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Monday, December 15, 2008

--- On commencing at 9:01 a.m.

MS. NOWINA:  Please be seated.

Good morning, everyone.  Ontario Power Generation filed an application on September 15th, 2008 with the Board seeking approval of a reliability must-run contract entered into with the Independent Electric System Operator.

The contract was in relation to OPG's Lennox Generating Station.

The Board has assigned file number EB-2008-0298 to the application.  The Board is sitting today to hear evidence from OPG, the IESO and the Ontario Power Authority.

My name is Pamela Nowina and I am presiding member in this proceeding.  Joining me on the Board's Panel is Mr. Ken Quesnelle.

May I have appearances, please?
Appearances:

MR. CASS:  Madam Chair, Fred Cass for Ontario Power Generation.

MS. NOWINA:  Thank you, Mr. Cass.

MR. CASS:  With me are Greg Towstego and Peter MacMillan, who are sitting a little further back in the room.  The OPG witnesses are in their seats and I will introduce them later.

MS. NOWINA:  Yes.  Thank you, Mr. Cass.

MR. CASS:  Thank you.

MR. ADAMS:  Madam Chair, Tom Adams on behalf of AMPCO.

MS. NOWINA:  Thank you, Mr. Adams.

MR. THOMPSON:  Peter Thompson for the Canadian Manufacturers & Exporters.

MS. NOWINA:  Thank you, Mr. Thompson.

MR. STEPHENSON:  Good morning, Madam Chair.  It is Richard Stephenson.  I am here on behalf of the Power Workers' Union, and with me this morning is Ms. Judy Kwik.

MS. NOWINA:  Thank you, Mr. Stephenson.

MR. MIA:  Ziyaad Mia.  I will spell that, Z-I-Y-A-A-D.  Last name is MIA, M-I-A, on behalf of the Ontario Power Authority, and with me is Mr. Bob Gibbons.

MS. NOWINA:  Thank you, Mr. Mia.

MR. RATTRAY:  Good morning, Madam Chair.  John Rattray on behalf of the Independent Electricity System Operator, and with me is Mr. Doug Thomas and Barbara Constantinescu, and further back is Mr. Carl Burrell.

MS. NOWINA:  Thank you, Mr. Rattray.

MS. BAND:  Good morning.  Martine Band, counsel for Board Staff.  With me this morning are Robert Caputo, Nabih Mikhail, and Neil McKay.


MS. NOWINA:  Thank you, Ms. Band.

Are there any preliminary matters before we begin?
Preliminary Matters:

MS. BAND:  Madam Chair, just on an administrative matter, perhaps we could -- we have received a letter with some evidence from OPG in November, and then the CVs of the witnesses.  I was wondering if perhaps this might be a good time to assign exhibit numbers to those documents.

MS. NOWINA:  Yes, we can do that, Ms. Band.  Would that be Exhibit K?

MS. BAND:  The evidence dated November 10th, 2008 would be Exhibit J1.1.  The curriculum vitae of Andrew Barrett would be J1.2.  The CV of Brenda Wartman would be J1.3, and the CV of Lynn Wizniak - I hope I have pronounced that right - would be J1.4.

MS. NOWINA:  Ms. Band, I think our convention is usually to use Ks for exhibits in the hearing, and maybe that would make life easier for the rest of us who are accustomed to saying K; otherwise, I will get it confused.

MS. BAND:  Certainly.

MS. NOWINA:  So it is K1.1, K1.2 and K1.3.  Thank you.
Exhibit No. K1.1:  Evidence dated November 10, 2008.
Exhibit No. K1.2:  CV of Andrew Barrett.
Exhibit No. K1.3:  CV of Brenda Wartman.
Exhibit No. K1.4:  CV of Lynn Wizniak.

MS. NOWINA:  Now, I understand from the parties that we may be able to do this in two panels, the first panel, a witness panel from OPG, and then a second witness panel where the IESO and the OPA can appear at the same time.  Is that to everyone's satisfaction to handle matters in that way?

MR. RATTRAY:  We have no objection, Madam Chair.

MS. NOWINA:  Thank you.  Mr. Mia, that's fine with you?

MR. MIA:  Fine.

MS. NOWINA:  All right.  We will do that then.  Mr. Cass, do you want to introduce your panel?

MR. CASS:  Yes, Madam Chair.  I had a brief opening statement that includes an introduction of the panel, and then a very brief examination-in-chief, if that is suitable to the Board.

MS. NOWINA:  That's fine.
Opening Statement by Mr. Cass:

MR. CASS:  Just by way of opening statement, I just wanted to do three things, and very quickly.  One is to review the nature of the evidence that the Board has before it now and will hear from the OPG witnesses.  The second is just to talk about the nature of the issues, and the third is to introduce the witness panel.  Again, it won't be a long opening.

As the Board is aware, Ontario Power Generation seeks approval of a reliability must-run contract with the Independent Electric System Operator for the Lennox Generating Station.

The contract covers the period October 1, 2008 to September 30th, 2009 and is included in the evidence that was filed on September 15th of 2008.  The contract in its entirety can be found at that reference.

This is the fourth such contract.  The Board has approved each of the three previous contracts.

As I said, I just wanted to quickly review, by way of opening, the nature of the evidence that has been filed and that the Board will hear.

The 2008/2009 RMR contract is in the same form as the previous agreement that this Board approved in December of 2007, and OPG has led evidence to explain why, like the previous contracts, the 2008/2009 contract should be approved by the Board.

As the evidence indicates, the contract is cost-based.  It contains payment and true-up mechanisms that compensate OPG only for those operating costs that are not recovered through Lennox revenues.  It also provides appropriate incentives to support performance.

The agreement provides the IESO with access to all information necessary to verify OPG's costs and revenues, and it allows the IESO to audit this information.

Included in the evidence that has been filed is the IESO's response to an interrogatory indicating that audits for 2006 and 2007 have confirmed compliance by OPG with its obligations under earlier RMR agreements.

The 2009 -- 2008/2009 agreement, like its predecessors, can be terminated by the IESO at any time, so the IESO can wind up the agreement if it decides that Lennox is no longer required to maintain the reliability of the grid.

That's just a quick summary of the evidence that the Board has in front of it.  Then I wanted to turn to the nature of the issues for the proceeding, at least as OPG sees it.

In response to an interest expressed by the Board in Procedural Order No. 1, OPG has filed evidence that addresses the cost-effectiveness of a longer term contract for Lennox.

The IESO, in its interrogatory response that it filed, has confirmed that OPG requested that the IESO review the continued need for Lennox beyond September 30th of 2009.  However, the IESO's same interrogatory response indicates that according to the IESO's analysis, an RMR contract is not required by beyond 2009, and, further, that the IESO is limited by its obligation to enter into must-run contracts only for the purposes of local area reliability.

In light of that, again just by way of opening, OPG's position is that the evidence about the cost-effectiveness of a longer term contract should not cause us to lose sight of the fundamental issue before the Board; namely, the need for approval of the one-year contract so that Lennox can operate as an RMR resource until September 30th of 2009.

With that brief introduction to at least what OPG sees the issues to be, I will introduce the witness panel.  As the Board has indicated, OPG has one witness panel to provide the reasons for approval of the 2008/2009 RMR contract.

Sitting in the middle the panel is Mr. Andrew Barrett, whom I think is well known to the Board and parties.  He is vice president regulatory affairs and corporate strategy.

Sitting closest to the Board is Brenda Wartman, who is business administrator at Lennox Generating Station, and the third person on the panel is Lynn Wizniak, sales manager in OPG's energy markets trading and origination group.

I won't go through the qualifications of these witnesses, because the CVs have been filed and they have now been given exhibit numbers.

I should just clarify a little bit, as between Ms. Wizniak and Ms. Wartman, the nature of the questions that each will be able to respond to.  Ms. Wartman, again, sitting closest to the Board panel, works at the Lennox plant.  So she is in a position to address questions about plant-related matters.  This would include Lennox plant operations, operation of the RMR agreement at Lennox, Lennox aspects of the combined heat and power project that is referred to in the evidence, and so on.

Ms. Wizniak works at head office, and so her ability to answer questions would relate to the RMR agreement terms, fuel-related issues, participation in the IESO market, and the head office aspects of things like the CHE project and audits and incentives.

That's just an introduction of the witness panel.  I do have a very short examination-in-chief, but perhaps I would propose the witnesses come forward and be sworn or affirmed, and then I will have a few questions.

MS. NOWINA:  We will do that now.

The witnesses are sworn, you can go ahead, Mr. Cass.
ONTARIO POWER GENERATION - PANEL 1


Andrew Barrett, Sworn


Brenda Wartman, Sworn


Lynn Wizniak, Sworn

Examination by Mr. Cass:

MR. CASS:  Thank you, Madam Chair.  First, just a few questions by way of adoption of the evidence.  Panel, can you confirm that OPG's written evidence included in answers to interrogatories was prepared by you or under your direction and control?

MR. BARRETT:  We can.

MR. CASS:  Are there any corrections that you are aware of at this time that need to be made to the evidence?

MR. BARRETT:  No, there is not.

MR. CASS:  Can you confirm that the evidence is accurate, to the best of your knowledge or belief?

MR. BARRETT:  Yes, we can.

MR. CASS:  Thank you.  Mr. Barrett, then can I ask you, please just to summarize for the Board the nature of OPG's application?

MR. BARRETT:  As you characterized, Mr. Cass, in our view the application is a fairly narrow one.  Simply put, we're seeking approval of the RMR agreement that we have filed with the Board.  This agreement covers a 12-month period beginning October 1, 2008, ending September 30th, 2009.

MR. CASS:  Thank you.  Can I ask you to summarize the reasons why OPG believes this contract should be approved?

MR. BARRETT:  Yes, I can.  In previous reviews of previous contracts, the Board has established a framework that it has used to consider RMR agreements, and that framework can be seen, for example, in the Board's decision with reasons in EB-2007-0715, and that framework really has three aspects to it.  The first aspect is:  Does the RMR agreement comply with OPG's licence?  And we say that it does.

The second part of that framework is:  Are the financial provisions of the RMR agreement reasonable?  And we say that they are reasonable, and they are very similar to the financial provisions in previous agreements that have been approved by the Board.

Finally, the third element of the framework is:  What are the incentive effects, if any, of the RMR agreement?  In previous reviews, the Board has found favour with the incentive mechanisms that are in the agreement, and, as Mr. Cass has indicated, the agreement is in the same form as those prior agreements.

MR. CASS:  Thank you, Mr. Barrett.  That completes the examination-in-chief.  Thank you, Madam Chair.

MS. NOWINA:  Thank you, Mr. Cass.

My proposal for order of cross-examination is as follows - and if you have a concern with that, please let me know - is that we will -- we have now moved to Mr. Rattray of the IESO, and then to Mr. Mia of the OPA, if they have any questions, then to Mr. Adams of AMPCO, Mr. Thompson of CME, Mr. Stephenson of PWU, and then finally Board Staff, before returning to OPG for redirect.

Does that work for everyone?  All right.  Mr. Rattray?

MR. RATTRAY:  We have no questions, Madam Chair.

MS. NOWINA:  Thank you.  Mr. Mia?

MR. MIA:  We have no questions, Madam Chair.

MS. NOWINA:  Thank you.  Mr. Adams.
Cross-Examination by Mr. Adams:

MR. ADAMS:  Thank you, Madam Chair.  Thank you, panel.

I have a few questions on behalf of AMPCO.  I wonder if you can help us understand, first of all, how much production we have had, to date, under the -- in 2008.  Do you have a figure rolling around in your head?

MS. WIZNIAK:  Starting on October 1st, 2008, our production to Lennox to date has been about 37 gigawatt hours, and that would be up to December 9th, I believe.

MR. ADAMS:  Thanks.  I will turn you to AMPCO interrogatory for OPG, No. 4.  This interrogatory asked for a summary of costs, the costs and anticipated outlook under the current application.

What we see there, just to kind of identify my client's interest in this, the all-in costs of power here, in the 2007/2008 third RMR, ended up with an ultimate bill to the consumer at $267 per megawatt hour, and that is really the origin of my client's intervention in this case.

One thing that jumped out at me, in observing this chart, was that in the most recent two years of these successive RMR contracts, that the market revenues earned by OPG under the structure of the contract falls short of the fuel cost.

I wonder if you can just help understand what elements of the contract lead to this shortfall.

MS. WIZNIAK:  There are several reasons for that.  Basically, OPG offers Lennox on a marginal cost basis.  So the costs associated with the offer price and what we receive from the market may not be the same as the costs of the fuel within inventory itself.

So there may be an accounting mismatch between that particular instance.

MR. ADAMS:  Right.  This would be in the circumstances of falling fuel prices relative to your inventory?

MS. WIZNIAK:  That's correct.

MR. ADAMS:  And so that gives rise to a shortfall.  I will indicate for you just the reason for my question here.

Here we have some very expensive power that is showing up in the market.  The impact on HOEP, the hourly Ontario energy price, is not even quite up to the fuel cost of these units.

There are very substantial additional costs associated with this peaking power that are not showing up in the market price at that time, and so all of the implications that arise from that, in terms of the efficiency of the operation of the market and the ability of the companies that I represent, many of whom participate in load response markets and whatnot, the HOEP is not reflective of these full costs.

So the purpose of my questions here is to address the structure of the agreement and how it gets to -- how we get to this situation where the market revenues fall so far short of the overall revenues.

So my question is:  The basic structure of this agreement, if I understand correctly, has not really changed since this first RMR contract?

MS. WIZNIAK:  That's correct.

MR. ADAMS:  And so who was the architect of this structure that ended up with a lot of the costs - in fact, in many instances, really almost half of the costs or more - ending up not in HOEP?

MS. WIZNIAK:  Well, the contract was structured in 2005 as part of a negotiation between OPG and the IESO.

MR. ADAMS:  Well, I guess we're kind of going back to try and figure out what happened at that time.  What was the guiding principle that got us to this structure?

How did you make an assignment of costs between fixed charges versus variable charges?

MS. WIZNIAK:  Basically, the contract provides for the recovery of all fixed and variable fuel costs, in addition to others, as well.

MR. ADAMS:  I appreciate the advantage to OPG of receiving your fixed charges, in terms of -- your fixed costs in terms of a fixed charge, but was there any consideration given to some kind of a true-up mechanism so you could have an all-energy charge with some kind of recovery at the end of the day to make sure that OPG was held whole for its fixed costs?

MS. WIZNIAK:  This contract is basically a capacity contract, rather than an energy contract.  So it would not be appropriate to categorize it as a dollar per megawatt-hour contract.

MR. ADAMS:  That's quite obvious, looking at the market revenue line here.  My question is:  Was there any consideration to an alternative structure that would have been an all-energy or more energy-focussed recovery mechanism?

MS. WIZNIAK:  I think there are various options that were reviewed at the time that the contract structure was being negotiated.  It had to comply with what was in the market rules at the time.

I can't speak on why one alternative was selected over others.

MR. ADAMS:  Do you know if there would be any barrier in the market rules to an all-energy charge for Lennox?  I mean, the original design of Ontario's market and the structure for the -- you know, the functioning of it was an all-energy concept.

MR. BARRETT:  Perhaps, Mr. Adams, if you could just explain in greater detail how this proposal would work, we could be in a position to respond.

MR. ADAMS:  Well, we have in the market today some peaking generators that are in on a market basis.  I am thinking of the Missaggi units of Great Lakes Power.  They're bidding their -- they're participating in this market on an all-energy basis, and I am wondering why you can't do the same.

MR. BARRETT:  Just to be clear, as I understand Missaggi, they're participating in the market without contractual support.  Is that what you are proposing that we consider as an alternative?

MR. ADAMS:  I am suggesting that you could have an all-energy charge, and then if it became contractually necessary, if there were some, you know, cost optimization after the fact that gave, you know, a balancing mechanism so that OPG could be held whole for its fixed costs, then there would be an adjustment.

MR. BARRETT:  The thing that I am getting confused about, Mr. Adams, just so I am clear, are you suggesting that we would offer into the market -- that is, what you are characterizing as an all-energy charge, offer into the market in such a way that we would recover all of our costs, both our variable and our fixed costs?  Is that your proposal?

MR. ADAMS:  Yes.

MS. WIZNIAK:  OPG currently offers into the market on a cost basis, and it is an incremental cost basis.  So we don't include any fixed costs in our offer strategy to date.

MR. ADAMS:  Okay.  I will move into another area.  I want to address this issue of the potential longer term contract.  Again, turning to AMPCO interrogatory for OPG, No. 4, if we -- some years ago, a decision had been taken to move away from the one-year successive renewal into contract structure with a longer term.  Can you identify the lines of this cost summary that might have been impacted by such an alternative hypothetical universe?

MS. WIZNIAK:  I am not exactly sure what you are suggesting.  Are you suggesting that the first RMR had a longer term than one year?

MR. ADAMS:  No.  From the beginning, the structure of these contracts has been all based on a one-year arm.  Am I correct?

MS. WIZNIAK:  That's correct.

MR. ADAMS:  So OPG didn't have much planning horizon around this facility, and, as a result, the investment and the way you have operated the business has been on a year-to-year basis.  This is my assumption.  Is this an accurate assumption?

MS. WIZNIAK:  That's correct.

MR. ADAMS:  And the consequences of a year-to-year outlook were to forego some longer term investments, and I am going to take you in a minute to the CHP as an example of one of the potential measures where there is an alternative between cost and operations -- capital costs versus operations costs.

Are we still on the wavelength here?

MR. BARRETT:  Yes, we understand.

MR. ADAMS:  Okay.  So let's take as a hypothetical, back in year 1, there was a recognition that this plant was going to have a lifetime of -- you know, a planning horizon of five or six or seven -- ten years.

At that point, the management of OPG would have looked at the Lennox facility and tried to optimize over a longer time period than was done in this particular, actual experience, attributable to the one-year successive planning interval.

So I am looking to the lines of the cost summary that might have been different.  And it occurs to me that your fuel costs might have been a little bit lower, had you installed the CHP some time previously.

Is that a fair assumption?

MS. WIZNIAK:  That is correct.

MR. ADAMS:  Okay.  Maybe I will get more specific, then.  How much would the CHP have saved us in the third RMR, 2007/2008?  Of the 67 million bucks of fuel that we put into the plant, how much would the customer -- ultimately the customer, but how much would have OPG saved if the CHP had been up and running in 2007/2008, just as a ballpark.

MS. WARTMAN:  We estimated that it would be approximately $2 million a year savings.

MR. ADAMS:  Okay.  And to achieve that $2 million savings, it is - I have forgotten - approximately a $6 million investment?

MS. WARTMAN:  It is $10 million, and that was in US funds.

MR. ADAMS:  But if the plant, retired early there is salvage potential with the assets?

MS. WARTMAN:  That's right.

MR. ADAMS:  Right.  Okay.  Now, the -- just let me just change the topic for a second.  On an operational basis, what is the -- do I understand correctly the purpose of the CHP is to produce a little bit of electricity for station service when the plant's not generating power for market purposes?

MS. WARTMAN:  That's correct.

MR. ADAMS:  Also producing a little heat could keep the thing from freezing up in the wintertime?

MS. WARTMAN:  That's correct.

MR. ADAMS:  Now, what's the age of the Lennox facility?

MS. WARTMAN:  It was built in 1976/77.

MR. ADAMS:  And how long has it been kind of commissioned and in operating service as a peaking plant continuous to this date?

MS. WARTMAN:  Probably about 25 years.

MR. ADAMS:  So for 25 years, it's been running its boilers enough to keep itself from freezing in the wintertime?

MS. WARTMAN:  The heating of the aux boilers is to heat the residual oil to burn in the boilers, as well as heating the plant.  So the costs of heating are not just for the building heat.

MR. ADAMS:  Okay.  So you've got a station service requirement for heat that -- sorry?

MS. WARTMAN:  The heating is mostly from the aux boilers.  The electricity cost is for lighting, running of pumps and motors.

MR. ADAMS:  Okay.  So auxiliary boilers have been providing the heating service for 25 years?

MS. WARTMAN:  That's correct.

MR. ADAMS:  And so we asked a question:  When did OPG become aware of the potential for a CHP option to satisfy this heating requirement?  And the answer came back 2007.  I was baffled by that.  You have had a heating need for 25 years.  Why is it just so recent that -- like, CHP is not a new technology.

MS. WARTMAN:  It's not a new technology, but Lennox has, over the course of the years, although we have been in service, we have also been in decontrol.  There has been many issues going on within the station that we would not invest large sums of money for that type of facility.

Currently, we became aware of Queen's University, who had installed one, and we went to review the benefits of that.  With conservation today, it just looked like a good opportunity to look at a project like that in future.

MR. ADAMS:  When Maurice Strong was the chairman of Ontario Hydro, back in early 1990s, one of the things that he was proud of was putting out the word to the company that they were their own worst customer.  They were sucking up fuel like crazy at all kinds of facilities, and a company-wide program for energy conservation got started then.

And all kinds of improvements, in terms of reduced parasitic load on the system were achieved by these measures, and I am just -- nobody -- it didn't dawn on anybody that CHP was a potential option for this, a standby plant like this until just 2007?

MS. WARTMAN:  I think that over the course of time we have done other energy efficiency projects, in terms of trying to reduce station load.  However, CHP is a longer term payback, and Lennox, like I said, we had two units mothballed in the mid '90s, and those were not costs that we would think to incur at that point in time.  In the early 2000s, we were in decontrol mode again.  The company was not going to invest money only to turn around and sell it at 50 cents on the dollar.

MR. ADAMS:  All right.  I will turn to my final area.

When I get to the next panels of witnesses from the IESO and OPA, my questions focus on the need for this facility.  But for purposes of my questions to you, I just want to focus on the consequences of some alternative strategies going forward into the future.

I want you to kind of take as a hypothetical, for the purposes of my questions, that there may be a potential need for Lennox in future.  But in the foreseeable term, with circumstances of demand and supply, there may be an opportunity to put Lennox into a lay-up condition.

I don't ask you to accept whether that is true or not.  Just for the purpose of purposes of my question, I want to understand the cost implications for setting a Lennox into a safe lay-up condition where we could bring it back, if we needed it, and then the cost consequences of bringing it back into service and the timing implications.

So we have two interrogatories on this.  If I am reading all of this correctly, the numbers actually -- when you stack the costs up for putting the plant away, and then bringing it back, they actually look pretty reasonable relative to the non-fuel costs that we saw -- that we previously examined when we were looking at AMPCO Interrogatory No. 4.

So I just want to get you to summarize for us where we're at here.

It is $44 million to put Lennox into a safe shutdown condition?

MR. BARRETT:  You are looking at AMPCO Interrogatory No. 5?

MR. ADAMS:  Correct.

MS. WARTMAN:  That's an estimate that we have arrived at, yes.

MR. ADAMS:  And the -- how much timing is involved in this?  Like, how much lead time do you need to be able to achieve a $44 million glide path?

MS. WARTMAN:  We would be looking at it taking approximately eight months, and you would probably want a couple of months of notice in order to start getting the process in place.

MR. ADAMS:  Right.  And then to bring the unit back, there is a figure there of $35 million.

MR. BARRETT:  Again, you are looking at Interrogatory No. 6?

MR. ADAMS:  Interrogatory No. 6, thank you.  Now, it occurred to me, in looking through the list of items, in terms of, for example, inspection of pressure vessels, a lot of these are functions that have to take place, anyway, if you have a plant in service; isn't that right?

MS. WARTMAN:  That's correct.

MR. ADAMS:  So in some sense, the $35 million is not quite all incremental.  It wouldn't be relative to a scenario of continued operations.  Some of these costs for staffing and testing, and whatnot, would have been borne by OPG in a continuous run scenario?

MS. WARTMAN:  The functions of the staff would be different.

MR. ADAMS:  Yes.

MS. WARTMAN:  Yes.  And as far as tank inspections go, those are required once every ten years.  However, if we decommission the tanks, then when we bring them pack into service, we have to reinspect, even if they haven't reached their ten-year reinspection point.

MR. ADAMS:  This response here for restart, that -- do I understand correctly that this scenario that you have laid out here anticipates restart as a dual fuel-capable unit?

MS. WARTMAN:  That would be correct.

MR. ADAMS:  Okay.  If the intention was to bring it back not as a dual fuel, but just as a gas-only unit, without the oil capability, would that $35 million still be reflective of your expected cost outlook?

MS. WARTMAN:  You would be able to reduce it by approximately $800,000 for the inspection of the STK tanks, the residual fuel tanks.  We would still have to inspect the day tanks for ignition fuel.

MR. ADAMS:  Right.

MR. BARRETT:  Just if I could interject, there may be additional costs related to either firm gas supply or firm transportation for natural gas, depending upon the operating regime you expect in the future world where it was gas and didn't have the availability of oil to --

MR. ADAMS:  Understood.  With respect to staffing, if Lennox was a dedicated gas-only facility, wouldn't there be some savings in staff, as well, because a lot of this oil equipment has -- is older equipment and requires special help, doesn't it?

MS. WARTMAN:  Not specifically.  We have an APO who does rounds, but those rounds would include the main units, common areas.

So you wouldn't necessarily be able to reduce staff.  There is not dedicated staff, only to the tank farm.

MR. ADAMS:  Right.  Okay, thank you very much, panel.  Those are my questions.

MS. NOWINA:  Thank you, Mr. Adams.  Mr. Thompson.
Cross-Examination Mr. Thompson:

MR. THOMPSON:  Thank you, Madam Chair.

I have questions in three areas, panel.  I don't expect they will be terribly long.  The first topic I wanted to touch on is what I have labelled the parameters for a reliability must-run classification.

Perhaps to put this in context, if you could turn up CME Interrogatory No. 1?  There were two parts to this question, one for OPG and the other for the IESO.  

The question was whether OPG invited the IESO to sign an RMR agreement having a duration greater than one year.

And OPG responded saying that it asked the IESO to review the continued need for Lennox as an RMR resource beyond September 30, 2009 for the purpose of potentially entering into an agreement with a duration longer than one year, and then the answer goes on and refers to the technical assessment done by the IESO, to the effect that there was insufficient justification to extend the agreement beyond September 30, 2009.

If you could just turn up, as well, the IESO response to this question, it is entitled, "CME Interrogatories To The IESO."

This response indicates substantially the same thing as the OPG response, but it refers to the technical assessment and goes on as follows:

"Given that there is no local reliability need beyond one year, the development and negotiation of terms and conditions associated with a longer term RMR were not pursued."

Then, in response to the part B of the question, they refer to the assessment where it can be downloaded from the net, and the IESO's conclusion is that an RMR contract is not required beyond 2009.

That conclusion is based on and limited by its obligation to enter into must-run contracts only for the purposes of local area reliability.

Now, does OPG agree that that is the obligation of the IESO?

MR. BARRETT:  Yes, we do.

MR. THOMPSON:  Okay.  And so can I conclude that reliability must-run classification can only be warranted for the duration of local area reliability need?

MR. BARRETT:  As is set out in the market rules, yes.

MR. THOMPSON:  So if there is no need beyond September 30, 2009 for local area reliability purposes, cost-effectiveness becomes irrelevant for an RMR contract; is that right?

MR. BARRETT:  That is correct.

MR. THOMPSON:  Now, it is clear that the IESO determines the duration of local area reliability and that is what their assessment is all about, as I understand it.

Am I correct that OPG agrees with that assessment, or that there is no evidence from OPG that suggests local area need -- reliability need goes beyond one year?

MR. BARRETT:  We have accepted their analysis and conclusions.

MR. THOMPSON:  I'm sorry?

MR. BARRETT:  We have accepted their analysis and conclusions with respect to local area reliability.

MR. THOMPSON:  Thank you.

Now, the reference in the material to the assessment, I just wanted to nail down, if I could -- I downloaded this from the web, and I don't think you need to turn this up.  Parts of it are cited in your evidence, but could you, Mr. Barrett, just give us your understanding of the local area that's being assessed?

MR. BARRETT:  Yes.  That's actually a better question for Ms. Wizniak.  I will ask her to respond.

MS. WIZNIAK:  The area being assessed is primarily the Ottawa area.

MR. THOMPSON:  Okay.

MS. WIZNIAK:  It goes a little bit beyond, but that would be a question for the IESO.

MR. THOMPSON:  Okay.  Now, in this assessment report that I have downloaded from the web, and I will try to read it slowly, but this is in the summary section of it.  The report says as follows:
"Starting spring 2009, three major projects, Goreway station and Portlands Energy Centre combined cycle operation GTA and the Quebec HVDC connection are entering commercial operation, which significantly reduces system reliance on Lennox units for GTA and Ottawa local reliability support."

Then it goes on.  It says:
"This study shows that some Lennox support may still be needed during summer 2009.  It is recommended to contract all four Lennox units until September 30, 2009, in case there is any delay in commissioning the new facilities and until sufficient experience and data accumulates to confirm that supply reliability does not suffer if some Lennox units are deregistered.  At the present time, under the firm resources scenario and demand forecast, insufficient justification was found for extending the Lennox RMR contract beyond September 2009.  If there is a material change in the load forecast or the expected resource availability, this decision will be reviewed."

This may not be appropriate for OPG, but I will ask it anyway.  Dealing with the first contingency that was discussed here about the possible delays in these new facilities coming on stream, is OPG aware of any delays?

MS. WIZNIAK:  OPG is not aware of any delays, nor would OPG be aware or know of these delays if they were there.

MR. THOMPSON:  Okay.  On the other contingency about material change in load forecast, is OPG aware of any material change in load forecast that might affect this?

MS. WIZNIAK:  Not at this time, no.

MR. THOMPSON:  Thank you.

Let me turn to my second topic, then, which is just in terms of the application and its context, which was some excerpts from the Board's decision in EB-2007-0715.  Perhaps the easiest way to pursue this is just have you turn up Procedural Order No. 1.

MR. BARRETT:  Can I ask Mr. Cass to pass up a copy of the procedural order?

MR. CASS:  I am not sure if the witnesses have that, Mr. Thompson.

MR. THOMPSON:  Oh, okay.

MR. CASS:  I do have a copy.  Mine just has some highlighting, no handwriting or anything, so I hope that will be acceptable.

MR. THOMPSON:  I would even take it with handwriting, Mr. Cass.

--- Passes documents to witness.

MR. BARRETT:  Thank you.  We have it.

MR. THOMPSON:  The procedural order cites a number of passages from the EB-2007-0715 decision.  The one -- the excerpt I wanted to draw to your attention is on page 8 of the procedural order.

MR. BARRETT:  Yes.

MR. THOMPSON:  It starts with the sentence:
"Within that context, for any future RMR agreement for Lennox that may be filed by OPG, the Board expects OPG to come forward with the contract term that OPG believes will provide the most cost-effective outcome, having regard to the then current expectations as to the continued need for Lennox as an RMR resource."

Now, can I take it that when you filed your application, the company was aware of that expectation?

MR. BARRETT:  Yes, we were.

MR. THOMPSON:  All right.  And the application was filed for approval of a one-year contract, and in opening I heard Mr. Cass say, That's what we're still seeking approval of.  Have I got that straight?

MR. BARRETT:  Yes, that's correct.

MR. THOMPSON:  Okay.  So can I take it that the OPG's belief, then, in response to this expectation, is that the most cost-effective outcome, having regard to the then current expectations as to the continued need for Lennox as an RMR resource, is a one-year contract?

MR. BARRETT:  Yes, that's correct, with specific reference to the then current expectations as to the need.  As you would have seen in the evidence, OPG was interested in a longer term agreement, but the IESO's analysis essentially constrained us to a 12-month period.

MR. THOMPSON:  Now, the application was filed, I believe, on September 15th; is that right?

MR. BARRETT:  Yes, that's correct.

MR. THOMPSON:  Okay.  And the economic situation seems to have deteriorated rather materially since that filing date.  Would you agree with that observation?

MR. BARRETT:  I think, generally speaking, that's correct.

MR. THOMPSON:  Would you agree that prompts a need for greater flexibility for the IESO?

MR. BARRETT:  I'm not sure I am in a position to answer that question.

MR. THOMPSON:  Okay.  Then to my next topic, then, which is the commercial viability of Lennox beyond September 30, 2009.

Perhaps we could start here with CME 2 -- Interrogatory No. 2, excuse me.

MR. BARRETT:  Yes, we have that.

MR. THOMPSON:  Well, that was really one for the OPA, I guess.  Let me see.

MR. BARRETT:  CME 3 is what I was looking at.

MR. THOMPSON:  CME 3, that's one I really wanted to start with, with you folks.

In this response, as I understand it, Lennox's viability beyond September 30, 2009 will be as a peaking plant going forward.  Just stopping there, have I got that straight?

MR. BARRETT:  It has always operated as a peaking plant.

MR. THOMPSON:  So that's no change?

MR. BARRETT:  No change.

MR. THOMPSON:  Then the answer implies that Lennox, without some sort of contractual support, wouldn't survive in the competitive market.  Should I draw that from this answer?

MR. BARRETT:  Certainly there are some challenges based on the operation of the market as it currently stands.

MR. THOMPSON:  And -- I'm sorry.

MR. BARRETT:  I was just going to say, as we indicated here, if there wasn't contractual support after September 2009, we would have to assess the continued viability of the plant.

MR. THOMPSON:  Okay.  Do I understand that the contractual support that you are discussing here would be contractual support from the OPA?

MR. BARRETT:  That is our expectation, yes.

MR. THOMPSON:  Could it be from any other party?

MR. BARRETT:  It is certainly possible, but no other party comes to mind.

MR. THOMPSON:  Right.  Unlikely?

MR. BARRETT:  Unlikely, yes.

MR. THOMPSON:  Okay.  And the OPA's response to, I think, a similar question -- I don't know if you have that there.  It would be CME No. 2, where the OPA indicates that it remains committed to the continued operation of Lennox, and then goes on and describes what kind of procurement contract it might consider.  And it concludes by saying:
"The terms and conditions have yet to be defined.  A logical starting point is the Lennox RMR."

Would I be fair to suggest that in the context of these responses, that Lennox's commercial viability beyond September 30, 2009 is not the subject matter of an RMR contract, but it will be, if it is the subject matter of a contract, a contract with the OPA?

MR. BARRETT:  I think that is correct, unless there is a change in the IESO's analysis regarding the need for a local area support.

MR. THOMPSON:  Right.  Thank you.  Those are my questions.

MS. NOWINA:  Thank you, Mr. Thompson.  Mr. Stephenson.
Cross-Examination by Mr. Stephenson:

MR. STEPHENSON:  Thank you, Madam Chair.  Panel, my name is Richard Stephenson.  I am counsel for the Power Workers' Union.

I just wanted to confirm a couple of things, perhaps.  The first question is this, that assuming that the IESO had not concluded that it did not see a need beyond 2009 for an RMR or local area reliability need for Lennox, am I correct that it is fair to assume that OPG would have been proposing a multi-year contract?

MR. BARRETT:  If the analysis supported a term longer than 12 months, yes, it would have.

MR. STEPHENSON:  Okay.  And I take it that that is because of OPG's analysis that it could have made, through planning and other means, a more cost-effective operation by spreading that out over the context of a multi-year contract?

MR. BARRETT:  That would have been one of the reasons, yes.

MR. STEPHENSON:  In terms of the present -- the proposed one-year contract, we have heard that its terms are not materially different than prior contracts.

I just wanted to confirm one thing, and that is, in terms of the -- both the proposed operation of the plant under the contract and the proposed market into which you are going to be selling the power, I take it there has been no material change in that either?  

If I can -- what I want to get -- the point I want to get to is this -- and I apologize this is clumsy, but the contract is no different, but the circumstances that the contract pertains to are not materially different either; is that fair?

MR. BARRETT:  Yes, that's fair.

MR. STEPHENSON:  Okay.  Now, the issue that I want to try to grapple with is this problem about how it appears that we've got a one-year sunset on the RMR scenario, unless there are changed circumstances, and yet we may not be in a position to have a procurement contract in place at the time -- by the end of September of next year.  I take it that is a live scenario?

MR. BARRETT:  Yes, sir.

MR. STEPHENSON:  And just going back in history, I take it the RMR contracts, the very first one arose as a consequence of OPG's application to deregister the Lennox facility?

MR. BARRETT:  Yes.  That starts the process.

MR. STEPHENSON:  Right.  And indeed I take it the deregistration, but for the existence of the RMR contract that came about, was the first stage in what would have otherwise been a decommissioning process?

MR. BARRETT:  Yes, that's correct.

MR. STEPHENSON:  And in the absence of a procurement contract from the OPA or somebody else, I take it there is no reason to believe that that process would not reoccur upon the conclusion of any RMR contractual support?

MR. BARRETT:  Yes, that's fair, again, assuming there would be no change in the market circumstances, as well.

MR. STEPHENSON:  Right.  And let's just assume that the market circumstances stay the same as an ongoing assumption, just to simplify matters.

I just want to get a sense of the timing that we're into, because, as we all know, the IPSP is now, as I described it, in hiatus, and it is not at all clear when we're going to get either what the IPSP is going to say or when it is going to be approved, assuming it is approved.

Let's assume that by the middle of the summer of 2009, you get the word from the IESO that, on the basis of their current forecasts, they're not prepared to enter into a new RMR contract, okay?

And let's also assume that at that point in time neither the outcome for nor the timing of the IPSP is known, okay?  

So can you assist us in terms of, what does OPG do at that point in time, in the sense of how rapidly does it move to deregister this facility?

MR. BARRETT:  I think at that point we would still be in the assessment phase.  And I say that because we would have to have an understanding of what the likely outcome of the IPSP process might be and what the prospects were for a longer term agreement for Lennox.  We would have to factor that into our analysis.

There may also be a decision on the part of the province, concerned about adequacy in the near term, to issue a directive to the OPA to contract for the Lennox facility.

MR. STEPHENSON:  We're going to get to that in a minute.  But am I right that in the absence of a successful deregistration application -- and can you assist me for a moment.  The application to deregister goes to who?

MR. BARRETT:  You file the application with the IESO.

MR. STEPHENSON:  Are they the decision-making body?

MR. BARRETT:  They may -- they have an ability under the rules to stop the deregistration process, if their analysis concludes that there will be an unacceptable impact on local area reliability.

MR. STEPHENSON:  We're assuming that is not on the cards, by definition, under this scenario.  So if they don't do that, then where does it go?

MR. BARRETT:  It remains with the asset owner to continue the process to seek directions from the IESO and Hydro One with respect to the specifics of disconnecting the facility and deregistering the facility from the market.

MR. STEPHENSON:  Okay.  In the absence of that deregistration process being completed, can you assist me?  What are the obligations of OPG at the conclusion of the RMR contract, but prior to deregistration?  I take it you still have to make the facility available?

MR. BARRETT:  As long as we're registered in the IESO market, we have to act in accordance with all of the market rules and obligations that go along with that.

MR. STEPHENSON:  Right.  But I take it that that would wind up costing OPG, all things being equal, a bundle of money?

MR. BARRETT:  Based on current forecasts, yes.

MR. STEPHENSON:  I take it that that just goes straight to the shareholder?  There is no one you can offload that onto?

MR. BARRETT:  Again, absent some kind of contractual support, that's correct, it would flow down to net income.

MR. STEPHENSON:  Okay.

Next question I have for you, have you explored this issue of the ministerial directive yet, that -- in the sense of have you turned your mind to (a) the prospect of doing it, and (b) what kind of time frame you are going to be looking at if you go down that road?

MR. BARRETT:  We certainly have turned our mind to it.  And, as well, following the decision to put the ISP process in abeyance, we alerted the province that one of the possible consequences for that -- from that would be that there would not be contractual support for Lennox after September 2009, again, assuming that this contract was approved.

MR. STEPHENSON:  I take it there is nothing this Board can do in this hearing that assists you one way or another, in terms of that issue as between the Minister, the OPA and OPG on the --

MR. BARRETT:  I think that is correct, sir.

MR. STEPHENSON:  And let me just come again back to this point.  Assuming, again, the RMR contract comes to an end and you don't have a procurement contract in place and/or in the foreseeable future, I take it that OPG, then, is going to be incurring costs in one of either two basic ways?

Either it is going to be -- it will not have deregistered Lennox and it will be incurring costs because it will be operating on an uneconomic basis; correct?

MR. BARRETT:  That's one scenario, yes.

MR. STEPHENSON:  Or it will have deregistered Lennox and it will be incurring costs by virtue of either permanent or temporary lay-up costs?

MR. BARRETT:  Yes, that's correct.

MR. STEPHENSON:  And I take it that is more or less the universe?  I mean, those are the two options, isn't it?

MR. BARRETT:  I believe that is correct, yes.

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

MS. NOWINA:  Thank you, Mr. Stephenson.  Ms. Band.
Cross-Examination by Ms. Band:  

MS. BAND:  Thank you.  Good morning.

I have two or three areas I would like to cover this morning.

The first area relates to forecasting of energy production from Lennox, and for that I am going to be referring to OPG's response to AMPCO IR No. 4, and, as well, to OPG's response to Board Staff's IR No. 2(a), if you have those handy.

Am I correct that the energy production forecast that is used in the RMR agreements is prepared by OPG?

MS. WIZNIAK:  That is correct.

MS. BAND:  And it would be helpful, I think, if you could explain to me a little bit about how you forecast production from Lennox.

MS. WIZNIAK:  OPG uses a multi-area analysis.  We match generation resources to demand forecasts.  Part of this analysis -- or this analysis is based on a least cost or -- solution in determining how generation meets demand.

MS. BAND:  Okay.  So, forgive me, are you then saying that the facility -- you look at when the facility might run, depending on when it might actually be run in merit order; is that essentially --

MS. WIZNIAK:  That's correct.

MS. BAND:  -- correct?  Thank you.  I understand from AMPCO Interrogatory No. 4 that when the -- when you were doing the forecast for this latest RMR contract, you had estimated production at 19,000 megawatt hours?

MS. WIZNIAK:  That's correct.  That was based on the business planning assumptions at the time.

MS. BAND:  Then I see, from a footnote to that IR response, that more recent estimates have you at approximately 50,000 megawatt hours?

MS. WIZNIAK:  That's correct.

MS. BAND:  And did I hear you correctly this morning that since the 1st of October, OPG -- or, sorry, Lennox has produced 37 gigawatt hours of electricity?

MS. WIZNIAK:  Up to about December 9th, yes.

MS. BAND:  Okay, thank you.

Can you explain what factors led you to change -- led you to move from the 19,000 megawatt-hour figure to the 50,000 megawatt-hour figure?

MS. WIZNIAK:  The 19,000 megawatt-hour figure was based on business planning assumptions at the time that the contract was being negotiated.  So that would have been around early July of this year.

The 50,000 was based on more recent business planning assumptions, generally, within the last month.  So some of our forecasts would have changed between July and October.

MS. BAND:  And would it be correct that essentially, then, it is a question of your forecast of how often you would run in merit order has changed to reflect the higher number?

MS. WIZNIAK:  That's correct.

MS. BAND:  Or to get you to the higher number?

MS. WIZNIAK:  That's correct.

MS. BAND:  And is 50,000 megawatt hours still your current estimate, or have you, since filing the response to the IR, now revised that in any way?

MS. WIZNIAK:  I am not sure, but it would be around that same number.  Generally, the forecasts are conservative for Lennox.

MS. BAND:  Thank you.  I would like to turn now a little bit to what the implications of the difference in the forecast in production are for the costs under the contract.

So, again, in the application, I believe the estimate is total payments of something in the area of $65.2 million, which I take it was based on the 19,000 megawatt-hour production figure?

MS. WIZNIAK:  That is correct.

MS. BAND:  So moving now to a 50,000 megawatt-hour figure, can you give me some idea of what the total contract payment amounts would be?

MS. WIZNIAK:  I don't have the total contract payments right now, but the fuel costs would increase to around $17 million, so they would increase from 11.6 million in AMPCO IR No. 4 to around $17 million.

So that would be the greatest contributing factor to additional costs.

MS. BAND:  And --

MS. WIZNIAK:  Corresponding with that would be an increase in revenues, as well.


MS. BAND:  I guess I am trying to get a sense of the order of magnitude of any difference in the total payment contract amounts based on the revised estimate of production from Lennox.

[Witness panel confers]

MS. WIZNIAK:  I don't have that information.  Generally, the fuel costs will go up and, correspondingly, the market revenues will also increase.

MS. BAND:  Would you be able to produce those numbers?

MS. WIZNIAK:  Corresponding to the 50 gigawatt hours?

MS. BAND:  Hmm-hmm.

MS. WIZNIAK:  Yes, we could produce those numbers.

MS. NOWINA:  Before we leave it, Ms. Band, can I get one clarification?  When you say the fuel costs would increase from 11 million to 17 million and the revenue -- is it a one-to-one correspondence between the fuel costs and the revenue increase?

MS. WIZNIAK:  It is not exactly one-to-one, no.

MS. NOWINA:  All right.  Thank you.  We're looking for an undertaking then?

MS. BAND:  Yes.  I would be.

MS. NOWINA:  That will be undertaking J1.1.
Undertaking No. J1.1:  To produce numbers corresponding to 50 gigawatt hours.

MS. BAND:  And if I may, it would be helpful as part of your -- when you provide that information, if you could also identify what the per-megawatt-hour charge to the market would be under the 50,000 megawatt-hour scenario.  Thank you.

Before turning to the next general set of questions on a different topic, I was wondering if I might ask a couple of questions in relation to CMSC payments for Lennox.

MR. BARRETT:  Yes.

MS. BAND:  For that, I would ask you to turn to the response that was provided to Board Staff's Interrogatory No. 2(a).  There is a chart called "Table A".

MR. BARRETT:  Yes.

MS. BAND:  And I am looking at page 4 of 11.  And I note from this table that in each of the three previous RMR contract terms, Lennox did receive CMSC payments?

MS. WIZNIAK:  That is correct.

MS. BAND:  And can you confirm for me whether these are constrained on or constrained off payments.

MS. WIZNIAK:  They include both.

MS. BAND:  Oh, they do include both?

MS. WIZNIAK:  Yes.

MS. BAND:  And can you tell me, do you have a sense for how many hours, say, in the third term, Lennox was constrained on or off?

MS. WIZNIAK:  I don't have a sense of the number of hours, no.

MS. BAND:  The IESO may be able to provide some information on that.

Do you have a sense for what the system conditions might have been when Lennox was constrained on or off, what would have triggered --

MS. WIZNIAK:  The IESO would be in a better position to answer that question.

MS. BAND:  All right.  Thank you.

I am going to turn now to the question of the issue of the cost-effectiveness of a multi-year contract.  For that, I am going to be referring to the evidence that was filed on November 10th.

And in that evidence, on page 4, OPG identifies what it considers to be the three main benefits of a longer term contract for Lennox.  The first benefit is in relation to effective and efficient planning.

There is a reference in that evidence to generally more efficient maintenance and project work, and other efficiencies, if it's known that the station will be required for the medium term.

Can you -- when you are talking about medium term, are you talking about something -- well, what is your framework for the medium term?  Is that one year, two years, five years?

MS. WARTMAN:  That would be five years.

MS. BAND:  Okay.  So would I be correct, then, that even assuming for a moment that a two-year RMR contract were in the cards, these efficiencies would not be realized if that was -- if the two-year commitment was all that you had for Lennox?

MS. WARTMAN:  It would make it more difficult to achieve some of those, yes.

MS. BAND:  And, similarly, in relation to the CHP project?

MS. WARTMAN:  The CHP project would not go unless we had a commitment for a longer term.  Two years, the pay back is in excess of that, so it just wouldn't be worth the cost.

MS. BAND:  Thank you.  One last area for you relates to contract period -- sorry, contract payments for the period after October 1st, 2008.

For this, I will be referring to the RMR contract itself, which is filed as part of the application, and, as well, to the IESO's response to PWU's Interrogatory No. 5.

Now, in the response to PWU Interrogatory No. 5, the IESO, and I am paraphrasing, but essentially states that unless and until this new RMR agreement is approved, OPG will be compensated for energy and operating reserve that it delivers after September 30th through market revenues like any other dispatch generator.

Is that correct?

MR. BARRETT:  Yes, that is correct.

MS. BAND:  You agree?  Assuming that the RMR contract is approved by the Board, am I correct that under section 9. -- sorry.  I should turn you to section 9.17 of the RMR contract.

MR. BARRETT:  Should we turn that up?

MS. BAND:  And am I correct that essentially that section of the -- under that section of the contract, OPG would be compensated for any deficiencies between costs in revenues for any energy produced on and after October 1st, 2008?

MS. WIZNIAK:  That is correct.

MS. BAND:  Thank you.  I guess it would be -- it may be helpful for me to just confirm how the payment scheme would work for production that occurred after October 1st to the date of approval of the contract, assuming the contract is approved.

Maybe we can just take, for illustrative purposes, an assumption that the contract is approved on December 31st of this year.

So as I understand it, under section 9.17 of the contract, the IESO would have to pay OPG the monthly amounts under the contract that accrued between October 1st 2008 and December 31st, 2008; is that correct?

MS. WIZNIAK:  That is correct.

MS. BAND:  And that would essentially be done at the time that the IESO then makes its next scheduled payment of the monthly payments?

MS. WIZNIAK:  That is correct.

MS. BAND:  And then if I could just ask you to flip further into the contract to appendix A -- or, sorry, schedule A and, in particular, to section 6 of schedule A?

As I understand how that works, there will be true-ups in relation to payments that might be made -- or there may be true-ups in relation to payments that might be made in relation to the October 1 to December 31st period.

As I understand this provision in the schedule, the parties would exchange true-up statements, and then any net true-up would be calculated and spread over the remaining term of the agreement; is that correct?

MS. WIZNIAK:  That is correct.

MS. BAND:  So that essentially in each of the remaining months of the agreement, which, if I did the math right, is nine months, but I am not good at math, one-ninth of the true-up payment would be added to whatever else is paid under the contract?

MS. WIZNIAK:  That is correct.

MS. BAND:  Thank you.  Thank you very much.  Those are my questions.

MS. NOWINA:  Thank you, Ms. Band.  Mr. Cass, re-direct?
Re-Examination by Mr. Cass:

MR. CASS:  I just have one area in re-examination, Madam Chair, if I may.  It goes back to the questions that Mr. Adams was asking you.  I am not sure if the panel can elaborate any more on this or not, but I thought I would ask a question and give the opportunity.

The panel may recall that Mr. Adams was asking questions about -- I guess it would be in the nature of hypothetical questions about different structure of contract for Lennox output that would have been more what he called all energy based.

I wonder if the panel would have any comments on how appropriate that would be or how that would work in the context of a local area reliability issue, such as that which the IESO is addressing? 

MR. BARRETT:  Well, I have maybe one comment and Ms. Wizniak will have additional comments.  One of the issues I think you would have with that is simply the way that OPG participates in the market.  As Ms. Wizniak indicated, OPG offers into the market on a marginal cost basis, and in respect of this facility that is predominantly fuel and some variable O&M.

So if you were to try and calculate both fixed and variable together, and offer into the market on that basis, I think that you would be affecting the merit order dispatch of the market, also raising the cost of the facility and making it less likely that it would run; thereby reducing the market revenues it might earn.

MR. CASS:  All right.  Thank you.  Ms. Wizniak, did you have anything further?

MS. WIZNIAK:  No, I don't.  I think the key point that Mr. Barrett brought up is it would make the facility even more uncompetitive in the market by raising its offer prices.

MR. CASS:  All right.  Thank you.  Thank you, Madam Chair.

MS. NOWINA:  Thank you very much.  So this panel is dismissed, and we will take our morning break and return at 15 minutes to 11:00.

--- Recess taken at 10:22 a.m.


--- Upon resuming at 10:49 a.m.

MS. NOWINA:  Please be seated.

Mr. Rattray, do you want to introduce your witnesses first?

MR. RATTRAY:  Thank you, Madam Chair.  The IESO has two witnesses on this panel, Mr. Douglas Thomas and Ms. Barbara Constantinescu.  Their CVs were circulated previously and I would ask that they be marked as exhibits.  

MS. BAND:  Certainly.  Mr. Thomas's CV would be Exhibit K1.5, and Ms. Constantinescu's CV would be K1.6.
Exhibit No. K1.5:  CV of Douglas Thomas.
Exhibit No. K1.6:  CV of Barbara Constantinescu.

MR. RATTRAY:  Thank you.  Mr. Thomas holds the position of director of settlements and is responsible for management of settlement and metering function at the IESO, as well as the negotiation and administration of ancillary service contracts.

Ms. Constantinescu is manager of market facilitation in the MS&O division, or market system operation division, at the IESO.

Now, Mr. Thomas and Ms. Constantinescu, were you involved with the preparation --

MS. NOWINA:  We haven't sworn the witnesses yet, Mr. Rattray.

MS. NOWINA:  I think what we will do is get Mr. Mia to introduce his witnesses.  Then we will swear them all, and then you can proceed with your questions.

MR. RATTRAY:  Thank you, Madam Chair.  Mr. Mia?

MR. MIA:  Thank you, Madam Chair.  Mr. Bob Gibbons, his CV has been circulated, as well, and I would ask it be entered as an exhibit.

MS. BAND:  That will be K1.7.
Exhibit No. K1.7:  CV of Bob Gibbons.

MR. MIA:  As his resume indicates, Mr. Gibbons is the director of resource integration in the power system planning group at the Ontario Power Authority.

MS. NOWINA:  Thank you.  We will swear the witnesses now.
ONTARIO POWER AUTHORITY AND INDEPENDENT ELECTRICITY SYSTEM OPERATOR - PANEL 2

Douglas Thomas, Sworn


Barbara Constantinescu, Sworn


Bob Gibbons, Sworn

MS. NOWINA:  Thank you, Mr. Quesnelle.  So it is a little bit of an unusual situation where we have people from different organizations on the same panel, although we have done it before.

The way, then, that we will handle it, I think, Mr. Rattray, is you can do your examination-in-chief first, then Mr. Mia may do his, and then we will go to the other parties, and then we will give you both an opportunity for redirect at the end.  Does that make sense?

MR. RATTRAY:  Thank you, Madame Chair.

MS. NOWINA:  Go ahead, Mr. Rattray.
Examination by Mr. Rattray:

MR. RATTRAY:  I would just like to confirm for the record, Mr. Thomas and Ms. Constantinescu, that you were involved in the preparation of the IESO's response to the interrogatories?

MR. THOMAS:  I was.

MS. CONSTANTINESCU:  I was, too.

MR. RATTRAY:  Do you adopt the interrogatory responses provided by the IESO?

MR. THOMAS:  I do.

MS. CONSTANTINESCU:  I do, also.

MR. RATTRAY:  Are there any corrections to be made to the interrogatory responses provided by the IESO?

MR. THOMAS:  No, there are not.

MS. CONSTANTINESCU:  No.

MR. RATTRAY:  Thank you, Madam Chair.

MS. NOWINA:  Mr. Mia.
Examination by Mr. Mia:

MR. MIA:  Thank you.  Mr. Gibbons, is it -- can you confirm you were involved in the development of the power system -- Integrated Power System Plan evidence on behalf of the OPA?

MR. GIBBONS:  Yes, I was.

MR. MIA:  You are aware of the matters relating to the need for Lennox in that evidence?

MR. GIBBONS:  Yes, I am.

MR. MIA:  Thank you.

MS. NOWINA:  Mr. Adams.

Oh, Mr. Cass, I'm sorry.  Do you have any questions for the witnesses?

MR. CASS:  I don't, Madam Chair.  Would it be possible, though, to put OPG at the bottom of the list just in case there happened to be a question that arose out of other answers?  I don't expect there will be and I don't have any questions at this time.

MS. NOWINA:  Does anyone have any concerns with that?  Mr. Thompson says no.

MR. ADAMS:  No.

MS. NOWINA:  Thank you.  We will do that, Mr. Cass.

Mr. Adams, go ahead.
Cross-Examination by Mr. Adams:

MR. ADAMS:  Thank you, Madam Chair.

Panellists, Mr. Thompson and I have been kind of dividing up some of the areas of responsibility and he has more questions in the area of demand supply balance.

I have questions for -- just a couple of questions, really, for both the OPA and the IESO.

Now, just, I guess, really to the panel at large, in the event that Lennox was not online and there was a demand for peaking power, what resources would, in the place of Lennox, be meeting the load?

MS. CONSTANTINESCU:  There are a number of generation resources in the Ottawa area that would be utilized to ensure that the demand in the Ottawa area is being reliably supplied.  So those most likely would be dispatched for local area reliability.

MR. ADAMS:  Could imports from Quebec play a role in meeting the requirements in the Ottawa area?

MS. CONSTANTINESCU:  Under certain circumstances, when the province is short of resources, those could also be utilized depending on -- also, on the market schedules.

MR. ADAMS:  Ontario has both existing, longstanding interties with Quebec and also has new facilities that are under construction; is that correct?

MS. CONSTANTINESCU:  That's correct.

MR. ADAMS:  I understand that some of these new facilities are nearing their completion of their in-service on the Ontario side?

MS. CONSTANTINESCU:  Yes, they are.

MR. ADAMS:  And there are also, to make these facilities fully serviceable, requirements on the Quebec side and some of those preparations for full in-service have not yet been completed on the Quebec side, but are soon to be completed?

MS. CONSTANTINESCU:  Yes.  Quebec has informed us that they will have all facilities in service by the middle of next year on their side.

MR. ADAMS:  So middle of next year, meaning summer of 2009?

MS. CONSTANTINESCU:  That's correct.

MR. ADAMS:  Right.  Now, my questions are focussed on finding ways of trying to get customers out from under some of these staggering costs associated with Lennox.

It occurs to me that particularly in light of the hydrology situation right now in Quebec, they might have some power available to us at prices that might be competitive against Lennox; is that fair?

MS. CONSTANTINESCU:  In the absence of having some experience with the market, it is difficult to say -- having some market experience with a new interconnection in place.

MR. ADAMS:  But we have existing interconnections and we trade power back and forth.  We are buying and selling from Quebec as a routine matter now?

MS. CONSTANTINESCU:  Yes.

MR. ADAMS:  So we have some price points?  Do we know what this power is costing?

MS. CONSTANTINESCU:  I don't have that information available now.  We know; the IESO knows, but I don't have it available now.

MR. ADAMS:  Does the OPA have any view on whether there is potential for Quebec imports to be competitive against Lennox?

MR. GIBBONS:  It is our experience that Quebec tends to price their exports at the -- in a manner that reflects the opportunity cost of selling into other markets, such as New England and New York.

MR. ADAMS:  The fact that Ontario doesn't price the Lennox output into HOEP in a fashion that recovers the revenue for Lennox, does that affect our ability to compete for imports from Quebec?

MR. THOMAS:  If you priced Lennox, as I think you are coming back to all-energy costs -- if you priced Lennox in all-in-energy costs, that would drive up the average energy cost of Lennox, which I believe, as OPG said, would make it more uneconomic versus other alternatives.

MR. ADAMS:  It would improve the competitiveness of alternative sources of supply?

MR. THOMAS:  Relative to Lennox all-in cost.

MR. ADAMS:  Yes, yes.  No disagreement from me on that.

Now, OPG is subject to a licence condition that requires them to bid their generation in at marginal cost now?

MR. THOMAS:  The market rules require bidding in at marginal cost.

MR. ADAMS:  So if there was -- with a bi-cycle generator like Lennox where you've got a very small capital cost, but a high running cost of delivered power, the all-in energy market, based on marginal cost, is unlikely to recover the fixed cost of that facility; is that fair?

MR. THOMAS:  That's correct.

MR. ADAMS:  So if there was going to be some change that put Lennox into the market in a way different than the way the current RMR contract does, it would require change in market rules?

MR. THOMAS:  Correct.

MR. ADAMS:  But accept my proposition that the current way we are doing this does not send a signal to the consumers of power on peak as to the resources that they're truly consuming at that time.  When we put all of these fixed costs for Lennox into a flat monthly charge, my members, with flat load shapes, can really not avoid -- the incentive for them to get off and not contribute to those peak loads is diminished by the way the structure of these RMR contracts are now.

MR. THOMAS:  The Lennox RMR costs under the current construct bid in at marginal cost and the cost of the contract, the residual costs of the contract goes in via uplift.

So to the extent that they would reduce their consumption of energy and, therefore, reduce their share of uplift, they would see a benefit.

MR. ADAMS:  Okay.  The procedural order for the -- the first procedural order for this case identified the Board's interest in connecting this review that we are currently engaged in with the IPSP, and this review arises, as Mr. Barrett testified earlier, out of the IPSP, because of the changes in circumstances that materialized in that particular application.

But there are -- where I am going with my questions here relate to updates of information as to the current disposition of the demand supply balance.

If I understand correctly, there is a new 18-month outlook that is going to be issued in December --

MS. CONSTANTINESCU:  That's correct.

MR. ADAMS:  -- from the IESO?

MS. CONSTANTINESCU:  Yes.

MR. ADAMS:  That new 18 months will give us a refreshed view as to the in-service dates for the new generation that are coming along, and also an outlook on how the load is doing relative to the previous 18 months?

MS. CONSTANTINESCU:  That's correct.

MR. ADAMS:  But it is fair to say that since 2005 load has been trending downward -- although there's some question as to what the outlook is going to be, we have seen a general decline in load?

MS. CONSTANTINESCU:  We have seen that trend in the last two outlooks, yes.

MR. ADAMS:  We have also seen an increase in the new facilities that are coming into service, new, more modern generation of various designs and fuel types, and whatnot, but coming into service.  So the demand supply balance is shifting over time; right?

MS. CONSTANTINESCU:  Yes.

MR. ADAMS:  As reflected in these various updates, and 18-month being only one of them, where we're anticipating, with much anticipation I would say, the new IPSP.

At some point, as new generation comes in and load declines, we would expect that the need for Lennox would diminish, but we are not quite there yet, in terms of arriving at a situation.  Lennox is still running and it is still being called into the market.

I guess my question is:  How much -- the need date -- or the opposite of a need date, the retirement, the anticipated retirement date for Lennox, would be a function of both the outlook with regard to supply and demand, but because it is a marginal facility, uncertainties on both sides of supply and demand would influence the actual retirement date.

Am I reasonably clear here?

Does the OPA have a retirement date currently in mind with respect to when we are not going to need Lennox anymore?

MR. GIBBONS:  The IPSP evidence at Exhibit D, tab 8, schedule 1 indicates that all four units at Lennox are assumed to remain in operation until 2020, after which the need is reduced.

MR. ADAMS:  Yes, I read that evidence.  A lot of that evidence is based on inputs that arise from studies on demand and supply, some of which -- going back into the earlier years of this decade.

We are going to get an update on that evidence in March.  You don't have any update that you are prepared to offer us, Mr. Gibbons, at this point?

MR. GIBBONS:  Well, as you have recognized, the IPSP is currently being revised in response to the supplemental directive, and it would be premature for me to speculate as to the outcome of the revision.

However, I think I can say, with some degree of confidence, that the substance of the rationale for keeping Lennox in service is unchanged.

Lennox is required for purposes of ensuring overall system adequacy and also operational flexibility.  And this is particularly important to mitigate the risk associated with the assumed significant contributions from conservation and renewable resources which are included in the plan.

In addition, Lennox is able to act as a source of backup for intermittent renewable resources and to form a change in system demand from hour to hour.

It is also able to provide fast response capability following a system contingency, such as the loss of generating units. 

At this point in time, as I indicated, it would be premature to speculate as to the time period for which Lennox is required and as will be contained in the updated IPSP.

However, it is my professional judgment that Lennox will be required until at least 2014, to ensure that coal-fired generation can be shut down and to provide a source of backup generation and operating flexibility as additional amounts of non-dispatchable renewable generation are added to the system.

MR. ADAMS:  So we've got at least six more years of these huge bills to pay.

In the OPA's response to CME Interrogatory No. 2, if I could just turn you to this, the first line of this response says:
"OPA remains committed to the continued operation of Lennox GS."

I read that and I thought I can understand being committed to reliability or committed to a sound power system in Ontario in some kind of larger sense, but committed to the continued operation of Lennox?  It sounds like a subsidiary commitment.

I am just wondering why you used this language.  What is the basis for the commitment that we are to read into this reply?

MR. GIBBONS:  The intention of this statement is that OPA has not changed its view with respect to the requirement for the operation of Lennox in the period beyond -- in the period that I indicated.

MR. ADAMS:  Right, okay.  Thank you, Madam Chair.  No further questions.

MS. NOWINA:  Thank you, Mr. Adams.  Mr. Thompson.
Cross-Examination by Mr. Thompson:

MR. THOMPSON:  Yes, thank you, Madam Chair.

Let me start with the IESO witnesses, if I may, first.

If you would go to the IESO's response to CME Interrogatory No. 1.  I was discussing this this morning with the OPG witnesses.

That refers to the technical assessment that we were discussing earlier today and the local reliability need pertaining to those assessments.

On page 2 of this response, there is a reference to the IESO's obligation to enter into must-run contracts only for the purpose of local area reliability.

Can you tell me where the source of that obligation -- is that in a licence condition, market rules?

MR. THOMAS:  That reference is contained in the market rules, specifically chapter 7, section 9.6.1, which states that:
"...other than the reasons of a lack of overall accuracy of the IESO controlled grid."  

So it is a reference to the market rules.

MR. THOMPSON:  Okay, thank you.

Now, earlier today, I had asked some questions of the OPG witnesses about the assessment report, and I read an excerpt from it dealing with these three major projects that are operating to eliminate Lennox as a local area reliability need as of September 30, 2009.

Were you folks here when we read that excerpt?

MR. THOMAS:  Yes, we were.

MR. THOMPSON:  There are three projects listed there.  One is Goreway station.  Another is Portlands Energy Centre, and the third was the Quebec HVDC.  What does HVDC stand for?

MS. CONSTANTINESCU:  High voltage direct current interconnection.

MR. THOMPSON:  Okay.  There was mention in the report or the assessment that contingency might be a delay in the in-service dates or the commercial operation dates for these projects.  Mr. Adams had some questions in this area.  But can you tell me, is Goreway in commercial operation?

MS. CONSTANTINESCU:  Goreway station is expected to achieve commercial operation in 2009.  The date, that date was published in the update, the interim update to the 18-month outlook.  It was included in one of the responses.  Q1 2009.

MR. THOMPSON:  Okay.  So is it on schedule?

MS. CONSTANTINESCU:  As far as we know, it is.  We haven't heard otherwise.

MR. THOMPSON:  Then the Portlands Energy Centre, is it in commercial operation?  Is it on schedule compared to what was expected when this assessment was prepared?

MS. CONSTANTINESCU:  Yes.  It is expected to be on schedule.

MR. THOMPSON:  All right.  Then the Quebec connection, is that in commercial operation yet?

MS. CONSTANTINESCU:  No, it is not in commercial operation.  However, the transmission reinforcement related to the interconnection that were constructed in the Ottawa area are already in service.

MR. THOMPSON:  Okay.  So is everything that was described in the assessment on schedule?

MS. CONSTANTINESCU:  So far, all of the new facilities that were described in the assessment are on schedule.

MR. THOMPSON:  So am I correct that as we sit here today, the IESO expects no local reliability need for Lennox beyond September 30, 2009?

MS. CONSTANTINESCU:  Yes.

MR. THOMPSON:  All right.  So don't take this the wrong way, but the IESO won't be doing anything for Lennox under an RMR contract beyond September 30th, 2009, as we sit here today?

MS. CONSTANTINESCU:  As we sit here today, we don't expect to have to do a reassessment of the need for an RMR contract for Lennox.

MR. THOMPSON:  Okay.  Now, just in terms of the dollars that are being paid under this contract, I will ask this of the IESO first.

If you could go to AMPCO Interrogatory No. 4 and also Board Staff No. 2(a)?

MR. THOMAS:  Board Staff 2(a) is whose interrogatory?

MR. THOMPSON:  Yes.  Board Staff 2(a) has eleven pages, I think, of numbers, and I wanted to take you to page 3.

MR. THOMAS:  Thank you.

MR. THOMPSON:  Okay.  This is, as I understand it, showing the amounts that the IESO has agreed to pay to OPG for this standby service.  Is that your understanding?

MR. THOMAS:  Correct, yes.

MR. THOMPSON:  So in the AMPCO document at the second line, there are non-fuel costs of $55 million and some change.

Then on page 3 of the Board Staff response, there is a number at the bottom of 66 -- no, total estimated operating costs of $66, almost $67 million.  That, as I understand it, includes 11 million of fuel costs.

So taking out the fuel costs, all of those amounts below fuel costs at the first line total about $55 million.  Is that your understanding of the numbers?

MR. THOMAS:  That is my understanding, yes.

MR. THOMPSON:  Okay.  And in the AMPCO exhibit, they're showing forecast production of 19,000 megawatt hours, and there was discussion this morning that that's now closer to 50,000.

Can IESO tell me what -- if you look at labour under this contract, it is, like, $29 million.  Looking at the forecast activity, this plant is down more than it is up.

What's all that labour cost for?

MR. THOMAS:  I can answer at a higher level perspective.  The person who -- obviously, these are Lennox facilities' costs.

MR. THOMPSON:  I understand.

MR. THOMAS:  Lennox, I believe, has approximately 162 employees that are there, some of whom are management and some of whom are represented by the Power Workers' Unions.  So they are the salaries and associated benefits associated with the staff at Lennox.

MR. THOMPSON:  But these are part of the fixed costs you have agreed -- the IESO has agreed to pay under this RMR contract?

MR. THOMAS:  That is correct.

MR. THOMPSON:  Do you question those at all?

MR. THOMAS:  We review the costs that OPG submits for reasonability, for comparisons with prior years.

MR. THOMPSON:  So what does that mean?  If it looks like it is in the ballpark to the prior year number, you go along with it; is that the idea?

MR. THOMAS:  If it looks reasonable, yes, we accept OPG's submissions, in terms of what they believe their labour costs will be.

MR. THOMPSON:  All right.  Well, do you make any effort to negotiate these costs down?

MR. THOMAS:  The structure of the Lennox RMR costs are that OPG -- the structure of the contract is that OPG recovers its costs of operating Lennox.

With respect to the specific labour costs, as I said, they relate to management and they relate to collective agreements that OPG has in place with the Power Workers' Union.

MR. THOMPSON:  All right.  Okay, thank you.

Now, moving, then, to the OPA, if I might, I think the starting point for this discussion would be the OPA's response to CME Interrogatory No. 2.

There was a discussion this morning, Mr. Gibbons, about the commercial viability of Lennox beyond September 30th, 2009.  The OPG witnesses indicated that they would need some sort of contractual support.

I took from their evidence that if they're going to get that contractual support, it is going to come from the OPA.  Were you here when that discussion took place?

MR. GIBBONS:  Yes.

MR. THOMPSON:  Do you agree with that?

MR. GIBBONS:  Yes.

MR. THOMPSON:  All right.

So it then comes to the OPA's contractual commitment, is the way it's been framed here in this interrogatory question and response to Lennox.

My first question is this.  It pertains to the interrogatory subparagraph (a) where we asked the OPA to describe the terms and conditions on which OPA will acquire Lennox output, which will assure that the interests of electricity consumers are protected.

I am not so sure that that part of the question was answered, but let me ask you this:  What would a contract with Lennox look like if the OPA designed it to require that they only pay a market price?

MR. GIBBONS:  I am not really in a position to respond to that question.

My, I guess, contribution is with respect to the need for Lennox.

MR. THOMPSON:  Well, let me try it this way.  The response to question (a) says the terms and conditions have yet to be defined, which is what I hear you saying here now, but it goes on and says:   
"A logical starting point is the Lennox RMP."

My question is:  Why is that a logical starting point?  That is like a fixed price bailout contract.

MR. GIBBONS:  Well, I would submit --

MR. MIA:  Madam Chair, I don't know if Mr. Gibbons is in a position to answer.

MS. NOWINA:  Is your mic on, sir?  Is your mic on?

MR. MIA:  I'll try again.  There we are.  I believe Mr. Gibbons is here to answer questions on need, technical need on the system for Lennox.  I think he has tried to be helpful.

I don't know how much more he can provide to Mr. Thompson to be helpful in terms of contracting and procurement.  That is not his expertise, and I believe it would be premature for him to speculate on that and inappropriate.

MS. NOWINA:  If he can't answer the question, it is fair for him to say that.  Mr. Gibbons, can you not answer the question?

MR. GIBBONS:  I cannot answer the question.

MR. THOMPSON:  All right.  Let me take one stab at it.  Are these words, "a logical starting point is the Lennox RMR" your words or somebody else's?

MR. GIBBONS:  These are the OPA's words.

MR. THOMPSON:  No.  But are you responsible for these words?

MR. GIBBONS:  I personally did not write these words.

MR. THOMPSON:  Well, who is responsible for those words, the position of the person that's responsible?

MR. GIBBONS:  The position of the person who wrote these words is one who is in the electricity resources division of the OPA who is responsible for procurement.

MR. THOMPSON:  All right.  So that's the individual we would have to speak to to get more detail on this?

MR. GIBBONS:  Yes.

MR. THOMPSON:  Okay.  So you couldn't help me with the numbers that I put to the IESO witnesses as to whether that would influence the OPA or not?

MR. GIBBONS:  That's correct.

MR. THOMPSON:  Okay.  Now, the other item here in this interrogatory response says the OPA could enter into a procurement contract with OPG regarding Lennox GS as the result of a ministerial directive or OEB approval of the IPSP procurement process.

Do I understand from -- well, are you responsible for that part of the answer?

MR. GIBBONS:  I am not responsible for either part of that answer -- of the answer.

MR. THOMPSON:  Well, can you help me with this?  Do you need one or the other before you can contract with Lennox?

MR. GIBBONS:  It is my understanding that both -- one or the other is required.

MR. THOMPSON:  All right.  So if neither of those materialize by September 30th, 2009, then Lennox would be out of luck, in terms of contractual support?

MR. GIBBONS:  I can't comment.

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

MS. NOWINA:  Thank you, Mr. Thompson.  Mr. Stephenson.
Cross-Examination by Mr. Stephenson:

MR. STEPHENSON:  Thank you, Madam Chair.  Just a couple of questions.

Mr. Adams asked, I believe it was, Mr. Thomas about the impact of the structure of the payment received by Lennox under the RMR contract on the HOEP.

As I recollect the gist of that exchange, if somehow an RMR contract was restructured so it was an all-energy charge, by definition, the Lennox bid price would be higher; correct?

MR. THOMAS:  That is correct.

MR. STEPHENSON:  And as a result of that, presumably it would be the marginal unit or the price-setting unit less frequently, I assume; fair?

MR. THOMAS:  Correct.

MR. STEPHENSON:  As a result of that, I take it some other unit would be the price-setting unit and that that unit, by definition, would have a price higher than the price that Lennox currently sets the price at, fair, because if Lennox isn't the marginal unit, the next higher-priced one will be?

MR. THOMAS:  Correct.  If Lennox is not the correct marginal unit, the next higher-priced one would be.  

MR. STEPHENSON:  So the net effect of that structuring - and I think Mr. Adams said as much - is that HOEP is, at least from time to time, lower presently than it otherwise would have been under an all-energy Lennox contract; fair?

MR. THOMAS:  Correct.  Correct.

MR. STEPHENSON:  I take it the effect of that is that Ontario electricity consumers pay a lower price in those hours, as that gets bundled up through the market?

MR. THOMAS:  Yes.

MR. STEPHENSON:  Okay.  The second question I had was we did get some evidence about how many -- the energy that Lennox had has produced since, I think it was, October 1 of 2008.  I have forgotten how many gigawatt hours it was, but it as -- here is the question I do have for you.

Can you help us, at least in ballpark terms, how many hours Lennox has run since October 1st?

MR. THOMAS:  I do not have that information.

MR. STEPHENSON:  Okay.  Can you help us, at least directionally, in the sense of is it running more or less hours in 2008 than it was doing in 2007?  Can you assist us in that regard?

MR. THOMAS:  Not off the top of my head.  I'm sorry, I don't have that specific knowledge versus 2007.

MR. STEPHENSON:  Okay, that's fine.

This one is for Mr. Gibbons.  Just in terms of the transition of Lennox going off RMR on to some kind of OPA procurement contract -- leave aside, because of the hiatus in the IPSP, there is some doubt about (a) what the IPSP will say when it is approved and whether it is approved.  Certainly by October of 2009, that is uncertain.

The question I have for you is that if this was going down the route of a ministerial directive, can you assist us at all?  Does the OPA play any role whatsoever in the Minister issuing a directive to it in order to go out and procure power, or is that just something that comes out of the blue from the Minister's office totally as a surprise to the OPA?  

I appreciate some directives come as a surprise to the OPA, but I am just wondering whether all of them do.

MR. GIBBONS:  Not all directives are -- have come as a surprise to the OPA.

MR. STEPHENSON:  Could we reasonably anticipate --

Can we reasonably anticipate that the OPA is going to be proactive on this file in terms of ensuring that if it perceives Lennox to have an ongoing reliability need, then it is going to do something about that; is that fair?  Reliability from a system -- the OPA kind of reliability, not the IESO kind of reliability.

MR. GIBBONS:  Sorry, if I understand your question correctly, you are asking me that if the OPA perceives that there is a reliability need that would require Lennox, then the OPA will do something about it?

MR. STEPHENSON:  I probably --

MR. GIBBONS:  The answer is "yes".

MR. STEPHENSON:  I know the OPA is not really in the reliability business like the IESO.  I meant adequacy.  I apologize.  The OPA --

MR. GIBBONS:  The answer is still "yes".

MR. STEPHENSON:  Okay, thank you.  Those are my questions.

MS. NOWINA:  Ms. Band?
Cross-Examination by Ms. Band:

MS. BAND:  Thank you.  I have just a couple of questions.

My first question, and I will be referring to -- well, it relates to an exchange that we heard earlier about -- and I believe it was with Mr. Thomas, about how the market rules limit the IESO to contracting RMR resources for reliability reasons.

It would be of assistance, I think, if you could perhaps provide a little bit more detail about what the -- in the context of the market rules that speak to reliability, other than reasons of overall systematic inadequacy or other than in relation to overall system adequacy.  

If you could perhaps provide a little more detail between the distinction between reliability and adequacy in that context?

MS. CONSTANTINESCU:  The local area reliability refers to the ability to supply load that is located in a certain specific area.  This is consistent with all of the applicable reliability criteria that the IESO follows in determining what -- how reliability needs to be maintained.  

Reliable supply means -- under this criteria, means that for normal system conditions, all system voltages are maintained within certain normal ranges, and the power flow over the transmission elements are also maintained within the capability of the elements, the capability of the equipment.

With respect to -- so it is an aspect of reliability which is very much related to the location of a generation resource and how close it is to the load.  It has to do with the proximity of generation to load and how that -- the position of that resource helps supplying the local area load.

When we talk about overall system adequacy, the resource adequacy, normally we are looking at a balance, province-wide balance, between resources and demand, without too much consideration for the actual location of the generation and the resources.

MS. BAND:  Thank you.  We heard earlier this morning that the OPG has confirmed that there were some hours during the year in each of the RMR contracts where Lennox was either constrained on or constrained off.

I was wondering if maybe you might be able to help by giving some -- do you have even sort of a rough estimate of the order of magnitude of how frequently, on a percentage basis, for example, OPG or Lennox may have -- may have been constrained on?

MS. CONSTANTINESCU:  The information is available, but I do not have it here today.  We have the information available at the IESO.  The IESO can provide that information, if needed.

MS. BAND:  Yes.  Right now I am just trying to get sort of a sense of the order of magnitude.

MS. CONSTANTINESCU:  No, I don't have that information.  We don't have that information.

MR. THOMAS:  I do not have it either.

MS. BAND:  Okay.  I want to switch over now for a moment to the issue of the IESO's technical assessment in relation to the continued need for Lennox.

I believe we heard this morning that as things stand at the moment, there is no -- you have no reason to believe that any of the projects that will eliminate the need for Lennox for reliability purposes are going to be delayed at this point.  So your expectation is that those will still come into service and that you, therefore, won't require Lennox for more than one year; correct?

MS. CONSTANTINESCU:  That's correct.

MS. BAND:  I just wanted to get one point of clarification on that.  If I may ask you, if you have it, to turn to the IESO's response to Interrogatory No. 1, in particular, paragraph (d) on page 3?

MR. THOMAS:  Sorry, Board Staff Interrogatory --

MS. BAND:  Sorry, in response to AMPCO's Interrogatory No. 1.  I'm sorry.

MR. THOMAS:  Okay.  Yes.

MS. BAND:  I note there that -- and this is on page 3, continuing over to page 4, that while the in-service date for the HVDC line is expected to be mid 2009, apparently its full capacity won't be realized until about May 2010?

MS. CONSTANTINESCU:  That's correct.

MS. BAND:  So when you did the technical assessment, was this known?  So this is something that was already factored in, or does the fact that the -- not all of the transmission enhancements will be fully deployed by May 2010 affect the analysis that is in the technical assessment?

MS. CONSTANTINESCU:  This was not known at the time when I did the assessment, but it was irrelevant for the assessment, because it is a transmission reinforcement on the Ontario side that would be helping with the local area reliability for the Ottawa area.  It is not -- it is not the imports or exports.  

It is not the flow of power over the interconnection.  It is the equipment that has been installed to support the project in the Hawthorne area that is also helping the Ottawa area from a voltage support perspective.

MS. BAND:  Okay, thank you.  So I understand.


If you will just excuse me for one moment.

Perhaps just one question for Mr. Gibbons.  I don't know whether you will be in a position to help me with this.

In the OPA's response to - let me just make sure I have the right interrogatory - in fact, a response to Board Staff's interrogatory 1.0(b).  I don't know if you have that handy.  The last statement in that response indicates that the need -- it states:
"The need for Lennox to continue operation as a peaking resource into the period beyond 2010 will continue in order to meet overall system adequacy and operability requirements."

Am I correct that when you refer here to overall -- that the need as a peaking resource for overall system adequacy, in that context you are talking about adequacy in the same way the IESO is?

MR. GIBBONS:  Yes.

MS. BAND:  And not equating that to reliability for RMR-type purposes; is that correct?

MR. GIBBONS:  That's correct, yes.

MS. BAND:  Thank you.  One last question, Ms. Constantinescu.  If the information -- I am coming back now to the issue of the CMSC payments.

The information that I was asking for, would that be terribly onerous to produce as a ballpark figure or -- I don't want to be incurring any delay.

MS. CONSTANTINESCU:  It may take a little bit of effort, but it is possible to be produced.  It is ballpark figure of the hours you are interested in for the period?

MS. BAND:  Yes.  But in terms of -- again, I am not looking to necessarily delay anything at this point, so is this something that is in the order of -- would this take days?  Would it take hours?  Would it take minutes to put together?  I am just trying to understand.

MS. CONSTANTINESCU:  I would expect it could be available in a -- available in a few days.

MS. BAND:  Okay.  Well, on that basis, I think I will probably leave it, but, thank you.  

Thank you.  Those are my questions.

MS. NOWINA:  Thank you, Ms. Band.

Mr. Cass, do you want to jump in now?

MR. CASS:  No, thank you, Madam Chair.

MS. NOWINA:  You have no questions?  Mr. Mia, why don't we go back to you now?
Re-Examination by Mr. Mia:

MR. MIA:  Thank you, Madam Chair.  Just one clarification for Mr. Gibbons.  In response to a question from Mr. Thompson where he asked you, absent an RMR agreement, would the OPA contract be the only other option open to OPG, I would just like to ask you if they could go somewhere else and contract with another party?  Is that possible?

MR. GIBBONS:  I understand that that is possible.  I think that was the OPG's testimony, as well.

MR. MIA:  Thank you.

MS. NOWINA:  Mr. Rattray?
Re-Examination by Mr. Rattray:

MR. RATTRAY:  Thank you, Madam Chair.

Just one area I would like to come back to, and that was a question asked by Ms. Band with respect to imports from Quebec.

For the purpose of doing a reliability assessment, do you rely or include in your assessment the availability of imports?

MS. CONSTANTINESCU:  For the purpose of the technical assessment, we do not rely on imports from Quebec or imports, in general.  For the purpose of doing a technical assessment for an RMR contract, in determining whether or not certain generation facilities are required for the local area reliability, we do not rely on imports.

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

MS. NOWINA:  Mr. Quesnelle has a question.
Questions from the Board:


MR. QUESNELLE:  This is directed to the IESO, members of the panel.

I just wonder if you could turn up the actual agreement, the RMR agreement, and on page 18, looking at section -- article 7, this is specifically 7.3, termination by IESO.

It speaks to the circumstances and how that would occur.  Could you tell me what -- in what situation would the IESO seek to avail themselves of this portion of the agreement and what would be the triggering mechanisms to seek termination?

MR. THOMAS:  We would seek this termination if we saw a significant change in a local reliability need.

If, for example, we did not need -- if we knew as of today, which has not been testimony of the IESO, that we did not need Lennox for local reliability purposes, this does allow us to terminate the contract.  As we have testified, however, we continue to see the need until September 30th, 2009.

So this is not a clause we anticipate taking advantage of.

MR. QUESNELLE:  Do you have any planned monitoring activities?  What I am getting at is we have the key drivers or the assets that will be coming into play, Goreway, Portland, the high voltage DC interconnection.

As those things come into play, and the scheduling of those, are you planning to monitor those with the intention of monitoring the reliability as these come on, and, as they come on, question whether or not the agreement is still required?

MS. CONSTANTINESCU:  Yes.  We are monitoring the progress of this project, and, in the event that the project might be delayed, we would have to do an assessment, or in the event that any material change would be anticipated on this project, we have to do a review of the assessment.  But to date, we do not anticipate any material changes.

MR. QUESNELLE:  Is there the possibility of the reverse of that occurring, that these projects actually do come on, if not on schedule, but ahead of schedule, and if there is a remaining time in one year, do you anticipate exercising this item in your agreement?

MR. THOMAS:  As I said earlier, currently we do not anticipate them coming on substantially earlier.  If they did come on slightly earlier, as I believe the deregistration analysis says, we would still want to keep the Lennox RMR for a period of time, until even after they are commissioned, to see how they operate and see the impact in terms of the system.

MR. QUESNELLE:  That's all I had, Madam Chair.

MS. NOWINA:  I have one question, as well.

Just for my education, if you like, can you explain to me -- again, the IESO folks.  Can you explain to me why you do not rely on an analysis of imports when determining whether or not an RMR contract is required?

MS. CONSTANTINESCU:  This is part of the IESO criteria for reliability.

Our criteria states that adequacy assessments are performed without relying on imports.  The reliance on imports is only for situations of emergency or situations when resources are forced out of service, and then the IESO rely on imports to supply the domestic load.

But it is not part of our criteria for assessment, for assessing the need for future resources in Ontario.

MS. NOWINA:  Thank you.  Can you explain to me, again, for my education, why it is not part of your criteria?

MS. CONSTANTINESCU:  This assumption is consistent with the NPCC criteria for assessment for adequacy assessment.  The NPCC is the Northeastern Power Coordinating Council, and there are standards, reliability standards and reliability criteria that is being followed by all of the control areas, by all of the members of NPCC.

And this is one of the standards that are being used by NPCC and it is being followed by the IESO and all of the other control areas.

MS. NOWINA:  Thank you.  I believe unless someone tells me otherwise, that concludes our examination of this panel.

That leaves submissions.  Mr. Quesnelle and I would prefer oral submissions.  So the question at this point is:  What is the most effective and fairest way for us to do that?

We have an undertaking outstanding.  I understand that it wouldn't take a great deal of time for that undertaking to be responded to so people have it when they give their submissions.

So one possible scenario is that we take a long lunch break, say until 2 o'clock, assume that that undertaking will be available by 1:30 so parties can review it, and then have oral submissions beginning at 2 o'clock.  Is that feasible?

MR. CASS:  That is feasible from the point of OPG, Madam Chair.  Thank you.

MS. NOWINA:  Anyone have any concerns or objections to that process?

All right.  That is what we will do then.  We will break now until 2 o'clock when we will hear submissions.

--- Luncheon recess taken at 11:50 a.m.


--- Upon resuming at 2:01 p.m.

MS. NOWINA:  Please be seated.

Did any matters come up during the break?  I see we have undertaking J1.1.

MR. CASS:  Yes.  That's the only thing I am aware of that happened during the break, Madam Chair.  That undertaking response has been distributed.

MS. NOWINA:  Thank you, Mr. Cass.  Anything else?  All right.  Mr. Cass, do you want to begin with your submissions?
Submissions by Mr. Cass:

MR. CASS:  Yes, thank you.

As indicated in OPG's opening statement, while other issues have been discussed in this case, it is our submission that it is important not to lose the focus of OPG's application, which is for approval of a one-year RMR contract to September 30th, 2009.

Fundamentally, the one-year RMR contract is based on the IESO's assessment that there is a need for Lennox as a local area reliability resource until September 30th, 2009.

During the course of this proceeding, in our submission, no issue has been raised about the need for Lennox to fill this role, this local reliability role, until September 30th, 2009.

In response to questions by Mr. Quesnelle, the IESO witnesses indicated that even if other projects, such as Goreway and Portlands, were to reach commercial operation ahead of schedule, the IESO would still require the RMR contract so that the IESO would have a period of time to see how the new facilities operate and how they impact the system.

In our submission, then, this is an important building block of the case for approval of the contract by the Board that, in fact, the need for the contract to September 30th, 2009 has not, in any way been seriously challenged in this case.

While the need for the contract was not challenged, questions were asked about the reasonableness of Lennox costs.

OPG submits to the Board that there is ample support for the reasonableness of the costs, and, in this connection, I will provide three examples.

The first is previous IESO audits.  The second is the Board's own decisions approving the previous RMR contracts.  The third example of the evidence supporting the reasonableness of the costs is the OPA's evidence.

First, to start with the previous IESO audits, if the Board has the reference handy, the executive summaries from the audits were provided in response to AMPCO's Interrogatory No. 3 to the IESO.  So that is AMPCO No. 3 to the IESO.

MS. NOWINA:  We have it.

MR. CASS:  Two executive summaries were provided in that response.  I won't look at both of them.  I will just quickly take the more recent of the two.  So that is from November of 2007.

At page 2 of the executive summary for 2007, there is a series of bullets.  The Board will be able to see that indeed one of the things under those bullets that the auditor satisfied itself about was the reasonableness of costs.

Then over to page 3 of the audit summary, there is a little more detail on this.  I won't read it all, but I will just refer to a few categories.

On page 3, then, there is a chart showing in the left-hand column an objective, and the right-hand column an adopted approach.  One of the objectives in the left-hand column was verification of billing costs.  

I won't read the entire approach, adopted approach, described in the right-hand column, but the Board will see that the auditor went about a process for arriving at what is called a detailed verification of all reported costs.

Then skipping down two categories, in the objective column, there is a reference to reasonableness of maintained resources.  The adopted approach described here is the determination of the resources utilized at the Lennox plant in the contract year, and this included things like fuel, equipment inventory, employees, and so on.

At the conclusion of that little description opposite this category, the Board you will see there was a comparison to acceptable industry levels.

Then the next category in the left-hand column is "reasonableness of plant costs".  Under the "adopted approach" column, the Board will see that there was a verification of reasonableness of costs associated with fuel utilization, and overall operating and maintenance costs.  Again, in the concluding words of this, a short description, there is a reference to comparison to acceptable industry-wide benchmarks.

So, in my submission, in OPG's submission, the audit power of the IESO under the RMR contract and the manner in which the Board can see that that audit power is exercised should provide strong support for the Board to conclude that the costs are reasonable.

The second area of support that I referred to is the Board's own decisions on the previous RMR contracts.  As has been indicated in the evidence, the terms of the contract before the Board for approval in this case are aligned with the terms of the previous contracts.

The 2007/2008 contract was addressed and indeed approved by the Board in EB-2007-0715.  Without going into detail with any quotes from this decision, suffice it to say that from pages 5 to 8 of the decision, the Board dealt with the financial provisions of the 2007/2008 contract.

The Board's analysis started - and, for the record, this is at page 6 of that decision - with a table that presented actual and forecast costs.  It presented margin amounts, revenues, and energy production for Lennox.

The table had actual numbers for 2005 to 2006 and for 2006 to 2007, and it had forecast numbers for 2007 to 2008.

In other words, the Board had similar information before it in last year's case, only not as much data, because of course this year there is one more year.

After presenting that table of data in last year's decision, the Board went on to review the financial elements of the RMR contract, and after reviewing both the numbers and the terms of the contract, the Board's conclusion at page 8 was that the financial provisions of the contract are reasonable.

The third source of support that I refer to for the reasonableness of the costs is the OPA evidence.  Now, here, this submission is at a more general level, and the OPA's evidence is not specifically in relation to the IESO's reliability concern.

Nevertheless, in its response to AMPCO Interrogatory No. 2, the OPA did make some comments about costs.  That can be found in the response to AMPCO Interrogatory No. 2 to the OPA in the last paragraph of the response.

In that last paragraph, the Board will see the opening words of the paragraph indicate that:
"In the OPA's analysis, Lennox at present represents a relatively low cost and short lead time capacity option which is required to meet resource adequacy requirements."

Again the context is not the same as the IESO's assessment, but at a general level this is further support that the Board can find in the evidence for the reasonableness of the cost.

Indeed, the OPA's view is given further explanation in the IPSP evidence.  I don't propose to go into the IPSP evidence in any detail here, but the reference there, from the IPSP, is Exhibit D, tab 8, schedule 1, attachment 1.

For example, at page 10 of that evidence, the OPA refers  to Lennox as the lower-cost option for a peaking resource with relatively low utilization.

In short, there is ample evidence supporting the reasonableness of the costs of operating Lennox in light of the manner of its operation as a peaking resource.

Leaving that issue of the reasonableness of costs, I move on to address other areas.

During cross-examination of the witnesses, a number of issues -- areas were highlighted, but, in OPG's submission, these are problems or perceived problems that the Board need not and, indeed, cannot solve in this proceeding.

For example, there were questions about the future of Lennox after September 30th, 2009, and these included questions about the cost of laying up Lennox compared to the costs of operating it.  There were questions about the treatment of Lennox in the IPSP.  There were questions about a potential Minister's directive with regard to Lennox.

In OPG's submission, these are all areas that can't be resolved in this proceeding.  Indeed, the Board needn't do it and can't resolve all of they questions about the future of Lennox after September 30th, 2009 in this proceeding.

On the basic issue before the Board - namely, approval of the one-year contract to September 30th, 2009 - OPG submits that there has been nothing raised in this proceeding to cast any doubt whatsoever on whether that approval should be granted.  

No one has even attempted to suggest that the IESO should try to get by until September 30th, 2009 without Lennox under contract as an RMR resource.

No one has questioned the analysis of the previous Board decisions confirming the appropriateness of the terms, and specifically the financial terms of the RMR contract.  

As OPG has already stated, the contract is cost-based.  It contains payment and true-up mechanisms to compensate OPG only for the operating costs not recovered through Lennox revenues, and it provides incentives to support performance of the Lennox facility.  

The IESO is given access to information necessary to verify OPG's costs and revenues and, as has already been discussed, it can audit this information, and it has done so under previous contracts.

Although the IESO does not foresee any need to use its termination provisions, the contract does allow the IESO to terminate if it comes to the conclusion, during the contract term, that the contract is no longer required.

So for all of these reasons, OPG submits that the Board should approve the 2008/2009 RMR contract.

Thank you, Madam Chair.

MS. NOWINA:  Thank you, Mr. Cass.  Mr. Rattray.
Submissions by Mr. Rattray:

MR. RATTRAY:  Thank you, Madam Chair.  The IESO adopts and relies on the submissions of Mr. Cass on behalf of OPG.  Thank you.

MS. NOWINA:  Thank you, Mr. Rattray.  Mr. Mia.

MR. MIA:  I have no submissions, Madam Chair.

MS. NOWINA:  Thank you.  Mr. Adams.
Submissions by Mr. Adams:

MR. ADAMS:  Thank you, Madam Chair.  The proposal before the Board would continue the status quo with respect to Lennox.  Surveying this status quo, what do we find?

Lennox is an extremely costly, old facility.  In recent years, the cost of its product has dropped as low as 19 cents a kilowatt-hour, but has been as high as 27 cents a kilowatt-hour.

In the order of 162 people work at the station, although we know that in recent years the capacity factor has not risen above 4 percent.

None of the tests of reasonableness of the costs that Mr. Cass has urged you to rely on consider alternative means of meeting the needs currently met by Lennox.

AMPCO's submission is that there is no evidence before the Board that would justify anything more than continuation of the one-year RMR contract as proposed.  We agree with Mr. Cass in that respect.

The IESO has directly testified that based on current information, an RMR would not be required after September 2009.  With load declining and new facilities coming into service, the long-term need for Lennox is unpredictable.

The OPA's witness anticipated a need for the station until 2014, but I am not suggesting that the Board hold him strictly to that forecast.

While I suggest that there is no case for anything but a one-year renewal based on the evidence before you, AMPCO urges the Board to provide some wider guidance to the various proponents that control the disposition of Lennox.

There appears to be no material savings available for the customer account arising from a potential two-year contract.  Instead, the Board should direct the proponents to sharpen their pencils and mitigate the cost burden that Lennox represents.

The evidence in this case has revealed a general failure of creativity and initiative to mitigate the inefficiency of Lennox as a source of supply insurance.

One indication of this lack of creativity and initiative is the discovery by OPG in 2007 that it could enhance the efficiency of this station by replacing its auxiliary boiler with co-generation; this, after decades of running the simple cycle auxiliary system.

The explanation that OPG has offered for why it has just discovered this CHP option, that explanation being that the plant might be decontrolled and the investment might not all be recouped, is only a partly satisfying story.

There have been opportunities to fix this problem before.  For example, the OPA has run procurement processes for co-generation in the recent past which were, in fact, undersubscribed.

The truth is that cost-plus contracting is a sleeping pill for monopolists.  When the plant can flow all of its costs through to consumers, why would the company bother asking those 162 workers to break away from their routines to try to upgrade the place?

From a consumer perspective, there appear to be a number of alternative approaches that might be pursued, possibly CHP, although it is an option that has a high upfront cost and a relatively modest fuel saving over time.

Another option is potentially to find an alternative supplier, possibly Quebec, possibly others.  Another option is to keep Lennox on a short leash until it might be mothballed in case it has to be brought back into service.

There is no need for the Board to express any opinion on any of these.  I am only raising them as an illustration that there are constructive responses available.

This case has revealed some wider concerns about how peaking power is priced in the market.  My client is very concerned about the scale, scope and outlook for the global adjustment that they pay on their power bills.

My client is also concerned to ensure that no cost-effective conservation opportunities are foregone.

The contracting methodology underpinning the RMR is consistent with the market rules and OPG's licence.  We don't take any issue with it in that sense, but we are concerned that it does send an inaccurate signal to the market of the cost consequences of consuming power on peak.

In fact, as we have seen, market revenues have not recovered even the full fuel costs of Lennox for several years.

The outlook for RMR number 4, as set out in undertaking J1.1, indicates recovery of only about 73 percent of -- I'm sorry, a recovery of less than 25 percent of Lennox's anticipated fuel costs under the current outlook.

Of course we know these outlooks are subject, because it is a peaking plant, to a lot of volatility, but it is an indication of the kind of problem that I am speaking to.

AMPCO would invite the Board to comment in its decision that the OPA should review the options for mitigating costly peaking power requirements on the system based on what we have observed in this case.

Thank you.  Those are my submissions.

MS. NOWINA:  Thank you, Mr. Adams.  Mr. Thompson.
Submissions by Mr. Thompson:

MR. THOMPSON:  Yes, thank you, Madam Chair.

When CME intervened in this process, its primary concern was with respect to the duration of the reliability must-run contract.  In our review of the notice of proceedings, there appeared to be a risk that the term of this cost-plus contract could be extended beyond one year.

Our concern was that the contract not be for a term greater than one year, for a couple of reasons.  One was that from the perspective of consumers, we thought their interests were best served when the IESO maintains maximum flexibility and we saw a one-year contract as serving that objective.

Secondly, we felt that in the particular circumstances in the market today, where we're facing recessionary declines in demand, that IESO flexibility should be maximized.  So the concern was a term not greater than a year.

I agree with Mr. Cass that it is now clear that there is no evidence to support the conclusion that Lennox is needed for a local -- for local area reliability beyond September 30, 2009.  And we also agree with his submission that, in these circumstances, the Board is not empowered to approve a contract of a duration longer than a year.

The reliability must-run classification is only warranted for the duration of local area reliability need.  So we take the view that a contract duration of one year must be approved.

Turning to the enhanced cost-effectiveness issue that appeared to be on the initial agenda, there appeared to be focus on the possibility of gaining some enhanced cost-effectiveness with a contract, an RMR contract, of a term longer than one year, and we take the view that that is no longer an issue where there is no local area reliability need beyond September 30, 2009.

So that then leaves us with what Mr. Cass referred to in his submissions as the reasonableness of the costs of the one-year deal.

Again, from the perspective of consumers, enhanced cost-effectiveness for this one-year deal would be desirable, and we certainly share the concerns that Mr. Adams expressed about OPG's apparent action -- apparent inaction to do something to reduce costs sooner, and we also share Mr. Adams' view about the structure of the package and the signals that it is sending and not sending to the marketplace.

It strikes us that this Lennox output is very expensive and it carries with it a heavy load of fixed costs.

But here, again, we land with Mr. Cass in the context of the reality that the Board has previously approved fixed cost amounts in prior one-year contracts, RMR contracts, that are in the same order of magnitude as those in this particular contract.  

So, in the end, we make no submissions for cost disallowances associated with the one-year arrangement.

The commercial viability of Lennox beyond September 30, 2009, including the structure of any contractual support that the OPA eventually provides to Lennox, are matters of concern to my client, but here, again, we side with Mr. Cass and his submission that there is really nothing any of us can do about these concerns in this particular proceeding.

So at the end of the day, we urge you to approve the application as filed, and we request that CME be awarded 100 percent of its costs of participating in this process.

Unless there are any questions, those are the submissions of my client.

MS. NOWINA:  Thank you, Mr. Thompson.

Mr. Stephenson.
Submissions by Mr. Stephenson:

MR. STEPHENSON:  Thank you, Madam Chair, Panel.

I wish I could make the case for a multi-year contract.  That has been a pet subject of my client for a number of years in relation to this proceeding, but I can't.

So it seems to me that the Board really is constrained by the IESO's constraints within the market rules and the evidence that it has.

So it seems to me that the one-year RMR contract is really the limit of what you can do here today.

That being said, I don't think there is any -- it sounds like there is no argument before you to suggest that there is any problem with the one-year contract as proposed, and my submission it should be approved as applied for.

With respect to the other issues, there is obviously an important transitional issue vis-à-vis this plant.  Of course all of this is subject to future events, and it may well be we're back here next year with an extension to an RMR contract, subject to how the future evolves.

But absent that, there is clearly an important issue regarding the transition of this plant, and we have been pleased to hear that the relevant actors appear to be aware of those issues and seek to be proactive about them.  But I am not sure there is anything that the Board can do in this proceeding about them, other than perhaps urge the relevant actors on.

But at the end of the day, in my submission, the application should be granted as requested, and really that is the end of the matter.  Thanks very much.

MS. NOWINA:  Thank you, Mr. Stephenson.  Ms. Band.
Submissions by Ms. Band:  

MS. BAND:  Thank you, Madam Chair.

Board Staff offers submissions on two issues to assist the Board in its consideration of the evidence in this proceeding.

The two issues are the need for Lennox, and the financial provisions of the RMR agreement for which OPG is seeking approval.

On the issue of the need for Lennox, Board Staff concurs that the evidence in this proceeding is to the effect that Lennox is required for reliability reasons, and that based on current assumptions and expectations, Lennox will not be required for reliability reasons beyond September 30th, 2009.

The IESO this morning confirmed that it will monitor the status of the three projects that are expected to eliminate the need for Lennox as a reliability must-run resource.  If the Panel considers it appropriate, Board Staff sees no reason why the Board couldn't require that notification be provided by the -- sorry, to the Board in the event that circumstances change and the need for Lennox as an RMR resource beyond September 2009 starts to be revisited.

On the issue of the financial provisions of the RMR agreement, the evidence in undertaking J1.1 that was just recently filed by OPG indicates that the impact of the revised production forecast on total contract revenues appears to us to be relatively modest.

We also note that structurally the financial provisions of the RMR contract are, as indicated by OPG, the same as those that have been in agreements that have been approved by the Board in the past.

Staff has not identified anything in the current application that would lead us to conclude that the existing contract structure would be inappropriate for a further one-year contract.

Those are my submissions.  Thank you.




MS. NOWINA:  Thank you, Ms. Band.  Mr. Cass.

MR. CASS:  May I just have a moment, Madam Chair, please?

Further Submissions by Mr. Cass:

MR. CASS:  Sorry, Madam Chair.  I don't think there is that much to reply to, because I think virtually all parties indicated that the agreement should be approved for the one-year term as proposed.

We do have some concerns about some of the things that Mr. Adams said, just in the sense that, again, we are not sure that they're within the scope of what the Board can or should do in this proceeding.  Certain of the submissions seemed to have to do with what is required under the market rules, and so on.

So I think, although there is not too much to reply to by way of the basic issue of approval of the agreement, we would urge the Board to perhaps approach with caution some of the suggestions that Mr. Adams made, because they do seem to extend somewhat beyond the scope of what this proceeding is really about.

Thank you, Madam Chair.

MS. NOWINA:  Thank you, Mr. Cass.  I think it would be most efficient for us to break for three-quarters of an hour, until 15 minutes past 3:00, and then we can give you an oral decision in this matter.

Mr. Adams, I assume AMPCO is also seeking its reasonably incurred costs?

MR. ADAMS:  I was feeling rather stupid, actually, when I shut off my mic, and I am fortunate to have Mr. Thompson in the room.

MS. NOWINA:  All right.  As part of our oral decision, we will try to give you the process for submitting those costs, as well.

So we will break until 3:15 and resume at that point.

--- Recess taken at 2:34 p.m.


--- Upon resuming at 3:25 p.m.

MS. NOWINA:  Please be seated.
DECISION:

The Board has considered the evidence filed in this proceeding and presented during the hearing today.

There is no disagreement amongst the parties that Lennox remains needed for reliability reasons.  The parties will be aware, from the last decision regarding Lennox and from Procedural Order No. 1 issued in this proceeding, that the Board was concerned about being routinely asked to approve one-year RMR arrangements for Lennox.  Particularly given that the RMR contract costs are high, the Board wanted to examine potential savings of multi-year contracts.

However, the Board is satisfied that the evidence in this proceeding demonstrates that, based on current assumptions and expectations, Lennox will no longer be required for reliability reasons beyond September 30th, 2009.

The Board understands that alternative contractual support for Lennox beyond that date is anticipated.  That support would likely be obtained through the OPA and justified for reasons of system adequacy, rather than local area reliability.

The Board assumes that the OPA will be diligent in its consideration of the costs of contracting for supply from Lennox in the future.

The Board accepts that the financial provisions of the RMR agreement are structurally the same as those in RMR agreements that have previously been approved by the Board.  In addition, the Board recognizes that the IESO audit reports have also determined that the contract costs are reasonable.

The Board, therefore, finds the financial provisions to be reasonable.

The Board, therefore, approves the RMR agreement for the period October, 1st 2008 to September 30th, 2009 in the form filed by OPG in its application.

The Board also takes this opportunity to set out the timelines for the submission of cost claims in relation to this proceeding.  Both AMPCO and CME have been determined to be eligible to apply for an award of costs.  The process for dealing with the cost claims will be as follows:

First, cost claims are to be filed and served by January 7th, 2009; second, any objections by OPG must be filed and served by January 16th, 2009; and, finally, any responses to objections must be filed and served by January 23rd, 2009.

An order on cost awards will subsequently be issued by the Board.

If there are no further matters, I wish you all a happy holiday and will likely see some of you in the new year.  We are now adjourned.

--- Whereupon the hearing concluded at 3:27 p.m.
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