MILLAR:  Yes, I think it is probably a good idea to mark that.

MR. KEIZER:  That's fine.

MR. MILLAR:  We will call that JT1.1.
UNDERTAKING NO. JT1.1:  To provide the final AON Hewitt report supporting H-Staff-12 with explanation of correction. OPG to flow corrections through to responses in H-Staff-12 and H-Staff-8.

MR. SHEPHERD:  Mr. Kogan, will you also update chart 1 in H-Staff-8?

MR. KOGAN:  Yes, we would do that.

MR. SHEPHERD:  Thank you.

MR. SHEPHERD:  The same changes would flow through to that, right?

MR. KOGAN:  That's right.  Because they're the same numbers that appear in Staff-8 that are in Staff-12.

MR. SHEPHERD:  Yes, thanks.

MS. GIRVAN:  Could you just indicate at this time order of magnitude?  It is Julie over here.

MR. KOGAN:  I think it would be somewhere in the order of 25- to 35 million a year is the preliminary estimate that I have been provided, but again, Aon Hewitt is working through the specific impacts.  So I can't say for sure that it will exactly fall into that specific range, but that is the best information I have right now.

MR. SHEPHERD:  Is this a change because of an error?  Or is this a change because interest rates continue to trend upwards?

MR. KOGAN:  No.  This is a change because of a modelling error.

MR. SHEPHERD:  Okay, thank you.

MR. MILLAR:  Mr. Keizer.

MR. KEIZER:  Mr. Millar, that is the completion of our preliminary matters.

MR. MILLAR:  Great, thank you very much.

Scott, are you there?  You are up first.
Examination by Mr. Pollock:

MR. POLLOCK:  I am there.  Can everybody hear me okay?

MR. MILLAR:  Yes, you are good.

MR. POLLOCK:  All right.  Perfect, thank you, Mike, and thank you to the panel for your time.

I am very happy to be up first, since I think I am going to be covering the sort of very basic of the carrying charges issue.

So I just wondered if the panel could help me understand, at a basic level, the interaction between new
-- the interim account and the new differential account and how the entries are going from one to another.  To the degree that you can explain it to me like I am in high school, that would be appreciated.

MR. KOGAN:  That last part -- that last part is not going to be my strong suit.

MR. KEIZER:  We can actually send it to you by text if you are in high school.

[Laughter]

MR. KOGAN:  I think what the Board report sets out in EB-2015-0040 as a general matter is that as amounts are recovered from the interim type of accounts, the amount of recoveries that are realized by the company are then recorded in the new differential account as principal, and that principal becomes subject to the interest rate charges at the CWIP rate that the Board prescribes going forward.

So in year 1, if you have recovered 1/8th of your balance, that is determined to be subject to any differential account, then that 1/8th would start to attract interest.

Then in the second year it would be 2/8ths, because you recovered another 1/8th based on, for example, a recovery schedule of the interim account balance.  And so on and so forth.

Of course, our proposal is that the December 31, 2017 interim account balance for us not be subject to these charges.

MR. POLLOCK:  Right, okay.  So let's take a step back.

So in the interim account it is recording the differences between the cash amounts that you are actually receiving from ratepayers and the accrual amount that you would have received but for the interim account.  Right?

MR. KOGAN:  The account records the difference between the actual accrual costs that we have incurred, determined in the same manner as reported in our audited financial statements, and the actual cash amounts that we have incurred in respect of pension OPEB.

MR. POLLOCK:  Right.  So as you recover the differences, the credit amount in this case -- I think it is credit amount -- are then transposed and an entry goes into the new differential account recording that amount, right?

MR. KOGAN:  I am just pausing.  I am not sure -- I think we have a debit balance in the interim account, and again, if it were to be subject to the carrying charges, then as that debit balance gets recovered, I think there is a set of contra accounts that the Board prescribes.  But the net result of that is that recovery will result in a credit carrying charge to customers.

I'm sorry, I don't recall the specifics of the contra accounts that the Board has proposed.  But the net result is that there is a credit carrying charge to the customers on the amount that is recovered that is subjected to the new differential account.

MR. POLLOCK:  Okay.  I think I understand enough to get by, so thank you.

Could you turn up Exhibit L-H-Staff-10, attachment 1, and let me know when you have it because I can't see.

MR. KOGAN:  We have that.

MR. POLLOCK:  Okay, thank you.  So I just wanted to go line by line and just make sure I understand what this is conveying to me.

So line 1 is modelling a hypothetical OPG that are basically had rated based on the accrual amounts, correct?

MR. KOGAN:  Yes.  And subject to a continued variance account for those accrual costs for actual to forecast variances, yes.

MR. POLLOCK:  Right.  And line 2 is going to tell me what the actual OPG will look like, assuming no changes to the account going forward, correct?

MR. KOGAN:  It shows you what OPG would look like, provided approval in this proceeding as we have proposed the recovery of the interim account balance at end of 2017 over eight years on a straight line basis.

MR. POLLOCK:  Right.  I think we're saying the same thing, in my own specific way.  So Line 3 is then the difference, so every year that in line 2 that you are getting 76.7, that is a differential that is modelled in line 3 every year throughout, correct?

MR. KOGAN:  Correct, including in 2018 a cumulative differential to the end of 2018, which is -- we just don't show the pre-2018 years, for simplicity.

MR. POLLOCK:  Right.  Then line 4 is just sort of the running tally that is being reduced by 76.7 every year from the 613 starting point, correct?

MR. KOGAN:  Yes, such that by the end of the period, interest considerations aside, you've gotten the same cumulative cash flow by the end of 26.

MR. POLLOCK:  Right.  Line number 5 is how much the difference in cash flow is going to cost over time, correct?

MR. KOGAN:  Yes.  That is the costs to OPG, and interest costs to OPG as a result of lower cash flow under the line 2 scenario as opposed to hypothetical line 1.

MR. POLLOCK:  Right.  So am I right in thinking that the first four or five lines of this may not be of any great moment to this application, because you have said that it’s an inequality, but you are not asking the Board to do anything about these lines, right?

MR. KOGAN:  It is correct that we're not asking the Board to do anything about these lines.

We do think, though, that it is contextually important for this to be known when looking at our proposal with respect to not applying carrying charges under the new differential account to the end of 2017 balance.

MR. POLLOCK:  Okay.  And is the reason that this amount, this 82.2 amount is being treated differently than the 123 is because the line 5 amount occurs because of the application of rate riders.

Is that a fair reason why they're being treated differently, in your view?

MR. KOGAN:  I am not sure I fully understand what you mean by rate riders.  The way I would put it is that the difference arises because our rates were -- did not reflect accrual costs during the period up to the end of 2017, which is in question compared to a scenario that they would have been reflected in rates.

It is the -- the riders in the recovery period and pattern is another variable that contributes to how much specifically -- what line 5 specifically looks like.

MR. POLLOCK:  I think my question is somewhat different, and I apologize if I am not wording it eloquently.  But as I understand your application, there’s two major buckets of costs because of how the Board has proposed to go about this.

There is the cost to you because of the cash flow differences, and there is the cost to you because of the carrying charges, is that right?

MR. KOGAN:  That is correct.

MR. POLLOCK:  And you’re only proposing that the Board do something about the carrying charges bucket, and not the timing of the cash flow bucket, right?

MR. KOGAN:  That is also correct.

MR. POLLOCK:  Okay.  So I am just wondering why you are treating these two things differently, and my supposition to you was that the first one, the cumulative cash flow differences, exists because of the application of rate riders, which as I understood your application, you considered to be part of the mechanics of recovery, and thus was within the Board's scope to change based on EB—0321, whatever the full number of that was.

MR. KOGAN:  I don't --


MR. POLLOCK:  But I could be wrong. Feel free to correct me.

MR. KOGAN:  I don't think my original answer changes based on your clarification of the question.  I'm sorry, maybe I am not following.

As I have stated, this difference arises because we had rates that reflected cash amounts as opposed to accrual amounts, and because that accumulation of differences in accrual and cash is now going to be recovered over a period of time.

So all that combined gives rise to the impact at line 5.  We got less cash flow because of the series of events that was put in place in the EB-2013-0321 decision that said let's park the cash accrual difference, let's figure out how to address it, and now let's address it after we had the generic consultation.

So all of that put together gives rise to that interest cost.

MR. POLLOCK:  Okay.  Let me sort of come at a related item.  OPG -- I want to confirm OPG's position.

In 0321, the Board said the various things will change regarding selecting the appropriate regulatory approach and identifying the appropriate mechanics of the recovery.  Is it OPG's position that identifying the appropriate mechanics of recovery is confined only to rate riders?

Is that the four corners of what is meant by appropriate mechanics of recovery, or are there other mechanics of recovery besides rate riders?

(Witness panel confers)

MS. MacDONALD:  In response to your question around mechanics of recovery, the Board presumably had options, in terms of mechanics of recovery available to it.

But in the final report following the generic consultation in appendix C, I think at page 22, the Board specified that utilities would recover these balances through rate riders.

MR. POLLOCK:  So I guess to follow that along, the four corners of the mechanics of recovery are rate riders, or any of the alternatives to rate riders, but no further than that?

MS. MacDONALD:  Yes.

MR. POLLOCK:  Okay.  I don't know whether you are still there, but if we can go back to Exhibit L-H-Staff-10, attachment 1, the last thing I wanted to touch on is, as I understand it, line 5 and line 8 are related insofar as they seem to be inversely proportional.  Is that correct?

MR. KOGAN:  I would agree that there is some inverse relationship there, yes.

MR. POLLOCK:  Okay.  And that reflects, as you are getting each chunk of 76.7 million, it reduces the costs of the cash-flow differences but increases the carrying-charge amount proportionate to each other, right?  The same amount goes up and down?

MR. KOGAN:  Generally, yes.  Obviously this was done using, as noted in the footnotes, using a simplified assumption that the interest rates are the same.  In practice there may be some differences between the CWIP prescribed interest rate and OPG's actual cost of debt.

In addition, I would note as we point out in this chart -- and you can see that line 8 would continue beyond, I guess, 2026 in the scenario here, because the carrying charge would presumably continue for as long as that differential is in the account, so that to the extent that the cash-flow difference is not reversed.

MR. POLLOCK:  Right, thank you.

And then one final question.  If we could just go to Exhibit L-H-EP-2, and let me know when you pull it up.

MR. KOGAN:  So was that EP2?

MR. POLLOCK:  Yes, that's correct.

MR. KOGAN:  We have that.

MR. POLLOCK:  Okay.  So essentially to sort of sum it up, this question asks you why OPG believes that all of the utilities regulated by the OEB should have the same effective treatment, and your answer is:

"OPG believes the consistency in rate-setting based on regulatory principles from a stability, predictability, and fair outcomes, therefore in the absence of utility-specific circumstances OPG believes consistent application of policy is appropriate."

So my clarification question to you is:  What does OPG mean when they say "in the absence of utility-specific circumstances"?  Because from an outside perspective, the question seems to contain a number of utility-specific circumstances in that OPG is quite different.  So what do you mean when you say "utility-specific circumstances"?

MS. MacDONALD:  In connection with OPG's position on the application of carrying charges to balances in the interim account, OPG is not attempting to distinguish itself, but rather is requesting that fairness be applied with respect to the application of the policy.

However, in OPG's response to EP2, OPG is suggesting that there can be circumstances where fairness will not apply, but in those circumstances the reasons attributable to not applying fairness should be specified.

MR. POLLOCK:  Specified by who exactly?

MS. MacDONALD:  Well, it would be our position by the OEB, given that the policy would be an OEB policy.

MR. POLLOCK:  So the OEB would need to say, you have a specific difference because of X, Y, and Z, therefore the policy is going to be different for you?

MS. MacDONALD:  Correct.

MR. POLLOCK:  Okay.  Thank you very much.  Those are my questions.

MR. SHEPHERD:  Could I just ask a follow-up on this chart 1 from H-Staff-10?  And it is actually three components, I think.  The first is, this is not intended to describe what's likely to happen to any particular utility, right?  It is a bare-bones hypothetical?

The reason I ask that is because your forecast is that cash will exceed accrual, and none of that is reflected in here, right?

MR. KOGAN:  So, yes, Mr. Shepherd, it is correct that this is hypothetical.  I was just looking for particular reference, but I think in the body of the interrogatory response we do identify that that indeed -- this doesn't assume any further differences, positive or negative, past December 31, 2017.

MR. SHEPHERD:  So in fact what you are describing here is not what you expect to happen in any way, shape, or form.  It's because you in fact think that cash is going to be higher than accrual in the next several years, right?

MR. KOGAN:  We have provided in H-Staff-12 the best available forecast that we have, but as I am sure everyone can appreciate, there is a lot of inputs into those numbers that make that forecast inherently variable.

So for me to be able to say that I know what is going to happen to the pension OPEB cash accrual differential in 2024, sitting here today, if I could do that I would probably be retired at this point.

[Laughter]

MR. KOGAN:  So, you know, you have to take that for -- with the caveats that it comes with up.

MR. SHEPHERD:  So the second component of this is then the 613.7 million, the Board has already made a determination that you are not going to get interest on that, right?  When they set it up they said it is in a no-interest account, right?  Because you are collecting money -- this is not like real money that you have to spend on pensions.  So you don't have a cost associated with it, right?

MR. KOGAN:  I agree with you that the Board ordered there be no interest applied to the cash to accrual differential account.  We understand that.  Like I said earlier, we wanted to present contextually in the assessment of this issue, from a fairness perspective if you will, those would be the factors that should still be considered.

MR. SHEPHERD:  But I guess where I am going with that is that the 82.2 million, the reason you are not seeking any relief is because the Board has already decided that you are not going to get interest on that.  So while there is a time value of money, the Board said you're not going to get that, right?

MR. KOGAN:  To be fair, we haven't turned our mind to whether there would be a mechanism for us to seek that.  I...

MR. SHEPHERD:  All right.  And then the last part of this is the Board, in their report, as I understood it, said utilities should start to pay the time value of the money to customers, the carrying charges of the money they're collecting on accrual if it exceeds cash, starting in 2018, right?  That is what the report said.  It is not a trick question.  It is actually in your favour, I think.

MR. KOGAN:  I believe the report established a new differential account effective January 1, '18; that's correct.

MR. SHEPHERD:  And the effect, if you had to pay carrying charges on the 613.7 million in the new differential account -- which you are proposing you shouldn't -- if you did the effect would be that you would be paying carrying charges on pre-2018 differentials, right?  That would be the net effect.

MR. KOGAN:  Yes.  And that is the crux of our position, that that is not a fair outcome.

MR. SHEPHERD:  So this is not about whether the time value of money and the differential accounts are somehow -- the numbers are somehow unfair.  This is about being consistent with the Board policy.  The Board policy says you only start paying carrying charges in 2018, right?

MS. MacDONALD:  That's one of the points that we're making.  The second in OPG-specific circumstances, paying interest or carrying charges on those amounts would be inconsistent with the Board's decision in EB-2013-0321.

MR. SHEPHERD:  So then you explain how you were going to do this, and I am not sure I understand why you are even adding these collections of the interim account to the new differential account.

Isn't the new differential account only there to calculate carrying charges?

MR. KOGAN:  I believe there is a set of contra accounts that keep track of the principal amount, just notionally from a tracking standpoint, to which the interest rate is then applied to calculate the actual credit to be paid back to customers.

So I agree with you, we're not returning -- we're not collecting the 613 and then saying it will be returned to customers.

It is the interest on the 613, as it would trickle in through recoveries, it will become subject to interest, and then that interest credit would be returned.

MR. SHEPHERD:  But you are proposing that the 76.7 million per year be added to the new differential account and then added to some contra account so the net is zero so you don't pay any carrying charges, right?

MR. KOGAN:  No.  I think we're proposing that the 76.7 a year be -- completely not be subject to the mechanism of all these contra accounts and the resulting interest account that the Board set out in EB-15-0040 report.

MR. SHEPHERD:  Okay.  So that's -- thank you for that, because I heard you -- I thought I heard you say a few minutes ago that you were still going to be recording this money in the new differential account each year as it was as it was collected through the interim account.  And I thought, well, why would you do that.

MR. KOGAN:  I'm sorry if that is how it came out.  That is not what we meant.

MR. SHEPHERD:  So you are not proposing that.  You are proposing that this be excluded from the new differential account?

MR. KOGAN:  That is correct.

MR. SHEPHERD:  Awesome, thanks.

MR. MILLAR:  That's it for now, Jay?

MR. SHEPHERD:  Thank you.

MR. MILLAR:  Thank you, Scott.  I think somebody might have joined us on the phone, though they may have left as well.  Is there anybody new on the phone?

Julie, we had you next, but Mark's questions are on this exact topic.  So if you don't mind, we will have him go now.
Examination by Mr. Rozic:


MR. ROZIC:  Thank you.  I was just wondering, in terms of the interest component that you calculated in the second part of the chart, would it make sense to recast that calculation to factor in your forecast of what you expect to be going into that account going forward?

Just because we know you are forecasting higher cash over accrual, which in turn is going to net out against the 613 that gets put into the account. So that is obviously going to affect your overall interest calculation on the balance in the account.  So I think we are overstating the picture here a little bit.

MR. KOGAN:  So, one, I certainly have no concerns of providing a chart that recasts this calculation using the
-- what will be an updated forecast in Staff-12, if that is the request.

And two, as I have said before, this is meant to be sort of a hypothetical example that doesn't assume any further positive or negative differences beyond December 31, 2017.

Those differences will be what they will be and, like I said, there’s inherent variability in the forecast that we have provided.  So to the extent that forecast materializes, that will be the number.  To the extent it goes up or down, the interest will be what it will be.

So in some ways I would say that that forecast, whatever it is, shouldn't be the primary driver of a decision whether it is appropriate to subject this amount to a new differential account, because as Ms. MacDonald stated, we have advanced principled reasons for that.  But I think the calculation --


MR. ROZIC:  I think the original intent of the question, if I go back to it, was to understand what your commitment would be on those balances if the Board decides that they should be transferred into the account.

So I think it just gives the intervenors and everyone more information if they can actually see what the actual expected impact is, and get that on the record.

MR. KOGAN:  I don't have a problem providing such a chart.

MR. MILLAR:  So we will call that JT1.2.  Just so we are entirely clear, Mr. Kogan, can you just state what you are undertaking to do?

MR. KOGAN:  We are undertaking to update the chart 1 in L-H-Staff-10, attachment 1, to reflect what will be the updated forecast of pension, OPEB differential in H-Staff-12.
UNDERTAKING NO. JT1.2:  TO UPDATE THE CHART 1 IN L-H-STAFF-10, ATTACHMENT 1, TO REFLECT WHAT WILL BE THE UPDATED FORECAST OF PENSION, OPEB DIFFERENTIAL IN H-STAFF-12

MR. MILLAR:  Okay, great.  Thank you.

MR. KEIZER:  With the caveat obviously that to the extent we need to qualify the results recognizing the forecast nature of the -- going forward, we will do so.

MR. MILLAR:  Thank you. Okay, that’s all Mr. Rozic has.  Ms. Girvan, are you ready to go?
Examination by Ms. Girvan:


MS. GIRVAN:  Sure.  I just -- is this working? -- have a few brief questions.  Can you hear me okay?

So just as an overall question, when do you expect to file a further application for deferral and variance accounts?

We are here to deal with the 2017 balances.  When do you expect to file another application?

MR. KEIZER:  Sorry, Julie, why is that relevant to what we're --


MS. GIRVAN:  I am trying to understand, going forward, what the riders are going to be for the years up to 2021.

MR. KEIZER:  My understanding -- I don't mean to answer for the panel, but I don't think there is any understanding as to any kind of contemplated application at this time.  But they can confirm.

MS. MacDONALD:  At this point in time, OPG does not intend to file an application for D&V recovery prior to its next rate application.

MS. GIRVAN:  Oh, okay.  That’s helpful, thanks.

MR. SHEPHERD:  Your next rate application is for 2022?

MS. MacDONALD:  Correct.

MR. SHEPHERD:  So you would file at the end of 2020?

[Laughter]


MR. SHEPHERD:  It's the year, right?

MS. MacDONALD:  We don't have a response to that question at this point in time.

MR. SHEPHERD:  Well, no.  It wasn't intended to be a joke.

MR. KEIZER:  I think the intent was -- sorry, I didn't mean to laugh.  I didn’t mean to make fun of your question. It wasn't that; it was more in terms of contemplating the issue with respect to effective dates and having to contemplate that within the context of the overall decisions that the Board made.

And I think Ms. MacDonald can confirm, but I don't think there is any fixed date for filing at this point in time.

MR. SHEPHERD:  So you don't currently have a plan for when you are going to file your rebasing application?

MS. MacDONALD:  We are contemplating dates for our next filing, but we have not arrived at a fixed date at this point in time.

MR. SHEPHERD:  Can you tell me the range?

MS. MacDONALD:  At this point in time, we don't have a range.

MR. SHEPHERD:  Okay.

MS. GIRVAN:  And the relevance of my question is because in H-CCC-5, it sets out the proposed riders going up to 2021.  I just wanted to make sure that there wasn't going to be another application that would add to those later years, and I think you have confirmed that for me.

So what we see here is the final riders that you are proposing up to 2021, is that correct?

[Witness panel confers]


MS. MacDONALD:  Sorry, could you repeat the question?

MS. GIRVAN:  Yes.  I am just looking at this chart and it sets out the riders going forward to 2021.  What you told me earlier was that you are not intending on applying in that period for recovery of anything.  I guess any further recovery of amounts would start in 2022, is that correct?

MS. MacDONALD:  Yes, at this point in time, it is not OPG's intention to file for DVA recovery prior to its next rate application.

MS. GIRVAN:  Okay.  But there will be amounts accumulating in those accounts during the future period?

MS. MacDONALD:  Correct.

MS. GIRVAN:  Okay, thank you.

MR. SHEPHERD:  Can I just ask a follow up, Julie?  So you have proposed that your riders end at the end of 2020.  Why wouldn't you have them end at the end of 2021, rather than have a drop in net rates in 2021?  I don't understand.

MR. KOGAN:  I think that you may be looking at the riders that were established in EB-2016-0152.  The riders we propose now go to the end of 2021.

MR. SHEPHERD:  Oh, yes?  I'm looking at H-CCC-5.  I don't see any riders in 2021, except the pension one, right?

MR. KOGAN:  H-CCC-5, attachment 1, lines 10 and 18 show riders in 2021, and those are the ones proposed in this application.

MR. SHEPHERD:  Oh, those are all of the riders?  Oh, okay, thanks.

MR. KEIZER:  Sorry, just one point of clarification, though, and maybe the panel can deal with this, is that there obviously is the annual increments with respect to the hydroelectric, which has to be taken into account.

MS. MacDONALD:  Yes, correct.  OPG will be filing annually for its rate adjustment to its hydroelectric rate, based on the ICM formula.

MS. GIRVAN:  Okay, thank you.  If you could turn to H-CCC-4, please?  I just want to be clear again.  You are seeking recovery of the 1.117 billion in this application, is that correct?

MR. KIRK:  That's correct.

MS. GIRVAN:  Further to my earlier questions, the differential between the 1.4 and 1.1, you are not going to seek recovery for until 2022.  So those amounts will continue to be carried forward?

[Witness panel confers]


MR. KIRK:  The amount that we're carrying forward or proposing to carry forward in this application can be found at Exhibit H-1-2-1.


MS. GIRVAN:  Sorry, H-1 what, sorry?


MR. KIRK:  H-1-2-1.


MS. GIRVAN:  Okay.


MR. KIRK:  It's table 1 and 2.  It would be found in column D of both tables with the header "amounts deferred to future applications".


MS. GIRVAN:  Okay.  If you could maybe just pull that up to have a look.


MR. KIRK:  Maybe just to provide some context, Ms. Girvan.


MS. GIRVAN:  Sure.


MR. KIRK:  We are proposing, for example, for pension and OPEB to clear over eight years, so you will see some of that amount carried forward beyond current rate period.


We are still proposing to have those amounts approved, so we aren't asking for a rider to be approved beyond 2021, but we are proposing to recover those amounts.


MS. GIRVAN:  Sorry, so the amounts that you are seeking in this application will go for those eight years?  That is what you're saying?


MR. KIRK:  Yes, those amounts we are seeking to recover.


MS. GIRVAN:  Okay, I understand.


Okay.  Could you just turn to H-Staff-1.  I just had a brief question on this.  This is about the accounts and whether you record interest or not.  And in CCC number H-CCC-1 we asked for the rationale, and if so if you go to the second page, there is five accounts there.


Just to sort of remind me -- I know some of these, the rationale for not recording interest was on the basis of settlement, but some of it was just I think OPG's proposals.  Can you go through each of those accounts and explain the rationale for not charging interest?


MR. KOGAN:  I think we do have to refer you to the CCC response that at the end of the day those were decisions made by the Board and/or as approved by the Board through settlement.  I don't think we have sort of rationale memorized as to what the Board may have said in any particular instance or what the rationale may have been as part of settlement that was documented that, you know, that is probably documented in the appropriate decisions and settlement agreements as appropriate.


MS. GIRVAN:  So you don't remember?


MR. KOGAN:  Yes.  I specifically don't remember all of them.  I think nuclear liability deferral account, for example, was a settlement matter.  That one comes to mind.


As we discussed earlier with Mr. Shepherd, the cash versus accrual differential account, that was a Board finding in EB-13-0321.  I don't have good memory of the other three, I'm sorry.


MS. GIRVAN:  Okay.  But you are continuing not to record interest for each of these accounts; is that right?


MR. KOGAN:  That's right.  As ordered by the Board.


MS. GIRVAN:  Okay.  All right.  Thank you.  Those are my questions.


MR. MILLAR:  Thank you, Ms. Girvan.


Ms. Grice.

Examination by Ms. Grice:

MS. GRICE:  Thank you, good morning.  I just have a question or some questions regarding the capacity refurbishment variance account.  If we could just start off by looking at table 1, which is at Exhibit H1, tab 1, schedule 1.  I just want to confirm the balances in these accounts.


So if we look at line 6 under "hydroelectric", the balance owed by customers is 9 million, and then under lines 18 and 19 with respect to the nuclear capacity refurbishment variance account, the combination of the capital portion and non-capital portion is an amount owing to customers of 86.1 million.  So I have got that right?  Do I?


MR. MELARAGNO:  So you are correct that the balance at the end of 2017 is as you described.  However, if I can point you to H-1-2-1, tables 1 and 2, in column B the OEB had approved disposition of -- on table -- sorry, start with table 1, line -- sorry, column B, line 6, for "hydroelectric".  3.3 million was approved for disposition in EB-2016, leaving a balance of 5.7 million.  And in table 2, a credit in column B, lines 5 and 6, the sum of the two, 69.2 million on the nuclear side was approved for credit to ratepayers through EB-2016 rate riders, leaving a balance of -- leaving a credit of $17 million.


MS. GRICE:  Okay, thank you.


So if we can now please just go to H-AMPCO-2.  This was an interrogatory regarding the CRVA for nuclear, and you confirmed that the amount includes entries related to the Darlington refurbishment program, as well as entries with respect to projects and programs that are not DRP-related, correct?


MS. MacDONALD:  Yes, that is correct.


MS. GRICE:  Okay.  Just given what you just established with Ms. Girvan that you are not planning on coming back and clearing any accounts until your next rate application, I just wondered if you could further explain why you are not planning on clearing these accounts now in this application.


MS. MacDONALD:  Our position is reflected in the OEB's decision in EB-2016-0152 in the Board's decision on the treatment of DRP amounts in the CRVA, where the Board said that the Darlington refurbishment project should be managed as a single integrated mega-project and rejected the proposal that the components of that project be assessed individually.


So it is our position that clearing that account should be done once unit 2 is in-service, which would be at our next rate application for our 2022 to 2027 rates.


MR. SHEPHERD:  Can I follow up?


MS. GRICE:  Yes, sure.


MR. SHEPHERD:  So you have said that the December 31st balance is at 86 million credit, but now it is 16.9 million, but that is not what it actually is now, right?  That is the December 31st less the amortization.  But you have additional entries this year, right?  In that account.


MR. KEIZER:  I don't understand what relates to this year is relevant to the December 31, 2017 balances.


MR. SHEPHERD:  Well, because the suggestion is that there is only 16.9 million currently owing to ratepayers, but that is not actually true.  And so it may be it is only another $5 million and so we don't care, or maybe it is $250 million and we do care.


So I am asking today, can we at least get a bigger-than-a-bread-box sort of sense of what this number is today, since you have chosen to exclude it now.


MR. KEIZER:  Well, we have come forward with our audited financial December 31, 2017 balances, which is what we can apply for today.  So that is what we have sought and applied for.  What exists in the account or recorded in 2018 is irrelevant to what we have applied for.  And I think what the witnesses have indicated is that the net result of the disposition of 2016 and what is remaining in the account as at December 31, 2017, he has put on the record.


MR. SHEPHERD:  No, I understand that.  I am not suggesting that we would ask for clearance, but I am suggesting that the Board will want to know the context by which this is being excluded.


You are saying it is only $17 million, let's not worry about it.  Let's do it later.  And what we're suggesting is, well, that may be a good idea if it really is a small number, but if it's a small number with a whole big number coming behind it, then it might matter to the Board.


So all we're asking for is context.  And are you refusing to provide the context?


MR. KEIZER:  I am refusing to provide information related to 2018, because we have applied for an application as of December 31, 2017.


MR. SHEPHERD:  Thank you.


MS. GIRVAN:  I just had a question maybe for Violet.


[Laughter]


MS. GIRVAN:  No, I am just saying is the reporting --and maybe OPG can help me.  Is the reporting on the DRP project, is that public information we would be able to see in terms of where they're at relative to their forecast?

MS. BINETTE:  It is not on our website necessarily that you can find in a menu, but it can be done by request, should you so choose.

I believe OPG is filing documents, I haven't seen them all, per the 2016-0152 decision.  They certainly have been filing per the EB-2010-0008 filing.

My understanding is that should people want documents, they can request documents that are filed per decisions.  But it is not part of -- for example, like benchmarking reporting and things that are done for distributors.

But I am not sure -- I don't recall the actual timing of when the decision requested DRP reporting, but I can check and get back to you.

MS. GIRVAN:  Mr. Kogan might know.

MR. SHEPHERD:  Do you know when your last DRP report was?

MS. MacDONALD:  I can answer that question.  We're required to file that report, I believe, tomorrow.

MR. SHEPHERD:  If this is publicly available anyway, would you object if we simply ask you to undertake to provide that?

MR. KEIZER:  Can I just have a moment?  I guess I struggle with, given the witness' answer with respect to DRP, why is it relevant in this proceeding as to -- which is a reporting obligation totally unrelated to the December 31st deferral and variance account balances.

It is going to be available to the extent that you want to get it and obtain it for your information, that's fine.  I am not sure why it should be marked and be made part of the record in this proceeding.

MR. SHEPHERD:  We're going to file it in this proceeding.  I am just trying to simplify the process, that's all.  You guys have it.  Why should we have to go and ask the Board for it?

They will give it to us, we will put it on the record.  It is the same result.

MR. KEIZER:  I think at most we can say that we can look at it and decide whether we will or not.  But I don't think any more than that.

MR. SHEPHERD:  Thank you.

MR. MILLAR:  So, Jay, I don't know if I need to mark that or not.  Do you want that as an undertaking?

MR. SHEPHERD:  Yes.  So that then if they say no, we have it --


MR. MILLAR:  You will have an answer on the record one way or the other. Okay, fine.  The undertaking, as I understand it, Charles, is to consider whether you will file the DRP report on the record in this proceeding.

MR. KEIZER:  That's correct.

MS. CHAPLIN:  Okay.  JT1.3.
UNDERTAKING NO. JT1.3:  OPG TO CONSIDER WHETHER TO FILE THE DRP REPORT ON THE RECORD IN THIS PROCEEDING


MR. MILLAR:  Shelley, I think we are still with you.

MS. GRICE:  Yes.  I just have one last question.

I understand your explanation regarding the CRVA nuclear and the DRP project, and the Board's decision in the last case.

With respect to the non-DRP entries, is that something that OPG could clear?  Would that be, you know, something that you could undertake?

MS. MacDONALD:  Given that the non-DRP portions are part of the same account, it is our position that from a regulatory efficiency perspective, it does not make sense to clear a portion of account at this point in time.

MS. GRICE:  But there is nothing in a regulation or anything that says you can't do that?  It is just -- I understand for regulatory efficiency it’s just -- from your perspective, it makes sense?

MS. MacDONALD:  Correct.

MS. GRICE:  Okay, thank you.  I just have -- I am done with the CRVA account.  I just have a couple of questions on surplus base load generation.

Maybe if we just go back to table 1, that is at Exhibit H-1, tab 1, schedule 1, and at line 4, it shows the audited year-end balance there for 2017 of 360.5 million.

And in CCC number 2, they asked you to explain the methodology for calculating that number.  And I looked at that interrogatory, and I just had a couple of follow up questions that I wanted to understand.

Does the IESO constrain hydro power times of surplus, or is that something that OPG operates on its own?

MR. KIRK:  As far as managing SBG, it is considered an IESO issue and not an OPG issue.  So what we have done in response to CCC-2 is display how OPG determines its foregone production due to spill.

MS. GRICE:  But the initial starting point, the total volume of spill that you have, and then you subtract these four constraints.  So that total volume of spill is something that the IESO -- it’s an IESO issue, not an OPG issue?

MR. KIRK:  Correct.  Let me perhaps take you to H-Staff-4, the response to H-Staff-4.  So in this response, starting at line 23, we describe SBG conditions more generally.  So we say SBG as a market condition whereby available base load generation supply is greater than Ontario grid supply demand, plus next exports.

And when we're describing the process of going from foregone production on a total basis down to what is spill related in that response to CCC-2, we're trying to ensure what we're dealing with is market related.

So by excluding factors such as water conveyance and production capability constraints, we are getting down to the piece that is specifically market related.  We have offered it to the market, and the IESO has determined we are going to spill that production.

MS. GRICE:  Okay.  Do you have a forecast for future years?  Is that something that OPG develops?

MR. KIRK:  Our forecasts of production do not include spill.

MS. GRICE:  So you can't tell me if the surplus base load generation balances going forward are projected to increase or decrease?

[Witness panel confers]


MR. KEIZER:  I don't know.  I mean, one, I have trouble with the issue of what the balances are going forward and how that relates to the balances that we're actually trying to clear in this application.

I think the other question -- and maybe the witness can clarify this -- is this whole question about the fact that it is a market-driven issue controlled by the IESO, I am not sure that you can actually predict the market.  I think we would be retired with Mr. Kogan if we could do that, too but -- and the fact we would have to know what the market trend was, what the overall production was, what the market demand is in order to know whether production or the available production relative to market demand would drive an SBG.

MS. GRICE:  I was just trying to get a sense if forecasts were made and if there were management strategies moving forward to manage SBG, just because of the large balance in the account, I was trying to get a sense of where it is going.

MR. KEIZER:  In my context, I was trying to get to the point of whether it is relevant for this purpose of this proceeding.

MR. SHEPHERD:  Sorry, Mr. Keizer, are you saying there are no forecasts?  Or are you saying they are forecasts, but they're irrelevant?

MR. KEIZER:  No.  What I was saying is -- I think the witness indicated that they didn’t have forecasts.  I think that is what he said.

My point was that I am not sure, even if we did have them, for what purposes they would be relevant with respect to the clearance of historical balances.

MR. SHEPHERD:  So you don't forecast -- you don't make any attempt to estimate what your future spill is going to be?  That seems odd to me.

MR. KOGAN:  I think -- just conferred with Mr. Kirk. I think the complete response, and in the context it was given was that it is not part of the forecasts that are -- have historically been provided to this Board in setting rates, because the Board determined that this matter should be dealt with through a variance account rather than through a forward-looking forecast.

So I think that makes for a more complete response.

MR. SHEPHERD:  So whatever your spill is, your production forecasts, your hydroelectric production forecast is as if there was zero spill because you are going to get it one way or the another.  You are going to get it either in production or SBG, right?

MR. KOGAN:  I think what I am saying is the forecast that the Board used in EB-2013-0321 to set rates assumed that there was no spill.  That was the approach, I believe, that was set in EB-2010-0008.  So we continued with that and whatever the actual spill is goes into this variance account.

So there is no need to forecast it, because as you can imagine that can also be as difficult as forecasting interest rates in some ways.

MR. SHEPHERD:  But you do forecast it.  I mean, operationally you have to, right?

MR. KOGAN:  For internal planning purposes, we do produce a forecast of SBG, but again it would be subject to inherent variability, as you can imagine.

MR. SHEPHERD:  As with all forecasts.  I get that.

What I am trying to understand, is there any reason why it would be confidential?  Is there any reason why the Board couldn't see it?  All I am looking for, Charles, is if there's a trend or if there are some variables in the future that are going to reverse the trend; for example, Darlington refurbishment and Pickering and things like that, that will affect the trend and it is in your forecast.  The Board might find that useful information, given that you are asking to clear $360 million.

MR. KEIZER:  Yeah, I still -- I am in the same position I was a few minutes ago, that the forecast of the future trend is irrelevant to the determination of the clearance of historical balances, as typically was applied by this Board.  So we would have to refuse providing any kind of such forecasts.

MR. SHEPHERD:  Thank you.

MS. GRICE:  Can you just remind me, was there a forecast for '16 and '17 that was put on the record in response to interrogatories?

MR. KEIZER:  Are you referencing interrogatories within the last proceeding?

MS. GRICE:  No.  Within this proceeding.  I know your evidence provides the terawatt hours for '16 and '17, but I just wondered, was the forecast asked for for '16 and '17?  Is that something you could provide that is relevant to this application?

MR. KEIZER:  Sorry, Ms. Grice, you mean the production forecasts or forecasts of SBG?

MS. GRICE:  SBG.

MR. KIRK:  So I think what you are asking for is the reference amounts we would have provided for --


MS. GRICE:  Yes, yes.

MR. KIRK:  Right.  So our reference amounts for SBG are zero.

MS. GRICE:  But you didn't have any other forecasts for what you thought '16 and '17 would come in at?

MR. KIRK:  They wouldn't be relevant to recording amounts into the SBG variance account because our reference amount is zero, so the production forecast is irrelevant.

MS. GRICE:  I guess I just -- it is just if you had an internal forecast that we could see -- I am just trying to get a sense of the trend.  Is SBG more than what you think it is going to be?  Is it less?  I know it went up from '17 compared to '16.  Is there anything you can provide?

MR. KEIZER:  I still struggle with it, given the fact that the balances are being recorded in accordance with the Board's decision and the parameters within the context of the account.

So I am not sure that looking at an extraneous factor, which is not relevant in terms of those parameters, would be of assistance with respect to the clearance of these balances.

I mean, regardless of whatever they are, the Board says, this is the way in which you record balances in this account.  So I am not sure why it would be relevant for '16 --


MR. SHEPHERD:  The Board has never said forecasts are irrelevant.

MR. KEIZER:  No.  But they have said in the context of how you record this amount, so implicitly within those factors aren't within the context of what the amounts are and what the amounts should be cleared, unless Mr. Kogan is going to correct me.

MR. SHEPHERD:  Would you be willing to tell us whether the actual SBG in 2016 and/or 2017 is materially higher than what you had forecast?

MR. KEIZER:  I think what we could do is maybe not dissimilar to the other undertakings, is take it under consideration.  To the extent we are agreeable to doing so we will.  But to the extent we are not we will set out our reasons as to why we are not.

MR. KOGAN:  I would add contextually to that is, you know, some of the major drivers like hydroelectric production, which is a function of water flows to a large degree, you know, the demand in the province, you know, those are things, as you can imagine, are, you know, inherently difficult for us to forecast.

So it is sort of, you can make a forecast of SBG, but will it really tell you very much as far as the kinds of trends that you are trying to assess?  I am honestly not sure.

MR. SHEPHERD:  That's true of most of the things in your business.  That doesn't mean you still don't try to forecast.

MR. KOGAN:  I wouldn't agree with that.  If you look at the OM&A costs, they're probably more predictable than trying to project pension costs or SBG.

MR. MILLAR:  Okay.  I think where we are is we have an undertaking that OPG will consider whether they will provide their SBG forecasts or related information, and that is JT1.4.
UNDERTAKING NO. JT1.4:  TO CONSIDER WHETHER OPG WILL PROVIDE THEIR SBG FORECASTS OR RELATED INFORMATION; IF NOT, TO INDICATE WHY NOT


MR. KEIZER:  Sorry, and obviously to the extent that we decide not to, we will indicate as to why we're not.

MR. MILLAR:  Very good.

MR. GARNER:  I'm sorry, just to follow up on that, what do you do to mitigate spillage?  Like, what options do you have?  You do the production forecast, right?  Presumably you are doing it, I mean, in the operational end, presumably you are doing that for a purpose.

What is the mitigation that you are capable of doing?

[Witness panel confers]


MR. KOGAN:  So we've conferred.  I don't think that there is sort of anyone here on the panel that is able to even ascertain whether it is possible to mitigate SBG from our perspective or how to even answer that question.

MR. KEIZER:  So I think to the extent that, recognizing the witnesses don't have that expertise, that we would undertake to consider the steps taken to mitigate SBG, if they are available.

MR. MILLAR:  So that is JT1.5.
UNDERTAKING NO. JT1.5:  To consider providing information on the steps taken to mitigate SBG spill, if they are available, and to provide that to the extent possible.

MR. SHEPHERD:  You will undertake to consider or undertake to provide that information?

MR. KEIZER:  Consider, and provide to the extent that they are available, yes.  In other words, we will look at what the process is to mitigate, if there is -- in whatever form it is.  We would have to obviously, you know, determine as to the nature of that, the scope of that, and whatever else.  But effectively that we would look at the steps taken to mitigate SBG -- or, sorry, I think it's -- not SBG, sorry, it's mitigate the spillage which was the question.

MR. GARNER:  If I can just jump in, Mr. Keizer.  I mean, what I am trying to put together in my mind is, you do an operational forecast, and it seems to me it must be for a purpose, right?  And therefore, in some ways what is that purpose?  I mean, how does it affect mitigation?  It must have a purpose.  I am just trying to put those two pieces of information together.

MR. KEIZER:  As I said, let me -- sorry if I am muddling the undertaking.  I will do my best to be clear.

I think that the undertaking is that we will provide what, if any, mitigation strategy OPG has with respect to mitigating the impact of spillage or -- is that fair?

MR. KOGAN:  Now I will muddle it.  Just to confirm, is it spillage or is it SBG?  Because there is other forms of spillage that are not subject to the variance account.

MR. KEIZER:  Well, I think we would have to clarify that, but I think the question was related to spillage, was it not?

MR. GARNER:  Mine was.  I am looking at Ms. Grice, who is also interested in it, but that was where I was going.

MR. SHEPHERD:  We are not asking how they manoeuvre the nuclear facilities to minimize SBG.

MR. KEIZER:  Okay.  I am glad you are not asking that.

[Laughter]

MR. KEIZER:  So I believe the undertaking is clear as to what we are trying to accomplish.

MR. MILLAR:  Okay.  Shelley.

MS. GRICE:  Okay, thank you.  I have no further questions.

MR. MILLAR:  Thank you, Ms. Grice.

I think the only person left is Schools.  Jay, are you ready to go?

MR. SHEPHERD:  Mark doesn't have any more questions?
Examination by Mr. Garner:


MR. GARNER:  Well, I actually have one, but it was from an earlier question.  I was just confused.  Before Mr. Shepherd starts, maybe I could just figure out how I got confused.  So just, sorry, I just need to pull it up.

It has to do with the CCC question about the amounts you want to recover and what you are not going to recover. And the figures used in that response -- I am not sure I have it right in front of me, but if someone can recall.  I have lost my reference here.  The reference was CCC-4.

The difference in those two numbers was 1.4 billion and 1.117 billion, and that is about a $290 million difference, give or take.

Then when I went to the responses to the tables that you referenced at H-1, tab 2, schedule 1, column D, and I added up those two columns from those two things, they're like 5.9 million and 16.9 million. I was trying to get back to 290-odd some million that is in response to CCC.

So I must be doing something wrong, because there is clearly a big difference between those numbers.  I am wondering where I have gotten lost.

[Witness panel confers]


MR. GARNER:  I am looking at those tables.  Thank you.

MR. KIRK:  I do think the totals and the details are within the response to CCC-4. So if we look at the 1.117 billion that we are requesting --


MR. GARNER:  As compared to the 1.4 billion in the audited 2017, isn't that a difference of 290 million or so?  But when I go to column D in those tables 1 and 2, I am trying to get back to 290 million?  Is that not what I am doing?

MR. KIRK:  I think if you look at the OEB-approved amortization in columns B of table 1 and 2 --


MR. GARNER:  Right.

MR. KIRK:  -- so you have 217.9 million in table 2, line --


MR. GARNER:  Maybe this is where I went wrong.  I thought you were referring me in your response initially to column D.  Maybe I just misheard you.

MR. KIRK:  Sorry, I believe I did refer to column D.  That is the amount that is deferred to future applications.

So the column B is the amount that has already been approved by the OEB in EB-2016-0152.

MR. GARNER:  Okay.  I am not sure -- column D is the deferred amounts.  That’s the 16.9 in one table and the 5.7 in the other table?

MR. KIRK:  Sorry, I am trying to focus on column B. This is where I should have taken the original question.  This is the bulk of the difference, 217.9 million and 86.8 million in tables 2 and 1, respectively.

MR. GARNER:  Thanks.

MR. LADANYI:  Mr. Millar, I think Jay wants to go last.  So can I just ask a couple of simple questions?

MR. MILLAR:  Yes, of course.
Examination by Mr. Ladanyi:


MR. LADANYI:  Then Jay can have the rest of the day.  My only questions are going to be regarding my interrogatory, which is, I believe, CCC -- sorry, H-EP-4, and it’s about Bruce lease net revenues variance account.

If you go to page 6 of that response, H-EP-4, page 6.

MR. MILLAR:  Tom, we're having a bit of trouble with your mic, I think.

MR. LADANYI:  I am trying here.  Let's see if this mic is better.  How about this one?

MR. MILLAR:  Yes, that is much better.

MR. LADANYI:  Okay.  I will move over.  So when you look at that Bruce lease net revenues variance account and if I understand your response, what you've got there is you're saying that in this particular application, you are asking for recovery of $168.4 million, is that right?

MR. KIRK:  168.4, correct.

MR. LADANYI:  Just so we all know we're on the same page, what is that account recording?  How did it run up to 168.4?  What is that?

You might want to look up, when you are at it, also your Exhibit H-1, tab 1, schedule 1, table 1.

There, there is several accounts dealing with Bruce lease.  They're on lines 20, 21 and 22.  Have you found all of these?

MR. KIRK:  As far as the description of the Bruce lease net revenues variance account, I have pulled up my own exhibit here.  It’s the final draft payment amounts ordered to EB-2016-0152.

I don't think I am going to read the entire description; it’s two pages, as you can appreciate.

MR. LADANYI:  Sure.

MR. KIRK:  But I think that would be the best place to understand what is recorded in this account.

MR. LADANYI:  Just in simple words, perhaps Mr. Kogan can help us.

[Laughter]

MR. KOGAN:  I don't know if this is good or bad.

MR. LADANYI:  You are a master of explanations.

MR. KOGAN:  So at a highest level, it captures the difference between the actual Bruce lease net revenues that the company experiences and the forecast amounts that are reflected in the revenue requirement, consistent with the Board's application of regulation 53/05.

MR. LADANYI:  So the lease revenues from Bruce were substantially lower than expected.  Is that what I understand from this?  Is that right?

MR. KOGAN:  The Bruce lease net revenues, the revenues net of costs were lower, and that was all primarily in the period prior to June 1, 2017.

So these were increases relative to amounts forecast in the EB-2013-0321 proceeding.  You can see that, for example, at H1, tab 1, schedule 1, table 12, line 9.  You can see that the additions for the account, the lion's share of them that are in question are coming from pre June 1, 2017.  It’s like a million bucks, that’s for the June to December 2017 period.

MR. LADANYI:  Thank you.  When you go back to my interrogatory, which was EP-4, page 6, the balance there that you are seeking to recover is 168.4 million, and you also have a credit balance in the sub account of 0.8 million.

When I look at your Exhibit H1, tab 1, schedule 1, I actually can't come up to those numbers.  Maybe, can you explain to me what am I getting wrong here?  Because there's several accounts, as I mentioned earlier in my questions, dealing with Bruce lease.  I can't reconcile those.

If this is too complicated, you can take an undertaking and provide it in writing.

MR. KOGAN:  First, I will mention -- so there’s three lines that you are referring to that are at H1, tab 1, schedule 1, table one, lines 20 through 22.  Line 21, frankly, is just a holdover.  It's been fully cleared and really can just be disregarded.  It was there just for consistency with previous presentation.  It was an amount previously approved in EB-2012-0002 and it has all been dealt with.

Then with respect to reconciling the amounts that are in your interrogatory, I think you would have to go through the same exercise of looking at what was previously approved of the balance in H-1-1, table 1, in the EB-2016-0152 proceeding.  And once you make adjustments for those approved amortizations, you should be able to get those numbers.

That is an exercise that can be done by looking at
H-1-2-1, table 2, lines 7 through 9 -- again 8 is nil.  And in column B, you can see we factor out the approved amortizations, and we arrive at column C and really column D at the balances that we're seeking in this application. There you can see the 168.4 and the credit of 0.8, sir.

MR. LADANYI:  Okay, thank you.  That is all of my questions.

MR. MILLAR:  Thank you, Tom.  I guess before we go to Jay -- Richard, I know you have a great passion for DVA balances.  Do you have any questions for this panel, or are you here to soak it all in?

MR. STEPHENSON:  No.

MR. MILLAR:  Jay, I think that just leaves you.  Jay, how long are you going to be?  Has some of your stuff already been covered?

MR. SHEPHERD:  Some of it has been covered and I think a lot of it will be undertakings.

MR. MILLAR:  Let's see how it goes and if we need a break, we will take one.

MR. MILLAR:  Try it again, Jay.

MR. SHEPHERD:  I filed some questions in advance.  I wonder if we could have those marked.

MR. MILLAR:  Yes.  KT1.1.  Those are the pre-filed questions of SEC.
EXHIBIT NO. KT1.1:  PRE-FILED QUESTIONS OF SEC.
Examination by Mr. Shepherd:

MR. SHEPHERD:  And I wonder if we can just sort of go through them one by one and you can tell me whether you can provide a simple answer on the record here or whether you want to undertake.

The first question relates to SBG conveniently, and it asks for you to do a breakdown of SBG for 2017 two ways.  One is the four components that you refer to in, I think it is Staff-4, and the other is the several constraints that you refer to in CCC-2.

Is that something that you have or that you can provide?

MR. KEIZER:  I think, Mr. Shepherd, my understanding is -- and the witnesses can confirm this -- that with respect to the first four items that are identified, A through D, that the information that OPG has is the annualized information that was available to them on the IESO website.  They do not have data that configures to that on a breakdown basis by month or any other smaller period than that.  The only information they had was what was on the public record from the IESO website.

MR. SHEPHERD:  So you don't have and you don't do any analysis of whether your SBG is the result of, for example, a decline in Darlington production or a decline in grid demand?

You do record your SBG monthly, right?

MR. KIRK:  We do, yes.

MR. SHEPHERD:  You don't look at what the causes of it are each month?

MR. KIRK:  From a perspective of making the entries into the account for our regulatory finance group, we don't look at the direct causes.  Internally we have market affairs groups.  We do have people who are monitoring things, but that's not what I am looking at, no.

MR. KOGAN:  I think sort of on a broader level, as Mr. Kirk has, I think, described, he described earlier, the SBG is a product of market conditions.

So, you know, I am not sure how meaningful it is to sit there and say, oh -- or possibility that, oh, this month it was due to demand.  Next month it was due to high hydroelectric inflows, right?  It's sort of, when you put everything together and you look at the intersection of demand and supply, fundamentally that is how SBG arises.

So I don't know if that is responsive to what you are getting at, Mr. Shepherd.

MR. SHEPHERD:  You can identify whether SBG is caused by a bigger freshet in the spring, right?  You can identify that?

MR. KEIZER:  Sorry, can I just finish something that may help you?  It may be of assistance.

Although we don't have the breakdown you would seek with respect to A to D, given that we had that information on an annual basis, we are able to provide, by way of undertaking, items E to I.

MR. SHEPHERD:  So A to D you can provide on an annual basis.

MR. KEIZER:  And I believe that's already --


MR. KIRK:  We can provide it.  That's what we relied on in --


MR. KEIZER:  Yes, we can provide what was relied on, which is an annual number.  We just can't get to the breakdown that you are seeking.

MR. SHEPHERD:  That's fine.  Okay.  So if you can provide A to D on an annual basis that would be good.

MR. KEIZER:  Then we can provide the information E to I.

MR. SHEPHERD:  On a monthly basis?

MR. MILLAR:  So it's JT1.6.
UNDERTAKING NO. JT1.6:  To provide annual information with respect to A to E and E to I on a monthly basis.


MR. SHEPHERD:  Okay.  And that will be both components.  JT1.6 will include both components --


MR. KEIZER:  Yes, yes, we will include the entire amount.

MR. SHEPHERD:  Thank you, that is helpful.

The second one is concerned with the capacity refurbishment variance accounts.  And I think you have provided information on this and we have talked about it, and I don't think I need to pursue this any further.

The third is with respect to the proposed riders, the collection pattern.  And you will see -- and I don't know whether you can bring this up.  Do you have this so you can put up the question?  You didn't bring the question?

MR. KOGAN:  You are asking us to turn up your question, sir?

MR. SHEPHERD:  Yes.

MR. KOGAN:  We have your question, yes.

MR. SHEPHERD:  Okay.  But you don't have it to put on the screen.

MR. KEIZER:  No, unfortunately, we don't.

MR. SHEPHERD:  All right.  So what it shows is -- and you agree that these numbers are right, right?  I mean, you have changed the hydroelectric slightly, but basically they're right.

MR. KIRK:  Yeah.  I would say we have an updated response to CCC 5, which perhaps we could bring up instead.

MR. SHEPHERD:  Okay, that's good.

MR. KIRK:  And much of the information in your question is from CCC 5, with the exception of the totals and the year-over-year change.

MR. SHEPHERD:  Yes.

MR. KIRK:  And I agree that those have not materially changed.

MR. SHEPHERD:  Okay.  Here is CCC-5.

So except for the small change of a few cents in the hydroelectric number, these are all the same, right?

So the result -- here is what I am trying to understand.  Why are you proposing a pattern of recovery that has a big increase in 2019 and then a drop in 2020?  And another drop in 2021 for that matter?  Why aren't you trying to propose a pattern of recovery that smooths these collections?

MR. KIRK:  Right.  We do have a couple of responses to interrogatories on the methodology we have chosen -- or we proposed.  Point 2 in response to H-Staff-6, which discusses straight line recovery.  So line 21 of that response we state:

"OPG proposes that approved account balances be recovered on a straight-line basis primarily based on the relative simplicity and a minimal intergenerational inequity of this approach."

Then I will also point to CME 3.  In this response we discussed the recovery periods, so we start by discussing three-year periods which you know, that is our starting point for all accounts, but then recognizing the -- some of the higher balances, we state at line 11:

"To mitigate bill impacts during the 2019 to '21 period OPG considered a longer recovery period for some of the larger balances proposed for recovery."

So our approach was never to say a smoother approach is not appropriate.  That is not what we're saying.  This is the basis for how we chose to recover the --


MR. SHEPHERD:  Okay.  So that is not responsive to the question.  The question was, why didn't you consider a smooth rate trajectory?  Or did you consider it and if so why did you reject it?

MR. KIRK:  I wouldn't say we considered or rejected a smoother rate trajectory.  I would say we considered a straight-line recovery over these recovery periods.

Some of the impacts that you are looking at in the table that combines the base amount, rider A and B and C, obviously there are riders from previous proceedings that have been approved.  In this proceeding we're requesting one new rider in each fuel type, and that is going to be recovered over three years on a straight-line basis or eight years for separate accounts.

MR. SHEPHERD:  So, sorry, I must have misunderstood your answer.  It sounded like you were saying we didn't consider a smooth trajectory at all.  Is that right?

MR. KOGAN:  I think what we're saying is that the pattern that you are observing that you are saying is not as smooth as it could be is a product of our decisions, one, around the fact that it is reasonable to use a straight-line recovery approach, and two, the recovery periods that we believe at the end resulted in a reasonable balance given the average customer bill impact over the period and recovery of these balances on a timely basis.

So when you put all of that into the mix out comes out this pattern that as you point out may appear to be less smooth than it could potentially otherwise be if you did something different.

MR. SHEPHERD:  And what I am asking is, so you look at this pattern.  You see that it goes like this and then drops off a cliff.

Did you then say, well, let's model some other way of recovering this that tries to balance this better and get some more smoothing?  Did you try to do that?

MR. KIRK:  I think to the extent that you see the tables that we have provided, this is the model that we've gone to that step for.

So we did not consider any other recoveries as far as modelling those bill impacts.

MR. SHEPHERD:  So you didn't consider any other patterns of recovery at all?

MR. KIRK:  "Consider" is a very loose term.  Did we discuss other options?  Yes.  But to this level of detail, this is what we provided.

And as I mentioned again in H-Staff-6, the straight-line basis is chosen for relative simplicity.  So when you start talking about different shaping mechanisms, we're no longer talking about simplicity.

MR. KOGAN:  I think I would add two things, Mr. Shepherd.

One is we were focussed on the average year-over-year customer bill impact, and I think the impact that results now with the updated hydroelectric parameters is about $0.38 per year.  So that was the main metric that we were focussed on, on seeing where that was, in our judgment, a reasonably moderate metric. And we felt that we achieved that with this proposal.

I would add a second point.  As I stated earlier, this pattern was a product of decisions around using straight line and the recovery periods.

In putting forward the straight line basis of recovery, we were also guided by restrictions under US GAAP around our continued ability to recognize the OPEB portion of the cash to accrual account as a regulatory asset.

For those who were part of the EB-2015-0040 consultation, there was a lot of discussion around the fact that there are very strictly interpreted and applied US GAAP criteria.  It involves having to start the recovery of the balance as relates to OPEB within five years of the period that costs were incurred; that was criterion one.

Criterion two was making sure the balance was fully recovered within 20 years of the period when the costs were incurred; that was number two.

And three was ensuring that the recovery of the balance was not back-end loaded and the most direct way to achieve that that is acceptable is a straight line approach.

And because I think that is an important matter, I will just make a couple of references for the record.  Just bear with me for one moment.

So, for example, this matter was discussed in the KPMG report dated May 2, 2016, presented in the EB-2015-0040 consultation.  At page 75, in the middle of the page, under B(ii), it talks about the recovery not being back-end loaded and a straight line being an acceptable basis.

And then further at page 156, KPMG actually cites the specific US GAAP criterion, its wording, and I will just read that into the record as well.  That is page 156, number 4 at the top.  It talks about:
"The percentage increase in rates scheduled under the regulatory recovery plan", my editorial add, for the OPEB costs, "for each future year shall be no greater than the percentage increase in rates scheduled under the plan for each immediately preceding year."


And then I will skip over a sentence, and then it says:
"Recovery of the regulatory asset in rates on a straight line basis would meet this criterion."


MR. SHEPHERD:  So you are saying that you can't have rates increase higher on a subsequent year than in a prior year, or you would breach US GAAP?

MR. KOGAN:  That is what the criterion says.  And the specific application of this criterion in our circumstance, given that we have a number of different riders, we have base rates, we're looking at this application, all of that would need to be considered to make sure that whatever non-straight line basis may be considered meets that criterion.

MR. SHEPHERD:  You're recovering a billion dollars, right, or more than a billion dollars?  That is what you are proposing, right?

MR. KOGAN:  Total D&Vs in this application, yes.

MR. SHEPHERD:  And the OPEBs is how much of the recovery?  In the first three years, how much of the recovery is OPEBs?  A hundred million or so?

MR. KOGAN:  The OPEBs are probably less than that, but they're co-mingled with the pension OPEB account.

MR. SHEPHERD:  The reason I ask that is because you still have this other 900 million, which is the cause of this problem.  I am trying to understand what steps you took to try to avoid this problem.

The government has given you guidance in the past that they want smoother rates.  In fact, they gave you a mechanism to do it in the last case -- or you gave them a mechanism that they gave back to you.

So here you have an 11 and a half percent increase going down to a decrease.  I don't understand why you would not even model something else.

MR. KEIZER:  I think they have given you the answer as to what they did or did not contemplate, with respect to the transition of the rates.

MR. SHEPHERD:  Well, I didn't hear them say they didn’t model any other options.  If they say that, that's fine.  I will move on.

[Witness panel confers]


MR. KIRK:  To confirm, Mr. Shepherd, we did not model any other options.

MR. SHEPHERD:  Thank you.  So I want to -- this is not going quite as fast as I thought it might, Mr. Millar.  I think we are probably -- I am guessing we have a half hour.  I don't need a break, but if anybody else needs a break, the court reporter or anybody else ...

MR. KEIZER:  If you want to check with the panel as well, whether anybody needs a break.

MR. KOGAN:  If you go easy.

[Laughter]

MR. SHEPHERD:  Is this a negotiation, Alex?

MR. MILLAR:  Is the panel okay to continue?

MS. MacDONALD:  Yes.

MR. MILLAR:  Okay, why don't we continue?

MR. SHEPHERD:  Awesome.  So I want to talk then about question 4 on our list.

This has a number of components, but let's start with the first one.  You made a big deal out of saying, we are not requesting that the Board approve accrual.

I don't understand why.  Wouldn't it be simpler to ask the Board to say yes, you can use accrual, and then we can avoid all of this nonsense?  Because the Board is going to say yes, you can.  Right?

MS. MacDONALD:  In OPG's reply to Staff IR 7, OPG explains its rationale for framing its request for approval of the recovery of the balance in the interim account.

And really that rationale is tied to both the OEB's policy and the regular treatment of pension and OPEBs, as set out in the final report following the generic proceeding, as well as OPG's specific circumstances as reflected in the OEB's decision in EB-2013-0152.

In looking at the Board's policy, page 2 of the final report provides that accrual is a default basis for recovery, provided it results in just and reasonable rates. And then on page 8 of the report, the Board goes on to further state that utilities who are on accrual can continue on accrual without providing additional evidence.

So in reading the policy and applying it to OPG's circumstances, including the decision in EB-2013-0132, it is OPG's position that we've been on accrual.  We have consistently accounted for and reported our pension and OPEB costs in our financial statements on accrual.

It is our further position that in EB-2013-0321, the status quo was not altered, that OPG was not transitioned away from accrual, but rather rates were set on a temporary basis, on cash -- pending the outcome of the generic proceeding.

And OPG has consistently in its submissions, both as part of EB-2013 and the generic consultation, provided evidence to support that accrual is appropriate for OPG and results in just and reasonable rates.

We referenced those submissions in our pre-filed evidence, and summarized them in our response to Board Staff 8 as the evidentiary basis for supporting the continued use of accrual.

So it is really on this basis, looking at the Board's policy and how it applies to OPG, that OPG believes that the use of accrual is inherent with the Board's approval to recover the balance in the account.

MR. SHEPHERD:  So I was trying to simplify things.

You are currently recovering pension and OPEBs on a cash basis from customers.  Yes?


MS. MacDONALD:  Yes.


MR. SHEPHERD:  But you say nonetheless you should be treated as if you're on an accrual basis for regulatory purposes?


MS. MacDONALD:  Correct.


MR. SHEPHERD:  If the Board concludes that, in fact, you are on a cash basis and in order to switch you need an order allowing you to switch, would you agree that your application should be construed as requesting that approval?


MS. MacDONALD:  I think our application has been framed based on our interpretation of the policy as well as EB-2013.


It is a nuanced position that is tied to the history pertaining to how the final decision around accrual was reached.


MR. SHEPHERD:  Is there a disadvantage to asking for approval of accrual in this proceeding?  Is there some --


MR. KEIZER:  Jay, just to be clear, though, I mean, ultimately in order for the Board to clear these balances which are based upon accrual, then effectively the riders would reflect the accrual accounting recovery.


And so I think, as indicated in Board Staff 7, the -- I forget the exact word, but effectively, you know, the approval of the rider is effectively -- the accrual -- sorry, approval of accrual is inherent within the approval of the rider.


So to the extent that we have asked for the riders that we have and the clearance of the balance that we have had, we have in effect -- in order for the Board to do that has to establish that on the basis of accrual.


MR. SHEPHERD:  So you're saying whether or not you are on accrual or cash right now for regulatory purposes, the Board has to conclude that you should be on accrual in order to give you the relief you have asked for?


MR. KEIZER:  Well, I think that the position OPG has is that the Board has already -- has never taken us off accrual.  So to the extent that we're going to apply those riders it would be on that basis and that the accrual is inherent within it.  Obviously there is also additional evidence that has now been filed on the record as part of Board Staff 8, which deals with the other -- any other factual issues relating to, you know, the use of accrual and in particular the use of accrual and cash.  So that information is also on record.


MR. KOGAN:  I would add, Mr. Shepherd, as well to your question of disadvantage.  We are taking the position also in our financial statements that the Board has not transitioned us away from accrual, consistent with the position Ms. MacDonald outlined.  And that position is a necessary position to enable continued recognition of the OPEB portion of the cash to accrual variance account in our financial statements, because you cannot recognize a regulatory asset if you are on a, quote unquote, cash or pay-as-you-go basis under U.S. GAAP, as also discussed in EB-15 -- EB-2015-0040 and found in the KPMG report and our submissions.


MR. SHEPHERD:  So if the Board were to say, well, you've been on cash all along but now you are on accrual, then you have to go back and restate your financial statements and eat $613 million?


MR. KOGAN:  I haven't thought through what, if any, the financial statement implications would be of such a hypothetical scenario.  But certainly like I said, it would be something would we would need to carefully consider.


MR. SHEPHERD:  It would be inconsistent with your past financial statements?


MR. KOGAN:  I could see how we would need to make sure that there was consistency or not.


MR. SHEPHERD:  Awesome, thank you.


I am going to skip most of question 5 that deals with OPEB's accruals, because we have been talking about that already.


I just want to ask whether, if you -- if the Board required OPG -- unlike others -- to establish a segregated fund for unspent OPEBs, would that have significant financial or operational impacts on you?


I understand that the Board's report doesn't do that.  I get that.  But you have a bigger OPEB number than almost anybody else.  So it is conceivable the Board could decide that you should set it aside, whereas others shouldn't.  What would that do to you?


MR. KEIZER:  Well, one, I think the question as to whether or not the Board should do that, as you indicated quite rightly, has been resolved within the context of the report.


MR. SHEPHERD:  I understand.


MR. KEIZER:  I am not sure what the treatment of those, you know, future OPEB amounts has to do with the clearance of the variances with respect to December 31, 2017.


MR. SHEPHERD:  Because if you are collecting on an accrual basis -- OPEBs on an accrual basis and it is a lot higher than the cash basis, which it will always be into the foreseeable future -- for OPEBs, not for pensions, but for OPEBs, and the Board said because your number is so big you have to have a segregated fund -- which we could argue in this case.  You will agree we could argue that in this case.  The Board's report makes that clear.


MR. KEIZER:  Whether it is relevant or not you are free to argue whatever you want.  I am not going to necessarily say that you should or should not or whatever.  You can do whatever you want as an intervenor.


MR. SHEPHERD:  The Board's report makes clear that when you come in to deal with this question after -- the first time after the report, you have to deal with your specific circumstances of that utility, right?  The policy is just a policy.  Then the Board has to decide in the individual case what happens, right?


MR. KEIZER:  Well, I am not sure that we agree on the interpretation of the report, and I think that would probably be left for argument in any event.


MR. SHEPHERD:  Anyway, I'm just -- if there is a reason why you shouldn't set the -- these amounts aside, they're big amounts, then tell us.


I am not suggesting we're going to make an argument that you should set them aside.  I'm just -- it's been a live issue in the past, and if you have good reasons why we shouldn't do it, tell us.


MR. KEIZER:  I think for the purpose of this proceeding we are not going to answer that question.  We will refuse to answer that question.


MR. SHEPHERD:  Thank you.


So if I understood what you said a few minutes ago, the eight-year recovery period -- this is question 6 -- is to ease the transition from cash to accruals.  Is that right?


MR. KIRK:  No, that is not correct.


MR. SHEPHERD:  No?  Okay.  If it isn't that, what is it?


MR. KIRK:  The purpose of the eight-year recovery?


MR. SHEPHERD:  Yes.


MR. KIRK:  I will point to the reference in the question.  So H-Staff-8, page 7.  At line 6 we say:

"OPG has proposed that the interim account be recovered over an extended period of eight years, which reduces rate volatility and customer bill impacts."

That is a reason that I think it corresponds also with some responses I have taken us to already.  At H-CME-3, at line 11, we state:

"To mitigate bill impacts during the 2019 to 2021 period OPG considered a longer recovery period for some of the larger balances proposed for recovery."

MR. SHEPHERD:  All right.  Can you go to -- I just had it marked, and I have lost it now -- Staff 8.  Page 10.


MR. KOGAN:  Yes.


MR. SHEPHERD:  So here is what I am trying to understand.  You have this -- naturally -- according to your current forecast, naturally you are going to get back in balance between cash and accrual in the next five years.  That is what you are currently expecting, right?


MR. KOGAN:  Forecast that we provided subject to the caveats we have discussed earlier and outlined in Staff-12 and Staff-8 does show that the trend would reverse in the years shown.


MR. SHEPHERD:  So why wouldn't you just draw-down that differential, stay on the cash recovery right now, until you are back to zero, which isn't going to take very long.  It is going to actually be quicker than your current clearance proposal, until you are back to zero, and then go on accrual?  Wouldn't that be better for the ratepayers and better for you?


MR. KOGAN:  So there is a couple of things to say in response to that question.


First, just from a sort of fundamental intergenerational equity considerations and cost causation consideration, it would generally make sense to clear an account closer to the period when the actual costs were incurred, and these costs were incurred now starting in, I guess, 2014.


So that sort of I think is a fundamental premise --


MR. SHEPHERD:  So let me just stop you there.  But you are proposing to clear it over eight years.  And if you did it by drawing down to the future differential, you would clear it over five years.  So that is better, isn't it?

MR. KOGAN:  I think I will answer this in the context of my response.

I think, if I may, so the second point is around OPEBs as I mentioned before.  There is a requirement to actually start clearing that balance within five years.  That is a bright line test.  There is no ability to say, oh, we think in the future some of this differential may or may not reverse depending on the forecast, and therefore we can keep it on the books.

I wouldn't be able to do that; that is just the rules.

MR. SHEPHERD:  That is interesting because in fact this chart aggregates OPEBs and pension, right?

MR. KOGAN:  No.  This chart actually just shows pension.

MR. SHEPHERD:  This just shows pension?

MR. KOGAN:  Yes.  I am referring to the account as a whole, which is how we have been looking at it.  As I understand, this is how it was designed to be considered in totality.

I think the other point goes back to the inherent variability of the forecast. I appreciate that the parties were interested in the forecast and we provided a forecast, but I have no way of knowing how things will actually turn out, how markets will perform and what the interest rates will do.  Therefore, it just wouldn't seem to me to make sense to consider trying to net those amounts based on a forecast prepared in a -- at a given point in time.

So to base recovery decisions on that basis to me wouldn't seem, I guess, very principled, if you will.

MR. SHEPHERD:  Let's just deal with pensions on the first step.

In pensions, you are expecting the trend to reverse.  And if you just collected based on -- just drew down on the account in the differential state on cash and drew down on it, you would get to zero in around 2023.  True?

MR. KOGAN:  Subject to check and subject to the update we are going to provide to the forecast in H-Staff-12, yes, there would be a crossover point somewhere there based on this forecast.

MR. SHEPHERD:  You also have a tax impact associated with recovering the 613 million, right?

MR. KOGAN:  There is a tax impact and we have requested recovery of it, that's correct.

MR. SHEPHERD:  And that is $205 million, right?

MR. KOGAN:  That sounds about right for the entire balance.  So again it would be spread over the approved recovery period, whatever that is.

MR. SHEPHERD:  So you are actually proposing to recover 100 million dollars a year, roughly -- 102, I’d calculate.  76.7, plus the tax impact.  So it is about 102 million a year, right?

MR. KOGAN:  I agree it is in the order of $100 million, yes.

MR. SHEPHERD:  Okay.  So if you just draw down on the differential, there is no tax impact, right?

MR. KOGAN:  Could you restate that a different way?

MR. SHEPHERD:  Sure.  You have a tax impact because you have an accumulated balance that you have to give back to -- you have to collect from the customers, which would be taxable.

But if you instead draw that down on the basis that your cash amounts are greater than your accrual amounts, then the tax impact is zero in each of those years until you recover it all, right?

MR. KOGAN:  OPG would not be -- have a tax liability if it is not collecting the amounts; I would agree with that.  Of course the corollary of that is that if you cleared the debit balances now with the associated tax, and then the forecast didn’t materialize the way it is set out, then there would be a tax credit on top of a credit amount to be cleared in the future as well, right.

So if I have a $75 debit now which results in about $100 total collection with tax, and it so happens that I have a $75 credit that arises based on this forecast five years hence, we would refund $100 at that point and not $70 and not $75.

MR. SHEPHERD:  How is that in the customer's interest for you to collect 100 million a year now, and then give money back later because of the reversal in trend?  I don't understand.

MR. KOGAN:  My response was just meant to highlight that it’s not like there is a net advantage with respect to the tax impact of the hypothetical approach you are setting out.  I was just highlighting that there would be offsetting.

I think I’d go back to my original response as to whether I believe it is the right thing to do to clear this account now, sir.

MR. SHEPHERD:  I have to admit, I don't understand your response.

If you can recover faster and there is no impact on ratepayers, in fact their rates are lower in the short term because of this, why wouldn't you do it?

MR. KEIZER:  I think he has given his response already with respect to the accounting implications.

MR. SHEPHERD:  I didn't understand the response.  We're talking pension now, right.  I didn't understand the response, and I am asking him to explain it.  It seems counter intuitive to me.

MR. KOGAN:  I think my response goes back to the fact that we think it is a principled matter.

There is a deferral account balance that is accumulated now for a few years.  It relates to those prior periods, and it therefore makes sense to clear that balance because, from an intergenerational equity perspective and a cost causation perspective, and also taking into account that we don't know what is going to happen in the future with respect to pensions.

And like I said, we provided a forecast.  It is an indicative forecast, the best that we could provide because the parties requested it.  But I don't think it would be appropriate to be making determinations, oh, let's clear this account balance now, let's clear this account balance now because we think some of these things will reverse over time.

I don't think that approach makes sense in the context of what really was meant to be a deferral -- not even a variance account, but a deferral of amounts that otherwise would have been included in rates in the past three or four years had we stayed on accrual.

MR. SHEPHERD:  Let me then go to question 7.  Question 7 asks you to confirm that if interest rates trend upward, then the excess of cash over accrual will accelerate.  Is that generally expected to be true?

 MR. KOGAN:  For OPEBs, the short answer is yes, I do expect it will be true.  We set that out in fact at H-Staff-8, page 11, lines 8 through 15.  And I think it is pretty clear because the cash amounts for OPEB are not directly impacted by discount rates, so you can see the effect pretty clearly through the accrual costs.

It is a much more difficult issue for pensions.  The short answer is I don't think I can provide an unequivocal confirmation that you are seeking, sir, because both accrual costs and funding amounts likely, especially longer term would trend downward, and we've before set out a discussion in, I think, EB-2013-0321 reply argument and the EB-2015-0040 consultation that talks about the difficulty trying to discern patterns and predict patterns of that gap, because the two really are based on very different calculation mechanisms and there's just way too many variables and too many differences between those to try to predict how everything will play out, given a given change in interest rates.

I can provide a few examples, if you are interested.

MR. SHEPHERD:  I might be interested, but that is only the geek in me talking.

I am asking for a more general question, because it has been true in the past, hasn't it, that generally speaking the cash accrual accounts -- the cash amounts have gone up more quickly than the accrual accounts, if interest rates go up.

MR. KOGAN:  The cash amounts have gone up more quickly than the accrual amounts?

MR. SHEPHERD:  For the accrual amounts.

MR. KOGAN:  You're saying they're more sensitive than the accrual amounts to interest rates?

MR. SHEPHERD:  No, actually it’s because the accrual amounts are more sensitive.  That is generally true, right?

MR. KOGAN:  Again, there are too many variables, sir, for me to be able to confirm that. I am not sure anybody would really be able to confirm that for you.

MR. SHEPHERD:  All right.  So then my final question on this is with respect to the 613.7 million -- is that right?  Do we have a breakdown of how much of that is OPEBs and how much of that is pension?

I looked for it and I couldn't find it.

MR. KOGAN:  It can be put together by looking at the charts that are on record at Exhibit H-1-1-1, tables 7 and 7a.

MR. SHEPHERD:  7 and 7a?  I'd looked for the number, figuring it would be there somewhere, and I couldn't find it, but maybe it has to be calculated.

MR. KOGAN:  Yeah, you have to add a bunch of rows and columns to get there.  I haven't done that.

MR. SHEPHERD:  Can you undertake to provide that breakdown?

MR. KOGAN:  Yes, certainly we can do that.

MR. MILLAR:  JT1.7.
UNDERTAKING NO. JT1.7:  To provide breakdown between the pension and OPEB costs of the December 31, 2017 balance in the interim account of $613.7 million.


MR. SHEPHERD:  Generally speaking, you don't expect in the foreseeable future that OPEBs cash amounts will exceed accrual amounts in the, let's say next ten years?  Your current forecasts would be they're not going to exceed accrual for OPEBs only.

MR. KOGAN:  I would agree for the next ten years that that would be very unlikely, yes.

MR. SHEPHERD:  Okay.  Then we asked about the -- sorry, in question 9 we asked about the Aon Hewitt report, and you have one that is in the record.  Is that the one that is referred to in H-Staff-12, or is there a different one?

MR. KOGAN:  No.  So the ones that are on the record, they are in support of the balances recorded in the interim account.  So they are historical-looking reports.

As I stated, I think, when we addressed a preliminary matter this morning, when we update the forecast in H-Staff-12 for the inaccuracy identified by Aon Hewitt, we would at that time undertake to file this report that you requested in support of those balances.  There is not one on record at this point.

MR. SHEPHERD:  Okay.  So can we have an undertaking for that then?

MR. KEIZER:  I thought it was included with the first one, but that is fine if we wanted a separate undertaking that we provide the report.

MR. SHEPHERD:  Thank you.

MR. MILLAR:  JT1.8.
UNDERTAKING NO. JT1.8:  To provide the AON Hewitt report requested in Compendium KT1.1, Question 9.

MR. SHEPHERD:  And then similarly the actuarial valuation, the September 1, is that on the record?

MR. KOGAN:  No, it's not, because it is not something that impacted the year-end 2017 balances.  It was -- only affects the '18 onwards balances, so it is not on record.

MR. SHEPHERD:  No, but it impacts your forecast, right?

MR. KOGAN:  It does impact the forecast, correct.

MR. SHEPHERD:  So can you provide that, please?

MR. KOGAN:  Yes, we can.

MR. MILLAR:  JT1.9.
UNDERTAKING NO. JT1.9:  OPG to provide the actuarial valuation filed with FSCO in September 2018.

MR. SHEPHERD:  And you were asked in Energy Probe 4 if there were any deferral or variance accounts that you expect will be terminated in the future.  You refused to answer that.  We have provided a reason why we think we need that information.  Do you have any deferral or variance accounts that you currently expect will be terminated in the future, that you forecast will be terminated in the future?

MR. KEIZER:  And we would maintain our refusal with respect to that.

MR. SHEPHERD:  And that is all of my questions.  Thank you.

MR. KEIZER:  Thank you, Mr. Shepherd.

MR. MILLAR:  Okay.  Any questions from anyone else?  Hearing none, that concludes our technical conference.

Mr. Keizer, according to the procedural order, undertakings from this conference -- of which there are nine -- are due December 7th.  Do you anticipate that being a problem?

MR. KEIZER:  At this stage we do not anticipate it being an issue.  To the extent that one arises, we will certainly advise you.

MR. MILLAR:  Okay.  So we will wait with bated breath for that.  After that we will have to sort out the issues list, which I am hoping we can do on agreement, and then a settlement conference is scheduled for January 8th.

Are there any other matters before we adjourn?  Okay.  Thank you to the witnesses and the court reporter and all of you, and we are done.
--- Whereupon the hearing concluded at 11:35 a.m.
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