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Monday, February 11, 2008


--- On commencing at 9:35 a.m.


MR. MILLAR:  Good morning, everyone.  Welcome.  I think we will go on the record now.


Welcome to the technical conference for the IESO's fees case, file number EB-2007-0816.


I think we will start by taking appearances so that the record is clear.  My name is Michael Millar.  I am counsel for Board Staff.  With me is Mr. Robert Caputo, also Board Staff.  Maybe I will turn it over to Glenn.

Appearances:


MR. ZACHER:  Hello.  My name is Glenn Zacher appearing as counsel on behalf of the IESO.  I would just like to make a few introductory remarks before we get started.


MR. MILLAR:  Why don't we go through the appearances first?


MR. ZACHER:  Okay.  Glenn Zacher, counsel for the IESO.


MR. RATTRAY:  John Rattray with the IESO, and with me to my right is Ms. Susan Nicholson, Nicholas Ingman and Paula Lukan.  Then we have our panel, Kim Warren, Don Tench, Ted Leonard and Mr. Bill VANVEGHEL.  


MR. WIGHTMAN:  James Wightman on behalf of the Vulnerable Energy Consumers Coalition.


MR. McMURTRIE:  Al McMurtrie, Society of Energy Professionals.


MR. MILLAR:  I would just ask, when you speak - it is it much easier for the court reporter - there is a little green light on your desk.  If you press that, when it is lighted your mike is on.  I would ask you to turn if off when you are not speaking, as well, because they're quite sensitive.


MR. WHITE:  Frank White, Society of Energy Professionals, staff support.


MR. LOKAN:  Andrew Lokan for the Power Workers' Union and with me is Bayu Kidane.


MR. MacSKIMMING:  Andrew MacSKIMMING from Mcleod Dixon LLP, here on behalf of APPrO.


MR. BARR:  David Barr on behalf of Ontario Power Generation, and beside me is Jonathan Myers, also with Ontario Power Generation.


MR. AINSLIE:  Kimble Ainslie with Energy Probe.


MR. MILLAR:  Is that everybody?  Okay, thank you.  I will turn it over to Glenn now, I think, or Mr. Zacher.  He wanted to do a brief introduction.


As I understand it, just for people's timing, the IESO has requested that we deal with issues 1 and 2 first.  That is operating costs and capital spending.


I don't think there are any objections to that.  I understand that there may be some timing constraints on IESO's side, so they wanted to get those two issues dealt with first.  I was planning to ask my questions first as Board Staff, but if anyone else has strong views that they would rather go first, I don't really care, but I was planning on going first.


So with that, I will turn it over to Mr. Zacher.

Presentation by Mr. Zacher:


MR. ZACHER:  Thanks, Mr. Millar.  I just have a few introductory remarks.  First off, I would like to thank the Board and Board Staff for agreeing to hold the technical conference in place of interrogatories, and also for helping to frame the issues by providing an initial issues list and questions.


We have assembled a panel of IESO representatives who I believe will be able to appropriately address the issues and questions.  Let me just introduce those persons briefly.


To my immediate left is Kim Warren.  Mr. Warren is director of planning and assessments.


To Mr. Warren's left is Don Tench, and Mr. Tench is director of market evolution.


Next to Mr. Tench is Ted Leonard, who is the director of finance, and beside Mr. Leonard is Bill VANVEGHEL, who is the manager of human resources.


With that, I would turn it over, Mr. Millar, to you, to start off the questions.

INDEPENDENT ENERGY SYSTEM OPERATOR - PANEL 1


Kim Warren


Don Tench


Ted Leonard


Bill VanVeghel
Questions by Mr. Millar:


MR. MILLAR:  Thank you.  Before I start, was anyone really itching to go first?  Okay.  I didn't think so.


Good morning, panel.  Thank you for coming this morning.  The Board did prefile its questions.  I have looked through the material since then.  I have a couple of follow-ups on some of these, but, generally, you certainly have the list of where we are going.  So I will start with the questions relating to the operating expenses.


We have set out a preamble here.  I don't necessarily think I will read that on to the record.  We have shown that to you.  I may end up referring to it.  I will see how it works.  I just prefer to not read out the whole thing and take that time.  Maybe I will get straight to the questions.


The first couple of questions relate to staff expenses, and this is a question, I'm not sure if you can provide the answer here or if you would prefer to do it by way of undertaking.  This looks more like a chart or something like that, but I will read the question and see what the answer is:

"Please provide a brief description of the various salary groups at the IESO and indicate:  one, the proportion of the total staff count that each group makes up; two, the proportion of each salary group that is unionized; and, three, the proportion of the total staff costs associated with each group."


MR. VANVEGHEL:  When we look at the employee groups at the IESO, generally we categorize the employee groups by jurisdiction, and by jurisdiction in terms of unionized, non-unionized.  So, typically, we categorize them into three categories.  There are those employees that are represented by the Power Workers' Union, the PWU.  There are those employees that are represented by the Society of Energy Professionals, and there are those that we categorize as the management group, which are any of the employees that are not unionized.


In terms of the breakdown, as of the end of 2007, in terms of regular staff, in management there were 72 employees; in the PWU there was 57; and in the Society there were 288, for a total of 417 regular employees at the end of the year.


Of those, the employees in the PWU and Society category are obviously 100 percent unionized, and in the management group they are not unionized at all.  Overall, that comes to an overall percentage of 83 percent that are unionized.


MR. MILLAR:  I don't think I put this question to you directly in the prefiled questions, but I understand that staff costs have gone up or are scheduled to go up, total staff costs, about 4.5 percent, approximately, for 2008; is that correct?


MR. LEONARD:  That's correct.


MR. MILLAR:  Are we able to get a breakdown between the management, PWU and Society as to how much their costs go up, individually?  You probably can't provide that right now.  Maybe by way of undertaking?


MR. LEONARD:  Yes.  We can provide that by way of undertaking.


MR. MILLAR:  Was I clear on the question?


MR. LEONARD:  Yes.  You were clear on the question.


MR. MILLAR:  Thank you.  We will call that undertaking J, as our undertaking letter, and T for technical conference.  So we will call it JT.1, and that is to provide a breakdown of salary increase or staff cost increases on a percentage basis for management, PWU, and the Society.

UNDERTAKING NO. JT.1:  PROVIDE BREAKDOWN OF STAFF COST INCREASES ON A PERCENTAGE BASIS FOR MANAGEMENT, PWU AND SOCIETY.


MR. MILLAR:  Thank you.  I have a few more questions about staff costs, and I guess a global question is cast as question 2 here, but I think I have some follow-up questions on it, depending on the answers.


We looked up CPI, and I have the numbers here and I realize CPI isn't necessarily the best inflation figure to be used for all things, but just as a ballpark, anyways.  We looked up CPI and we got a number for 2007 of about 2.1 percent.


As we note in the preamble to our question, it looks like staff costs are going up in the order of 4.5 percent for the first year, then 3.8 percent, and then 2.6 percent, all of which are a fair amount to a little bit above inflation.


I am wondering if you can provide us at least with some high-level comments as to why the staff costs are rising, at least in the first and second year, at a significantly higher rate than inflation, or CPI, anyways.


MR. LEONARD:  When you are looking at total staff costs - that includes salaries, benefits, training, courses, conferences all of those areas - what you are seeing in terms of staff cost increases over the planning period, especially in 2008, what you are seeing is the IESO's active management of the staff turnover that we anticipate over the planning horizon.  Historically, the IESO has experienced a hiring lag in excess of a $1 million a year.  Looking to 2008, through 2010 the IESO is expecting to have a much smaller volume of hiring lags based on the fact that with that staff turnover there are going to be instances where we're prehiring staff and we are going to be managing, to our approved head count, much tighter than we have in the past.


Once you eliminate that change in hiring lag, you will see a staff cost increase of approximately 2.7 percent in 2008 and over the planning horizon of 2008 through 2010, you will see an average increase of 3 percent.


MR. MILLAR:  You spoke of a hiring lag.  And maybe I just want to make sure I understand this properly.


Your full complement is supposed to be 422 employees?


MR. LEONARD:  That's correct.


MR. MILLAR:  You are currently at 417?


MR. LEONARD:  That's correct.


MR. MILLAR:  So some of the reason why the costs are going up higher than inflation is you have to get, make up another five employees?


MR. VANVEGHEL:  Typically, our hiring lag, our vacancies on average have run about 10 to 12 people below full complement.  Typically it is about 410 to -- in terms of regular staff on the payroll as opposed to 422, which is budgeted and, as Mr. Leonard is saying, our approach, going forward, given our demographics and so forth, is to much more aggressively hire, prehire, and try to work to full head count as closely as possible.


MR. MILLAR:  I see.  So actually based on historical numbers, I guess, you are a little bit above normally where you would be.  If normally you're down 10 to 12 employees, you're down about 5 now?


MR. VANVEGHEL:  As of the end of the year, that's correct, yes.


MR. MILLAR:  Okay.


MR. LEONARD:  I think that starts to reflect our expectation that we will carry, on average, much smaller hiring lags, if any.


MR. VANVEGHEL:  The other point I think that needs -- should be made with respect to the question that you asked is that the assumption that we built in to the staff costs are for compensation escalation of 3 percent per year, for all staff groups.


And that 3 percent per year, for the unionized groups, have been bargaining and are in collective agreements until 2009, and they are running at rates that are below what compensation is expected to run at within the economy generally.  Conference Board, management consulting outfits are forecasting 3-1/2 to 4 percent per year of compensation increases in the economy, generally.


MR. MILLAR:  Sorry, where did you get that number?


MR. VANVEGHEL:  Well, the Conference Board, for example, in their forecasts for 2008, in their compensation outlook, have indicated that for all employee groups they are looking at a 3.9 figure, for example.


Some of the other outfits such as Mercer or the Hay Group, in terms of the outlook for 2008 on compensation, they're looking at 3.9, 3.7, that kind of a figure for Canada.


MR. MILLAR:  So that's all employees in Canada, that's not specific to the energy industry?


MR. VANVEGHEL:  No.  That is all employees, all categories, that's correct.


MR. MILLAR:  And you don't have any more specific numbers or do they exist, for example, estimates on staff cost increases in the energy sector?


MR. VANVEGHEL:  What they have, for example, let me just see.


I can tell you that, for example, in Canada, in terms of 2007 for the settlements between January and November for utilities category, that was 3.8.  So that is historic.  That's in 2007.


So the expectation in the energy field, and the utilities, is that those categories will lead the economy in general in 2008.


MR. MILLAR:  But that is not a forecast, right, those are historic numbers?


MR. VANVEGHEL:  That one was a historic number.  Let me just see if I have a figure for the Conference Board.


For the Conference Board for 2008, they do have a category entitled transportation and utilities.  And they are forecasting 4.4.


MR. MILLAR:  Sorry, what was that category?


MR. VANVEGHEL:  Transportation and utilities.


MR. MILLAR:  Okay.  Is that in the prefiled?  Or is that ...


MR. VANVEGHEL:  No.


MR. MILLAR:  Would it be possible to have a copy of that filed?  I don't know if it is confidential.


MR. VANVEGHEL:  It is not confidential to us, but it is a document that the Conference Board puts out that they do send out to subscribers.


MR. MILLAR:  Oh, I see.


MR. VANVEGHEL:  So I would have to check.


MR. MILLAR:  Maybe I will take the discussion off line and we will see.  I don't know how important it is.  I thought if you had copies, we could use them.


Okay, thank you for that.


I want to ask some follow-up questions.  These aren't all prefiled so I apologize for that.  If you need to take some time to think about any of it or do it by undertaking, that is okay.  But I did want to ask some questions about appendix 1 in your prefiled, and that's the use of compensation surveys for compensation planning strategy and implementation.


This was the result of a commitment from last year's settlement agreement.  It was an undertaking that was included in the settlement agreement, I believe.


You gentlemen, or some members of the panel, I assume, are familiar with this document?


MR. VANVEGHEL:  Yes, I am.


MR. MILLAR:  And I think you will recall, from last year, that the questions around compensation arose out of a Towers Perrin study which I don't think is filed this year, but certainly it was filed in the last case and I assume you are familiar with that, as well?


MR. VANVEGHEL:  I'm sorry?


MR. MILLAR:  The Towers Perrin study that was filed with the last rates case -- 


MR. VANVEGHEL:  Yes.


MR. MILLAR:  -- you are familiar with that.


MR. VANVEGHEL:  That's correct, yes.


MR. MILLAR:  And just, it is my recollection from last year -- and I had a quick look through the transcripts maybe I am actually mistaken because I couldn't find it but maybe I just didn't look hard enough -- but I recall last year that the IESO stated that its goal, at least, with regard to staff compensation, was to have it somewhere around the median for its comparables; is that correct?


MR. VANVEGHEL:  Well, I think last year we indicated that there was no set specific goal.


There were a number of items that we take into consideration when we go into bargaining, when we make decisions with respect to compensation.  And I think some of those have been more detailed in this exhibit that you are referring to on page 8.  That's Exhibit B, tab 3, schedule 1, page 8.


There is a number of items there, factors that come into play.  We certainly do look at relativities to the market as an important item and we do look at relativities in terms of, for example, the median and the 75th percentile, but we have not set a specific target with respect to that.


We look at all of the factors and make a decision with respect to, what are the business priorities at that particular point in time?


MR. MILLAR:  In fact I think you state as much on page 7 at appendix 1, it says.  The last sentence on that page: 

"Nevertheless, as noted, IESO board members and staff understand that the information and surveys are important and are only one tool, albeit an important one, for making business comparisons and establishing appropriate compensation levels."


That is what you were just referring to?


MR. VANVEGHEL:  Yes.


MR. MILLAR:  Then as you discussed, you mention on the next page a number of factors, I guess you would call them, that you explore when setting targets for compensation levels; is that fair?


MR. VANVEGHEL:  Yes.


MR. MILLAR:  Now, as I look through these, I guess the way that the comparison, the Towers Perrin study works or staff compensation studies work, they set comparators essentially and I guess they just, they run the numbers and see where you fall?


MR. VANVEGHEL:  Basically they work with us to establish what are an appropriate set of comparators.  Then we look at the job descriptions that we want to match, in terms of some, of the various benchmark jobs that we compare, to make sure that we are accurately comparing like jobs to like jobs in the economy.


Then basically they either go into their data bank for the compensation data, or we go and survey the individual companies, if they're willing to participate.


MR. MILLAR:  The list of other factors that you have put on page 8 of appendix 2, aren't many of these factors also relevant for the comparators?  Wouldn't they face the same pressures?  For example - I am just looking at a couple - you know, labour market pay trends.  Surely, that is also an issue for the comparators?


MR. VANVEGHEL:  That's correct.


MR. MILLAR:  And skill competency available would be another one?


MR. VANVEGHEL:  That, obviously, depends.  There are different firms in different situations with respect to, for example, how many people they have eligible to retire and that kind of thing --


MR. MILLAR:  Oh, I see.


MR. VANVEGHEL:  -- or whether they're in a particular geographic pocket that makes a difference.  There are considerations with respect to that.


MR. MILLAR:  Okay.  So some of these may apply, but some of them may not?


MR. VANVEGHEL:  That's correct.


MR. MILLAR:  Okay, I understand.  Okay, thank you.


Moving to page 9, the first full paragraph, I think it is the second sentence, it says:

"Based on 2006 data, the latest market data currently available, total compensation for IESO executives, CEO, vice president, directors and managers, lies approximately at the median for total compensation in the market."


Just to make sure we are looking at or talking about the same numbers, did you use the Towers Perrin number to get the total compensation?


MR. VANVEGHEL:  Yes, we did.


MR. MILLAR:  Maybe -- I don't think it is on the record here.  Just so I can refer to the number that I have here, maybe I will put this in as an exhibit, unless you have any objections, Mr. Zacher.  This is the Towers Perrin study that was filed last year as part of the...


MR. ZACHER:  No.  That's fine.


MR. MILLAR:  Okay.  We will call it -- I think it was actually called KT.1 last year, so we will call it KT.1 again this year.

EXHIBIT NO. KT.1:  TOWERS PERRIN STUDY.


MR. MILLAR:  I don't know if you have a copy.  If you don't, I...


MR. VANVEGHEL:  I don't have one with me.


MR. MILLAR:  Again, I am just going to look at the number, not really discuss the report at all.  I just want to make sure we are talking about the same number.


They are not paginated, but I am looking at the first of the charts that says "Results, Executives".


MR. VANVEGHEL:  Hmm-hmm.


MR. MILLAR:  And if I look at the chart, it says "percentage by which IESO actuals are above/below market".  I guess we will look at both of them, but actuals first.  The number I see there is, for the 50th percentile, plus 9 percent; is that right?


MR. VANVEGHEL:  Yes, that's correct.


MR. MILLAR:  Then if you look at the chart above, that is for percentage by which IESO policy, the band midpoint, is above or below market.  You are 6 percent above?  It's the chart immediately above.


MR. VANVEGHEL:  Sorry, which line are you on?


MR. MILLAR:  I am looking at the chart that says results for executives.


MR. VANVEGHEL:  Right.


MR. MILLAR:  There is two of them.  The one on the bottom, at least on my page, says "percentage by which IESO actuals are above/below", and that is where I got the 9 percent for senior management.


MR. VANVEGHEL:  That's correct.


MR. MILLAR:  The chart above, "percentage by which IESO policy", and there is the 6 percent there.  


MR. VANVEGHEL:  I see, yes.


MR. MILLAR:  Just to confirm, this was 2006 data?


MR. VANVEGHEL:  This was 2006 data.


MR. MILLAR:  That's the data you're referring to in the passage I just read?


MR. VANVEGHEL:  It is, but you have to take it in context, and the context is that, as I mentioned in the -- as we mention in the sentence just prior to that, we are looking at the Agency Review Panel Report, and the Agency Review Panel Report made some recommendations about comparators.


Those recommendations were that we should -- that the agencies, all of the agencies in the electricity industry in Ontario, should look at external companies of like size, complexity, that kind of thing, and should categorize them into government and non-government, and then weight the results of government and non-government results 50-50 and look at the total rewards results of that.


That is what we did.  We went back and recast the 2006 data in line with the ARP recommendations, the 50-50 weighting of the government, non-government, and we had taken out some of the larger companies.  And that's the result that we are referring to in the sentence that starts "based on 2006 data".


MR. MILLAR:  So what is the percentage, then?  It sounds like you have actually done the calculations.  Do you have a number how far above or below you are the median based on this 50-50 splitting between government --


MR. VANVEGHEL:  For the senior executives?


MR. MILLAR:  Yes.


MR. VANVEGHEL:  I don't.  I can get that.  I don't have it with me, but I can tell you that based on the results that we have seen, that we are below median.


MR. MILLAR:  Okay.  Could I have you file -- It sounds like you -- I guess you have taken the numbers here and removed or -- I guess you have removed some of the comparators; is that how you did it?


MR. VANVEGHEL:  Yes.  We have removed some of the comparators, that's correct, and then we recast the --


MR. MILLAR:  The weighting?


MR. VANVEGHEL:  -- data so that we have a set for government, a set for non-government, weighted at 50-50; then did our comparison to that.


MR. MILLAR:  Did you just do it for senior management or did you do it for all categories?


MR. VANVEGHEL:  Well, we did it for all of the senior management, in the sense of the CEO, VPs and directors and managers.


MR. MILLAR:  Okay.  Could I ask you to file those calculations?


MR. VANVEGHEL:  Yes.


MR. MILLAR:  That's JT.2.

UNDERTAKING NO. JT.2:  PROVIDE CALCULATIONS RE TOTAL COMPENSATION AS RELATED TO MEDIAN FOR CEO, VICE PRESIDENT, DIRECTORS AND MANAGERS.


MR. MILLAR:  It is to file, I guess, the calculations you did regarding total compensation as related to the median for CEO, vice president, directors and managers.  Did I characterize that -- mangle that too much to be understood?


MR. VANVEGHEL:  Yes.


MR. MILLAR:  Okay, thank you for that.  That is not in the prefiled, is it?


MR. VANVEGHEL:  No, it isn't.


MR. MILLAR:  Thank you for that.


With regard to your non-management employees, I guess there are the two groups.  There is the PWU and the Society; is that right?


MR. VANVEGHEL:  That's correct.


MR. MILLAR:  As I recall from the Towers Perrin study last year -- I am just flipping the page over and you can just correct me if I have my numbers wrong, but the percentage by which IESO actuals are above or below market data, I have the PWU being 19 percent above the 50th percentile and the Society at 17 percent above the 50th percentile; is that correct?  I'm looking at the actuals.


MR. VANVEGHEL:  On the basis of actuals, that's correct.


MR. MILLAR:  I guess to complete the record, for the percentage by which IESO policy is above or below, the PWU is still 19 percent above the 50th percentile and the Society is at 16 above?


MR. VANVEGHEL:  That's correct.  


MR. McMURTRIE:  Sorry, is now a good time to speak up about that?


MR. MILLAR:  I am asking questions about the IESO.


MR. McMURTRIE:  The reason I wanted to speak up right now is because last year the Society of Energy Professionals pointed out that we don't agree with the work that they did, and that's why I want to bring it up right now.  


You are questioning Bill about the specifics, and we said last year that we don't agree and we still don't agree with what they have done.


MR. MILLAR:  Okay.  Well, I only have the information that is before me, and I don't have any other filed evidence upon which to ask questions.  In fact, I can only ask these gentlemen questions.


I think there are opportunities for you to file evidence or certainly submissions on these issues, as well, but I can only ask questions on the record I have in front of me right now.


So I think -- it is not necessarily an objection, but your comment is on the record now, and if you wish to, you can ask the panel questions through your counsel or yourself, if you wish, but I will proceed now.  Thank you for that comment.


MR. McMURTRIE:  Thank you very much.


MR. MILLAR:  As you mentioned before, obviously the compensation for the unionized employees is set through a collective bargaining agreement.  I have the PWU's current deal expiring in March of 2009; is that right?


MR. VANVEGHEL:  At the end of March of 2009, that's correct.


MR. MILLAR:  And then the Society is at the end of the year 2009, December 31st?


MR. VANVEGHEL:  That's correct.


MR. MILLAR:  When were these agreements negotiated?  When did they start?


MR. VANVEGHEL:  The PWU collective agreement began on April the 1st, 2006.


MR. MILLAR:  How about the Society?


MR. VANVEGHEL:  The Society would have been January 1st, 2007.  


MR. MILLAR:  And the Towers Perrin study is dated November 6th, 2006; is that right


MR. VANVEGHEL:  That's correct.


MR. MILLAR:  So it was released after the PWU was negotiated -- maybe not negotiated but entered into --


MR. VANVEGHEL:  That's correct.


MR. MILLAR:  -- and after the Society agreement started, at least, if not negotiated?  Or did I confuse that?  It came up -- pardon me, it came out before --


MR. VANVEGHEL:  Before the Society.


MR. MILLAR:  That's right.  I misstated, okay, thank you.


MR. VANVEGHEL:  Yes.


MR. MILLAR:  So obviously, the terms of these collective bargaining agreements, compensation cannot be altered, total compensation cannot be altered during the term of the agreement; is that right?


MR. VANVEGHEL:  That's correct.


MR. MILLAR:  When these are up in 2009, you have provided a list of barriers to achieving the median.  That is how it is described at page 10.


I read through these and a lot of them actually seem to make a lot of sense.  I guess the question is, we have heard some objections to the percentages that are stated in the Towers Perrin study, but that is all I have to go on right now.


I guess the question is:  Is there anything that can be done to get total compensation levels closer to the median?  We have a lot of barriers listed here, but is there any -- I mean, are we stuck with these numbers or is there anything that can be done?


MR. VANVEGHEL:  Well, basically when we negotiated the deal with the Society and the PWU back in 2006, as I outlined last year, we undertook to address a few different things relating to costs.


We addressed pension costs by increasing the pension contributions that employees are providing.  We looked at benefit costs, and we introduced some changes with respect to benefit costs.  For example, with the Society, we introduced -- we took off over-the-counter-drugs coverage for anything except for life sustaining drugs.


We made some adjustments in both the PWU and the Society with respect to dental costs, that kind of thing, because we had found that benefit costs and pension costs were escalating significantly.  And that's the case in industry in general, not just at the IESO.


So we aggressively looked at those components.  Then, on top of that, we looked at what's an appropriate salary settlement, and we came to agreement with both parties at 3 percent, which is, I have outlined previously, is below what is expected in the economy.


So those are the kinds of steps that we have taken into account and the collective agreements are in place until 2009.


MR. MILLAR:  But then in 2009, you seem a little pessimistic, if I can put it that way, as to getting any further concessions.


MR. VANVEGHEL:  Well, basically with respect to bargaining in 2009, we need to look at what the issues are in front of us at that point in time.


Certainly, costs will be significant, but labour markets are changing.  They're changing quite rapidly.  So we will need to make some decisions at that point in time with respect to where we are with respect to our needs, whether or not we have the skills and competence in place that we need and with respect to costs.  Certainly, we will aggressively be looking at managing costs, but at this point in time it would be too difficult to pin down just exactly where we're going to be.


MR. MILLAR:  That's fair.  This is a 2008 fees case in any event.  So I am not sure we need to get too far ahead of ourselves but I was just asking some questions on the appendix.  Is there something you wanted to add?


MR. VANVEGHEL:  No.  That's fine.  Thanks.


MR. MILLAR:  Okay, thank you for that.  I think I am going to move on to capital spending.


Oh, no.  Sorry, I forgot the fun of asset-backed commercial paper.  I have, I guess there is a couple of pages.  There is a page in the prefiled evidence.  I think it is at page 49.  This is the business plan.  Then perhaps the more useful document is your third quarter financial statements.  I don't think those are in the prefiled.  I think we just printed some off the web.  Do you happen to have a copy of the third quarter financial statements?


MR. LEONARD:  Yes, I do.


MR. MILLAR:  Okay.  Now, I’ll warn you, I’ve never heard of asset asset-backed commercial paper before a couple of days ago, so you may have to hold my hand through some of this.


Maybe just at a high level you could explain why it is the IESO invests, I guess is the word, in asset-backed commercial paper.


MR. LEONARD:  The IESO invests in asset-backed commercial paper and other government and corporate paper to earn a return on their investments in accordance with strict --


MR. LOKAN:  Michael, I can't hear the gentlemen.


MR. LEONARD:  The IESO invests in asset-backed commercial paper and other government and corporate paper to earn a return on its cash and also the cash it is managing on behalf of the electricity market.


MR. MILLAR:  Perhaps it would be prudent to, the third quarter financial statements are not on the record, I don't believe he so unless there are any objections I will enter those as an exhibit so we can discuss them.  That is KT.2, I believe now.  It is the third quarter financial statements for the IESO.

EXHIBIT NO. KT.2:  THIRD QUARTER FINANCIAL STATEMENTS FOR THE IESO


MR. MILLAR:  If I look on the very first page, the first page I have anyways where it shows revenues, and it has something called "other income" for which there is a note.  For the three months ending September 30th, 2007, it shows a loss of 1.89 million.


Are you with me?


MR. LEONARD:  Yes.  It shows negative revenue of 1.898.


MR. MILLAR:  Then if we go to the note, note 3, this is where it describes it a little better.  I am looking at the second paragraph under note 3, it says:

"As a result of developments with respect to the Canadian market for ABCP in August 2007, some of the investments made for the real-time energy market are not liquid.  As of September 30th, 2007, $23.1 million of these investments in ABCP notes remain illiquid and neither of the associated principal repayments nor the interest payments on these notes were paid at their maturity dates, all of which were prior to September 30th, 2007.”


I think to start off I probably need a bit of an education.  What does illiquid mean?


MR. LEONARD:  Illiquid means you can't liquidate.  You cannot -- you can't take back your cash.


MR. MILLAR:  Is the investment -- I guess is the security underlying the investment gone?  Is that ...


MR. LEONARD:  For some of it, it's gone.  For portions of it, it's illiquid.  At this point in time, we don't have the full details of all of the underlying pieces.


MR. MILLAR:  Okay.  So illiquid means at least for the time being, you can't get your cash?


MR. LEONARD:  That's correct.


MR. MILLAR:  And do you have an idea -- maybe you don't, but will they become liquid again?


MR. LEONARD:  Yes.


MR. MILLAR:  Do you know when?


MR. LEONARD:  No.


MR. MILLAR:  Are they certain to become liquid again?


MR. LEONARD:  They're certain to become liquid sometime in the future, yes.  It's a question -- right now, I mean the IESO is, has entered into what is known as the Montreal proposal, where those holders of that paper are working through, I guess, in a prudent and timely manner, looking to resolve the circumstance which is that these investments have become illiquid.


The expectation, at least at this point in time, is that in March of 2008 information will come out that starts to put a more recent valuation on these investments and that these investments may become liquid at that point in time.


MR. MILLAR:  Is it fair to say these investments are at risk or you are not -- certainly possible you won't get 100 cents on the dollar from all of these investments?



MR. LEONARD:  Yes.  That is safe to say.


MR. MILLAR:  So I guess as question 4, I ask for an update on the status.  I think you have largely provided that in your previous response.  Is there anything you want to add to that?  I have question 4(a) asks for an update of the status on the illiquid ABCP.  I think you have just explained your part of the Montreal proposal, it looks like, and should have more information soon, but is there anything else you would like to add to that?


MR. LEONARD:  No.  Consistent with the disclosures we made in a notice to all market participants in September, when there are developments, we will inform people.  I mean, there has been a lot of work behind the scenes undertaken by the group supporting that Montreal proposal, but the results of that are yet to be seen and are expected near the end of February or early March.


MR. MILLAR:  Okay, thanks.


The next question is:  Are you aware of any exposure to illiquid ABCP arising from your duties in managing the market -- I'm sorry, aware of any other exposure, and, if so, please explain?


MR. LEONARD:  The reference you are making I believe is to our third quarter financial results, which identifies 23.1 million of real-time energy market investments.  As we identified in our disclosures in September of 2007, the IESO has made investments of $59.5 million into these currently illiquid asset-backed commercial paper.


1.4 million of that are corporate investments, 23.1 million are investments in respect of the real-time energy market, and 35 million of investments have been made on behalf of transmission rights market funds.


The amounts I am speaking of are specific to those illiquid asset-backed commercial paper.  Any other investments that the IESO last made in asset-backed commercial paper or other investments that are liquid are excluded from this discussion.


MR. MILLAR:  Again, I may be revealing only my ignorance of how these markets work, but the number of 23.1 million appears in the notes.  You have just referenced 59.5 million, I thought.  Could you sort of run that by me again, what the 59.5 refers to?  These are other asset-backed commercial paper investments?


MR. LEONARD:  Yes.


MR. MILLAR:  In addition to the 23 or -- 23 million, or is the 23 million part of that?


MR. LEONARD:  Twenty-three is part of it.


MR. MILLAR:  Okay.  Only 23 million is currently illiquid?


MR. LEONARD:  No.  At this time, there is $59.5 million in total of illiquid asset-backed commercial paper that has been invested by the IESO.


MR. MILLAR:  Okay, I understand now.  Thank you.  Sorry for that.


Okay, I think it is probably best to turn to page 49 of the business plan now.  I think this is probably the best page to get at this question.


On page 49, there is a chart at the top where one of the things you list is "other revenues", and it's interest earned on market funds and you show a $5 million revenue item there.


I assume that's taking your entire portfolio of investments and it is 5 million positive?  Is that what that number shows?


MR. LEONARD:  Yes.  That's the assumed return on investments of market funds in 2008 for the real-time energy market.


MR. MILLAR:  Okay.  Maybe I am now -- well, why don't I ask the question and let you walk me through it, rather than me stumble around.


The question is:  Can you please explain the impact on the IESO's 2008 revenue requirement of this illiquid ABCP and where that shows up - maybe it doesn't show up in other revenues - how that impacts your revenue requirement for 2008?


MR. LEONARD:  At this point in time, we don't know that it will impact our requirement for 2008.  The IESO isn't revising its application.


The three pieces of investments, the one on the corporate investments of $1.4 million is -- is not included in this $5 million number.  It is a number that is included as part of interest income on page 47 of that same document.


As you can see on that page, in the table on the bottom, for 2008, considering our assumed small cash balances on average throughout the year, we haven't assumed much in terms of investment income.  It actually rounds to zero.  It is almost $50,000, but it is close to zero for that piece.


The investments in respect of the real-time energy market, in which that 5 million relates to, those are investments that we'll make in 2008.


When you were referencing the financial statements for 2007, you identified -- I guess you asked the question if that roughly 1.9 million for the third quarter -- you characterized it as a loss.  It is really a reversal of interest or income we had accrued through the year in respect of market investments.


So, in 2007, we expect to record no revenues in respect of market interest.  And for investments in non-illiquid asset-backed commercial paper, we earned approximately $4.1 million in 2007.


So should there be any losses associated with these asset-backed commercial paper, there is $4.1 million that is yet to be recognized within the IESO results for 2007.


MR. MILLAR:  So you have a little cushion; is that --


MR. LEONARD:  We have an amount that has been earned that has not been recognized as revenue as it should be.


MR. MILLAR:  Okay.  Again, I just wanted to make sure I understand.  I referred to the $5 million in interest earned on market funds.  That is what it is showing under 2008.  Is this number impacted by the illiquidity of the asset-backed commercial paper, or should it be?


MR. LEONARD:  It is not going to be impacted on our application.  The actual results may vary and --


MR. MILLAR:  I see.


MR. LEONARD:  -- as with any other positive or negative variance in respect of our budgets, and that's why we continue to seek the utilization of a regulatory deferral account.


MR. MILLAR:  Understood.  So the illiquidity issue has not impacted your revenue requirement; is that another way of putting it?


MR. ZACHER:  If I could just clarify, Mr. Millar, it doesn't impact the revenue requirement or the fee that is applied for as part of this 2008 application.


MR. MILLAR:  Okay, thank you.


I will move on to capital spending, and I think we just have a couple of questions here and they relate to the day-ahead market, for the most part, I think.


Maybe we could turn to page 42 of the business plan.  You are showing a budget in 2008 -- this is capital, key capital initiatives.  For the day-ahead market for 2008, you are showing $8 million, and then again another $8 million for 2009; is that correct?


MR. ZACHER:  Mr. Millar, could I interject one second?


MR. MILLAR:  Yes, of course.


MR. ZACHER:  I wonder if it might just make more sense to -- you dealt with issue 1 on OM&A, and whether it would make sense to have intervenors finish that issue, and then move to issue 2 and have intervenors finish that.


MR. MILLAR:  Why don't we do that?  That's fine with me.  Who amongst the intervenors have questions on the operating costs?  Mr. Wightman, do you want to go first?
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MR. AINSLIE:  Are there any public reports or anything on your website related to your answer and my question?


MR. WARREN:  This is not information that the IESO normally makes public, for system security reasons.


MR. AINSLIE:  Thank you.


MR. MILLAR:  Anyone else with reliability questions?


The final issue is undertakings from the 2007 fees submission.  Staff does not have any further questions.  Does anyone else have questions on this topic?


No one?  Does anyone -- does anyone have any questions left that they wish to ask that they haven't asked yet, on anything?


Okay, I think that is it, then.  Thank you, panel, for your patience and sitting past noon, and thank you, Mr. Zacher, for bringing the IESO here today to answer these questions.  


Unless there is anything further, we will adjourn.


MR. ZACHER:  Thank you very much.


MR. MILLAR:  Thank you.


MR. RATTRAY:  Thank you.


--- Whereupon the hearing adjourned at 12:08 p.m.


MR. WIGHTMAN:  Sure.


MR. MILLAR:  Your microphone, Mr. Wightman.


MR. WIGHTMAN:  Thanks.


Yes.  We sent these questions out on Friday, and for issue 1 we haven't anything additional.  So the first question, IESO said there was a reduction in their NERC and fees, and that, and I just wondered, does that take into account the appreciation in the Canadian dollar?  Did that impact that at all?


MR. LEONARD:  Yes, it did.  The 2008 to 2010 business plan has assumed -- utilizes a planning assumption of parity.


MR. WIGHTMAN:  Thank you.  The second question under this was:  The government-relation functions referred to on page 37 under the section titled "Contract Services and Consultants", is that an expansion or just a more accurate description?  Before, I think you called it "regulatory affairs" and I didn't see that separately there.


MR. LEONARD:  Sorry, can you repeat the question, Mr. Wightman.


MR. WIGHTMAN:  Yes.  In your business plan, three-year business plan, this year, you have added -- I think it is added over your last business plan filed last year "Government relations and functions" under this contract service.  Now, maybe I just missed it, but I didn't see that in last year's plan.  So I just wondered, is this an expansion or just a more accurate description?


MR. LEONARD:  It is just a broader description.


MR. WIGHTMAN:  Okay.  Same thing, you are doing the same stuff?


MR. LEONARD:  That's correct.


MR. WIGHTMAN:  Okay.  My next question, again, a comparison between this business plan and last business plan.  I was just wondering if there was some kind of high- level explanation.  I think I know what it might be, but why the discount rate went in one direction with respect to last year's, and the long-term debt went in the other direction with respect to last year's.  Long-term debt rate is higher and the discount rate is lower.


MR. LEONARD:  The discount rate is the -- effectively the interest rate paid on long bonds, corporate long bonds.  That interest rate, over the past -- over that 12-month period did reduce.


When you are looking at the floating interest rate paid on the long-term debt -- although it may be long-term debt -- it is short-term paper.  You know, it's -- at most it is issued for 90 days so again you are looking at the shortened of the curve as opposed to the long end.


MR. WIGHTMAN:  Thank you.  My next question was asking if you would provide a table showing total regular staff levels broken down by business unit, similar to the one you provided on page 42 of the business plan you filed last year.


MR. LEONARD:  Yes, we will.


MR. MILLAR:  We are at JT.3.  Mr. Wightman, could you state the undertaking.


MR. WIGHTMAN:  IESO has agreed -- will provide a table that breaks the total regular staff levels down by business unit, similar to the one they have provided last year on page 42.

UNDERTAKING NO. JT.3:  IESO to provide a table that breaks the total regular staff levels down by business unit, similar to the one provided last year on page 42


MR. WIGHTMAN:  My second-last question on this is:  Would IESO be willing to provide an updated table showing planned OM&A by business unit, similar to the one provided in appendix 2 of the business plan last year.


MR. LEONARD:  Yes, we would.


MR. MILLAR:  That's JT.4.

UNDERTAKING NO. JT.4:  provide an updated table showing planned OM&A by business unit, similar to the one provided in appendix 2 of the business plan last year


MR. WIGHTMAN:  The last question on this stuff, I think, is:  How is this benchmark for pension plan investment performance determined?  Because I notice it bounces around a bit.  Is that the actuaries or...


MR. LEONARD:  The benchmark for pension plan investments are based on the asset allocation within the pension fund itself, and historical returns within those respective asset classes.


For example, 20 percent of our pension fund is invested in Canadian equities.  So the benchmark is TSX, S&P TSX cap 10 percent return, over the corresponding period, and so forth.  So for the 40 percent that is invested in fixed income.  So the 40 percent that is invested in long bonds, our benchmark would be weighted 40 percent for the DAX long bond index returns.


MR. WIGHTMAN:  Has there been a change in the allocation in the portfolio, anything major, or does this just reflect performance of the kind of static sort of allocation with respect to last year?


MR. LEONARD:  There has --


MR. WIGHTMAN:  Sorry, go ahead.


MR. LEONARD:  I mean there have been changes over the last couple of years but I think what you are seeing is, the benchmark you're comparing against is an index.  So certainly as with any other type of investment, the index results vary by period.


MR. WIGHTMAN:  Okay.  Thank you.  Those are the questions I have on issue 1.


MR. MILLAR:  Thank you, Mr. Wightman.  Anyone else with questions on issue 1?


MR. WHITE:  I think we have someone here first.

Questions by Mr. White:

MR. WHITE:  Yes, good morning.  A couple of questions.  In the context of what Mr. McMurtrie said, to the extent we do not accept the findings of the Towers Perrin study, first of all, we believe it is seriously flawed in that it was done in 2006.  Also, we have serious methodological problems with it.  I would like to ask a few questions of the panel in order to bring out what we consider to be the methodological problems.


We then have a document that we can give you folks and you may want to get it copied, which analyzes in detail, our methodological concerns with this method, and also does some benchmarking of our own in which we attempt to demonstrate that these findings of 16 percent and 19 percent are substantially over what we consider to be the reality of the comparators situation.


First of all, my first question as such is:  When you take comparators - and guide me with this - when you take comparators you compare all of the companies, are you not looking at -- or other organizations, let's say.  Are you not comparing in the product market?  You're saying these are companies that sell or produce similar products or services.  Is that correct?


MR. VANVEGHEL:  We select companies that are relevant, in terms of the kind of skills and competencies that we have, first of all.  Second of all, that are in the same types of industries and organizations as we are -- to the extent that the skills and competencies and so on are relevant.


So it is largely the energy field.


MR. WHITE:  Would you argue, then, that comparing the product market is more appropriate in -- the product market in which you sell your product or service is more appropriate than comparing the labour market in which you actually hire your labour?  It would seem to me that -- and correct me if I am wrong, but if you select certain comparators, you're taking a certain slice of the labour market in which you hire your labour.  You are not looking at the whole labour market in which you compete for labour.


MR. VANVEGHEL:  Well, what we're trying to do is, we are trying to look at the employees that have the same skills and competencies as our employees, whether it is a senior executive, whether it is an IT-type person, whether it is an engineer.  You know, what are the skills and competencies that we are trying to hire in and that we are trying to retain, and where we would typically find similar types of employees with those kinds of skills and so forth?  And what are those organizations paying the employees with those kinds of skills and competencies?


MR. WHITE:  Doesn't most of this business of skills and competencies sound like a labour market decision, rather than a product market decision?  You are looking at labour market issues, not product market issues.  We can move on from this if you wish because -- well, do you have anything?


MR. VANVEGHEL:  Well, I mean, basically, we are looking at employees who have engineering skills, IT skills, executive skills, trade skills, that kind of thing, when we're doing these comparisons, and we are looking at them relative to the kind of organizations out there, that typically employ those kinds of skills.


As I said, largely, those are the types of organizations that are in the energy field.  They're the ones of relevance and that's what we compare ourselves to


MR. WHITE:  Okay.  So for the levels of employees, such as we present in the Society of Energy Professionals, you mentioned technical skills and professional skills and so on.  Would you characterize labour markets in Canada as national or local or regional?


MR. VANVEGHEL:  First of all, one of the items that we've tried to highlight in our exhibit that we provided, Exhibit B, tab 3, is that surveys are a tool and they're a useful tool, but they're not perfect.  There are imperfections associated with the tools, and we make use of them to provide us with an indication of where we sit relative to the market.  


So that's kind of the first point I wanted to make.  I'm sorry, I've forgotten your question.  Can you repeat it?


MR. WHITE:  My question is:  Would you characterize labour markets in Canada for the level of professionals, such as we present in the Society and perhaps also PWU -- I don't want to intrude on their turf -- would you characterize these labour markets as national or regional or local or...


MR. VANVEGHEL:  We would look across Canada, largely, because the types of engineering skills, the IT skills, if we're out there looking to hire or we're looking at people who potentially could be looking at our staff in terms of making sure that we are paying enough to retain them, and so forth, we would be looking at organizations right across Canada that have those kinds of skills.


MR. WHITE:  So when you look at this, in a way, are you implicitly saying that it costs the same to live in St. John's, Newfoundland as it does in Toronto, as it does in Saskatoon, as it does in Winnipeg?


MR. VANVEGHEL:  No, we are not saying that.


MR. WHITE:  Okay.  You disagree, then, that looking at it as national is not saying that it costs the same to live in these different cities?


MR. VANVEGHEL:  It obviously does not cost the same to live in various different parts of Canada.  For example, the taxation system in Alberta is far different than it is in Ontario.


MR. WHITE:  Okay.


MR. McMURTRIE:  Largely what we are saying here is you have cherry-picked who goes into which group.  That is really what it comes down to.  That is the sort of comment we made last year.  You happened to have picked for the Society Newfoundland and Labrador Hydro.  They are not in the management group.  


You have picked Saskatchewan Power for the Society and not for the management.  You have picked Bruce Power for management, but not the Society, and you have not picked Hydro-Québec for the management group.  


So I would suggest to you that you have cherry-picked which groups and that somewhat, then, ends up giving us those results that we see there.


MR. VANVEGHEL:  Mr. McMurtrie, we have not cherry-picked.  We have picked appropriate comparators that we feel are appropriate in the market out there, and we do look at organizations like Saskatchewan Power.  And as I mentioned last year --


MR. McMURTRIE:  Why don't you use the same guidance across the Board, management, Society, PWU?


MR. VANVEGHEL:  Mr. McMurtrie, we did not include Bruce Power, because they chose not to participate.  We can't help it if organizations choose not to participate.  


The other point I would make is that with respect to -- the ARP looked at this, albeit in terms of the executive group, by and large, and their comment was they should be organizations which have the same complexity, the same scope, similar size, to what we are.  And those are the organizations that we have selected, and we believe them to be appropriate.


MR. McMURTRIE:  Which is why I suggested that it should be the same for management, Society and PWU across the board, and then you've got a fair comparison.


MR. ZACHER:  If I might interject here for a moment.  Mr. McMurtrie and Mr. White have expressed opinions which are fair opinions to express, but this is the 2008 IESO fees case and these sorts of issues aren't relevant for the purposes of this proceeding.


So there is going to be, as Mr. VANVEGHEL alluded 

to --


MR. WHITE:  With respect, you guys submitted the 2006 Towers Perrin thing.  You resubmitted it for 2007 as part of the hearing.  We are discussing that item; ergo, it is relevant.


MR. ZACHER:  --salaries.  If you just let me finish my point, and then you can respond.


MR. WHITE:  Yes.


MR. ZACHER:  Okay.  It was submitted.  It was part of last year's fees application.  As Mr. VANVEGHEL has indicated, the collective bargaining arrangements are going to have to be renegotiated in 2009 or at the end of 2009.  

But for the purposes of this proceeding, I think these questions are not directly relevant.  You had an opportunity to ask some questions.  Mr. VANVEGHEL has answered them.  You have had an opportunity to express your views.  But beyond that, the questions just simply are not relevant and they're not appropriate at this juncture.


MR. McMURTRIE:  Well, the thing that is not appropriate is to give a suggestion that we are significantly overpaid, which is what comes out of this and...


MR. WHITE:  If I may continue with the questions, Mr. Millar, would you care to rule on this gentleman's statement as to the relevance of those questions?


MR. MILLAR:  I can't rule; only a Board panel.  I am just Board Staff.  So, no, if there is a refusal, then there is a refusal.  You can always bring a motion to get questions answered, but I think maybe it would be appropriate to --


MR. WHITE:  I will continue with my questions, then --


MR. MILLAR:  Very well.


MR. WHITE:  --and if the answers are refused, then --


MR. MILLAR:  They're refused and you can bring a motion, if you wish.


MR. WHITE:  Yes.


Mr. VANVEGHEL, in connection with your earlier point, you said -- I entirely I agree with you -- you said samples are a tool, and they're a useful tool and they're a limited tool.  


My question methodologically is:  For these outfits like the Hay Group and Towers Perrin, and whoever, when they use their database, I think was the term you used, that's a sample; is that correct?


MR. VANVEGHEL:  A sample, in the sense of, they have, in their data banks, various companies that they have compensation data, benefits data, pension data for.  And, typically, what happens in a normal survey is we will use data from that data bank, plus supplement it, if possible, through a direct survey with specific other companies as needed.


MR. WHITE:  So, in effect - correct me if I am wrong - these are companies with whom Towers Perrin or Hay, or whoever, whoever happened to have done business that year.


So if they haven't done business with them in that year or in the last couple of years, it will not be in their database, which makes the -- Bruce Power?


MR. VANVEGHEL:  They will have done some kind of business.  It may be for another client, and they have obtained the information and asked the third party if they can include the data in their data bank.  That is also -- that also happens.


MR. WHITE:  Okay.  Just a couple of more questions, if you will bear with me.


When you talk about benchmark jobs, I mean, obviously we all know what the concept means.  What proportion of incumbents in, let us say, Society jobs are covered by these benchmark jobs?


Mr. McMurtrie used the term "cherry-picking".  I don't want to go there, but my point is, thinking of it on a statistical basis, do they cover 10 percent of Society incumbents or do they cover 70 percent, or...


MR. VANVEGHEL:  I don't know what percentage of employees they cover.  It was a representative sample, but I do know, as indicated in the submission that we provided to the OEB last year, that there were 88 positions, in total, that were benchmarked and compared.


Now, that is 88 in total for PWU, Society and management, and I don't have a proportional breakdown at this point.  And I might add that is 88 percent of 422 fully employed -- at full complement.


MR. WHITE:  Okay, correct me here.  Are we talking positions in terms of people or positions in terms of numbers of different jobs?


MR. VANVEGHEL:  Those are numbers of different jobs.  It is not number of people.  It is 88 jobs, which would obviously represent a greater proportion of employees.


MR. WHITE:  Okay.


Thank you for your forbearance with this.  Mr. Millar, I have -- we actually did a write-up of this backing up these questions.  If that is of interest to you folks to enter that into the record, I have one copy here to submit to OEB.


MR. MILLAR:  Did you have questions to ask of the panel about this document?


MR. WHITE:  Well, the questions that I asked essentially are captured in the write-up we have done here, as to why we object methodologically to the approach, that we believe incorrectly concludes that our members are significantly over some standard survey or whatever else.  We feel that is an incorrect conclusion and we wanted to submit something that analyzes that and says, why we feel that is incorrect.


MR. MILLAR:  Well, I will look to Mr. Zacher.  It seems in may be evidence that you are filing that normally parties would be entitled to cross-examine or IRs or something like that.  But Mr. Zacher, do you have a comment on this?  It's not my spot to object.


MR. ZACHER:  Without having had a chance to look at what Mr. White is suggesting be entered, I object to it being entered.  It is not appropriate as an exhibit.


MR. MILLAR:  Okay.  I am not sure what to do here.  I have never had an objection to an exhibit.  I can't make a ruling.


MR. ZACHER:  Mr. Millar, this is an opportunity to ask questions of the IESO witnesses.  It is not an opportunity for other parties to input their own evidence.  That having been said, I haven't seen what Mr. White is proposing to submit as an exhibit.  I am happy to have a look at it at a break, and reconsider.  But it doesn't meet the prima facie test to be entered as an exhibit.


MR. MILLAR:  Mr. White, is that acceptable, maybe we can take the discussions off line?


MR. WHITE:  Off line, I agree.  But I am not sure it is appropriate to agree to the principle of Mr. Zacher can decide whether or not, if he doesn't like the exhibit, no, you can't put it in.  If he does like it, he says yes.


MR. MILLAR:  I suppose you can always file evidence with the Board.  Why don't we take this discussion off line and see if we can reach a resolution.


MR. WHITE:  Sure.


MR. MILLAR:  Did you have further questions?


MR. WHITE:  No, sir.  Thank you for your forbearance.  That's it.


MR. MILLAR:  Were there more questions on this issue on operating costs?


MR. AINSLIE:  Mr. Millar, I have two basic questions on revenues, and since this is a fees case, they seem appropriate.  On the other hand, on the issues list, I don't see revenues identified in terms of a category.  So can you assist me?


MR. MILLAR:  Would this fall under operating costs, Mr. Zacher?  Maybe we should let Mr. Ainslie ask his questions and if they're for a different panel or later in the day we can defer them.


MR. ZACHER:  Sure.  I don't know what the question is, but there was an issues list that was prepared.  There was an opportunity for intervenors to suggest additions or changes to the issues list.  And the issues list has now been settled by the Board.


MR. MILLAR:  Why don't we see what the issues are.


MR. ZACHER:  Subject to that I don't mind hearing what the questions are.


MR. MILLAR:  If you have an objection you can make it.

Questions by Mr. Ainslie:

MR. AINSLIE:  I am going to pose them, and then you can decide whether you like them, or not.


My first one is, can you please explain the rationale -- this is basically going back to first principles here and others will be entirely bored by the question but we're not.  Please explain the rationale for the size of the surplus account currently targeted at $5 million.


MR. LEONARD:  I guess the upper end of that balance being 5 million, initially you had indicated it is targeted for 5 million.  It is not targeted at any level.  It is allowed up to 5 million.


MR. AINSLIE:  Sure.


MR. LEONARD:  The balance of that --


MR. AINSLIE:  Poor choice of words.  Go ahead.


MR. LEONARD:
That 5 million was really dually considered in prior years and it just seemed to be an appropriate amount, given our size.  It kind of represents, I don't know, say 3 terawatt hours of energy which could swing; 10 million seemed to too high.  Less than five seemed to be a level of micromanagement.  There was no precise science applied.  It was kind of feel at the time and the IESO continues to believe that 5 million sits about right.


MR. AINSLIE:  This is not meant as an odd question, but you indicate this is -- you, there is a certain amount of intuition in the formation of this figure, if that's satisfactory.


What kinds of professionals make that judgment?  Accountants?  Engineers?   Managers?


[Witness panel confers]


MR. ZACHER:  Mr. Ainslie, while Mr. Leonard is conferring on that, and I don't have it right at my fingertips, but this is an issue that has been considered by the Board in past proceedings and determined to be an appropriate amount to establish as a surplus, and I will try to find that for you at the break and refer you to that.


MR. AINSLIE:  Sure.  Maybe that will be the way to proceed.


MR. ZACHER:  Sure.


MR. LEONARD:  If you wouldn't mind rephrasing or re-asking the question.


MR. AINSLIE:  Sure.  You will have to forgive me, I come from a political science background and we are terribly interested in how judgments are made inside organizations.  So for some this may seem like an odd question.


I am trying to get to the question, if it is intuition, whose kind of professional judgment is being exercised?  In other words, what kind of professional exercises this judgment?  Is this a top management kind of judgment?  Is this a professional judgment by engineers or accountants or somebody else?


MR. LEONARD:  It's the Board itself that approved the $5 million threshold, the Ontario Energy Board.  So it is the professionals they applied to that judgment, as opposed to the IESO.


MR. AINSLIE:  You're saying the Ontario Energy Board?


MR. LEONARD:  Ultimately they have set that $5 million threshold and approved it.


MR. AINSLIE:  I presume they didn’t do it independently.  They did it with your input?


MR. LEONARD:  Yes.  That's correct.


MR. AINSLIE:  So who in your organization would come up with this figure?


MR. LEONARD:  Largely it would have come from the finance area.  So certainly I would have been involved.  I'm a chartered accountant.


MR. AINSLIE:  Were you involved, in fact?


MR. LEONARD:  I expect I was.  I can't recall that number of years ago.  I will say yes.  Yes, I'm sure I would have been involved.


MR. AINSLIE:  Okay, thank you.  That's enough.  My next question, please justify the projected usage fee assessed to provincial customers.  Why is it the assessed figure of $128.5 million for 2008?  Another first principles question.


MR. ZACHER:  Mr. Ainslie, if it is a convenient opportunity, I did just turn up the Board's decision from 2006 in respect -- or rather, in respect of the IESO's 2006 fees application.


MR. AINSLIE:  Okay.


MR. ZACHER:  What the Board found at that time was, and I quote:  

"The Board acknowledges the IESO's rationale that an accumulated operating surplus is required in order to deal with cost or revenue variances from forecasts.  The intent is to recognize uncertainties within the IESO's sphere of activity and that there are items that are not always within the control of management nor reasonably foreseeable."


I won't read on, but it thereby approved the application to retain less than $5 million as an operating surplus and refund any amounts above that to market participants.


MR. AINSLIE:  Sure.  I do appreciate the Board approved the figure.  I just wonder how it got to that figure.  I think you have more or less given me an answer.  I gather you are answering the first question again.  On to my second question, which is on the usage fee.  Do you want me to restate it, by the way?  Yes?


MR. RATTRAY:  If we can assist you, sir, in the IESO 2005 expenditure and fee decision, there was a settlement agreement that dealt with the development of the $5 million figure.


Under topic 1, financial management, issue 1.1, the agreement stated:  "In considering alternatives for disposition mechanisms," and it discusses the mechanism for distributing the surplus above the threshold amount.


In the second paragraph it states:  

"The parties agreed that should the amount in the IESO's variance account exceed 5 million at the end of the year, any excess over 5 million would be returned."

And it reflected the agreement among the parties that it was appropriate for the IESO to hold the surplus amount.  And at that time, it was indicated that the parties supporting this agreement included AMPCO, the Council, EDA, Energy Probe, Ontario Federation of Agriculture, the PWU, and VECC.


MR. AINSLIE:  Well, there you go.  Thank you very much for that.  Now on to the second question.


MR. LEONARD:  Your question was?


MR. AINSLIE:  Shall I repeat it?


MR. LEONARD:  If you wouldn't mind.  Thank you.


MR. AINSLIE:  Please justify the projected usage fee assessed to provincial customers.  Why is the assessed figure $128.5 million for 2008?  This is in reference, by the way, to Exhibit B, tab 1, schedule 1, page 32.


MR. LEONARD:  Referencing that same table on page 49 of Exhibit B, tab 1, schedule 1, as you can see, the 128.5 million is reflective of a revenue requirement of 135.5, which is part of what we're seeking approval for by the Ontario Energy Board and for which our complete application covers that 135.5, along with a reduced amount, 2 million for other services that we do on a fee-for-service basis and 5 million expected to be earned on funds that are in our settlement of the electricity market.


So, I mean, mathematically that comes to 128.5.  The justification or our rationale for the 135.5 revenue requirements is -- I believe we've provided that rationale in our application.


MR. AINSLIE:  I guess I'm not getting -- my question is not related to the arithmetic, but, rather, the rationale for the user fee.  You are assessing a fee to your provincial customers?


MR. LEONARD:  We are charging a fee to users of our service, yes.


MR. AINSLIE:  That's just a cost of doing business, so you are just going to pass it on?


MR. LEONARD:  Yes, yes.


MR. AINSLIE:  So that's all that is about?


MR. LEONARD:  It's consistent with the Electricity Act, which says those costs that the IESO undertakes to undertake its objects, it can then charge to consumers in the province.


MR. AINSLIE:  So you are following up on a statutory capability, so to speak?  You have the authority to do that and so you are doing it; is that fair to say?


MR. ZACHER:  If I understand you, Mr. Ainslie, that section 19.1 of the Electricity Act, which is the section pursuant to which an annual application is brought, provides that the IESO comes before the Board to ask for approval of its proposed expenditure in revenue requirements and fee.


MR. AINSLIE:  Yes, that's fine.  That's all I have for now, thank you.


MR. MILLAR:  Any other questions on operating costs?  Mr. Zacher, it is about 11:00.  I know you wanted to get through issues 1 and 2 before lunch.  Would you like to take a break, or should we plow on through capital spending to make sure we finish by lunch?


MR. ZACHER:  Maybe just a ten-minute break would be appropriate.  Thank you.


MR. MILLAR:  Why don't we do that?  We will come back at ten after 11:00.  Thank you.


--- Recess taken at 10:59 p.m.


--- On resuming at 11:16 a.m.


MR. MILLAR:  Glenn, are we ready to go?


MR. ZACHER:  Yes, thank you.


MR. MILLAR:  Welcome back everyone.  We will go back on the record.  I think we are finished with the operating costs issue and we will move on to capital spending.  Yes, I'm sorry.  Mr. White wished to make a comment on the record.


MR. WHITE:  Thank you, Mr. Millar.


With respect to Mr. Zacher's objection, which I understand, we withdraw our request or our offer to file this additional information.  What we would like to be understood is that we do, however, object to the assertion that our members are significantly overpaid, in terms of market in either base pay or total cash for some the reasons which Mr. VANVEGHEL and I kind of tossed around, methodologically.


Just to note that next year, we will look very carefully at what the IESO is filing in terms of these Towers Perrin studies, which makes such assertions.  So thank you for your forbearance.


MR. MILLAR:  Thank you, Mr. White.


MR. ZACHER:  Thank you, Mr. White.  Just as a point of clarification, I don't believe there is any evidence from the IESO that Society members are overpaid.  I don't believe there is any evidence from the IESO that Society members are overpaid.  There are survey results, but there is no evidence that they're overpaid.


MR. WHITE:  Thank you, sir, I am pleased to hear there is no evidence.  There are, however, assertions.  I think we are in agreement on that.


MR. ZACHER:  There may be assertions.


MR. MILLAR:  I think we can move on unless there is anything else, Mr. White?


MR. WHITE:  No.  Thank you.


MR. MILLAR:  I think we can move to capital spending budget now, and I think we will probably move a bit faster through the rest of the issues, though I don't think we will finish by lunch, of course.  I will start on capital spending unless anyone else has a burning desire to go.  We prefiled our questions, and they relate to the – by and large, to the day-ahead market.  So I will just go through them.  Gentlemen, I think you have our prefiled questions and I don't think I will read the preamble.


Perhaps the easiest page to look at is page 42 of the business plan, where you show estimated expenditures of $8 million for 2008 and $8 million for 2009.


The first question is, are you able to provide a break down of these costs into categories such as materials, labours, overheads and testing?


MR. TENCH:  Yes, I can answer that question for you.


It's, just as a summary in advance, it is important to realize that these costs are estimates for capital planning purposes.


The breakdown that we used in development of these numbers shows that 25 percent of the costs are associated with IESO labour.  70 percent of the costs are associated with software development.  And 5 percent of the costs are associated with hardware to support implementation.  And those are the only categories that we've estimated on.


MR. MILLAR:  Is that for the entire $16 million budget?  Or is it for the $8 million in 2008, or are the numbers approximately the same for both?


MR. TENCH:  They're approximately the same for both.


MR. MILLAR:  Okay.  Thank you.  You discussed the fact this is an estimate which is a nice segue into my next question, I don't mean it to sound flippant, of course, but it reads please comment on the accuracy of the $16 million estimate for implementing the day-ahead market.  

To provide that with some context, the reason it is written that way is because obviously this project has been I guess in a state of flux over recent years.  As you just commented, these numbers are only estimates.  But let me ask you, I guess:  How confident are you in the $8 million budget for 2008?


MR. TENCH:  As you know, the IESO is currently examining the benefits and costs of developing a day-ahead market in Ontario.  We are establishing a path forward in this area, based on significant stakeholder input and consultation.


When the business plan was written -- and this is by way of background as well, but when the business plan was written our intent was to bring a recommendation to the Board in late 2007, or early 2008 on this path forward.  Now, due to stakeholder concerns and also some complexity associated with assessing benefits of this project, we have deferred that decision until June of 2008.  So we will be taking the recommendation to our board in June of 2008 and that will be following some very rigorous cost-benefit analysis with our stakeholders and the quantification of both costs and benefits.


Now, in terms of the accuracy of the $16 million estimate.  What we will take to our board in June, we do not know the outcome of that recommendation at this point.  And the outcome has a range of possibilities, with different costs for implementation.


So what we have is, I think, a reasonable estimate of perhaps a likely outcome, but not a certain outcome associated with what will be decided in June.


So the $16 million estimate must capture a range of possible outcomes that I mentioned.  I understand your interest in these numbers, but there is considerable uncertainty with respect to exactly what decision will be made in June.


However, with this in mind, we feel that the estimates are valid for our capital planning purpose.


MR. MILLAR:  In terms of this June recommendation, I guess, and I guess decision by the Board, is one of the options on the table not proceeding with the day-ahead market?


MR. TENCH:  That could be an outcome in June, yes.


MR. MILLAR:  So it is possible the actual number will be zero?


MR. TENCH:  That's possible.  The decision will be made based on rigorous cost-benefit analysis, with our stakeholders.  And all of that is transparent and open.  We will be coming forward with a paper explaining our recommendation in May of 2008.  So there will be a public review of that recommendation.


MR. MILLAR:  Is another possible outcome -- I seem to recall one of the earlier iterations of the day-ahead market was in fact much more expensive than $16 million, if I am not mistaken.


MR. TENCH:  Yes.


MR. MILLAR:  Is that another possibility, that the budget may in fact be much higher than $16 million total?


MR. TENCH:  It is possible that the costs could be higher than $16 million.  Once the design is further refined.


We are not focussing on the more costly options.  There were five options proposed back in August of 2007.  The more costly options were options 4 and 5.  We are not currently investigating those options.


However, we are focussing on option 3 and option 1, and those options, as I said, the costs and benefits are still under development.


MR. MILLAR:  What is option 1?


MR. TENCH:  Option 1 was a very simple forecast of a day-ahead price.  Participants asked that we investigate this option and we have, and we have a mechanism for publishing day-ahead prices, and we're stakeholdering that presently with our...


MR. MILLAR:  What is option 3?


MR. TENCH:  Option 3 is what we call the unconstrained day-ahead market, and that market is the basis on which the $16 million estimate is made.


MR. MILLAR:  Okay.  That was my next question.
 Thank you for that.  The next question I have relates to the ongoing annual O&M costs associated with the day-ahead market.  This of course is a 2008 fees case.  So the ongoing costs are I guess interesting but not necessarily relevant.


But perhaps you could also comment on the O&M costs for 2008.


MR. TENCH:  I would say that the O&M costs for the day-ahead market are likely to be incremental to our existing costs for day-ahead processes.  So I don't see these as a significant increase in our O&M requirements.


MR. MILLAR:  Can you give a ballpark or ...


MR. TENCH:  I think it's ...


MR. LEONARD:  I would suggest that the potential increases are negligible and we certainly, at this point, wouldn't want to give an estimate that we don't have confidence in.  And ultimately, it comes down to what the solution is and how we support that solution going forward. All we can say is at this point certainly our belief is it is negligible and it is likely rounding when it comes to the fee.


MR. MILLAR:  Okay, fair enough.


Question 4, I have -- I think you have largely answered this question, but it relates to the fact that last year you had projected an $8 million expenditure for the day-ahead market, which didn't occur.


You have already discussed the fact that you are bringing forward a recommendation in June of this year, and a possible outcome, at least, of that is that there is no spending in 2008.


Do you care to comment any further on this question that we have posed to you, or have we just about covered it?


MR. TENCH:  I think I would just add, perhaps, that given the rigour with which this is being reviewed and the significant stakeholder input that has been received, I think it is very likely that we will make a recommendation to our board in June.


So I think it is very likely that we will make that recommendation.  I can't tell you the nature of the recommendation yet; that's all.


MR. MILLAR:  We'll have to wait and see.


MR. TENCH:  Yes.


MR. MILLAR:  Okay.  

Questions by Mr. Caputo:


MR. CAPUTO:  Since the June date, I think, is a little bit later than had been anticipated, would that affect the $8 million expenditure for 2008?


MR. TENCH:  For planning purposes, we are assuming that it will not.  You are correct that the work would be -- the capital expenditures would be started a little bit later, but we believe that for planning purposes, they're still a reasonable estimate, given the time frame in which we are operating here.


MR. CAPUTO:  Thanks.


MR. MILLAR:  Okay, that's all I have on capital spending.  Mr. Wightman, did you want to go next?

Questions by Mr. Wightman:


MR. WIGHTMAN:  Yes.  That's fine, Mr. Millar.  Thank you.


VECC's first question, I was just wondering, I didn't see anywhere where you had ever had any actual capital spending.  We had projected capital spendings, and I assume those would be close to actual.  I was just wondering if we could get actual annual capital expenditures broken down similar to that provided in the table at the top of page 42.


MR. LEONARD:  Yes, we can provide that.


MR. WIGHTMAN:  Thank you.


MR. MILLAR:  Mr. Wightman, I will...


MR. WIGHTMAN:  Oh, sorry.


MR. MILLAR:  Let's give that an undertaking, JT.5.  Could you describe it again, please.


MR. WIGHTMAN:  A breakdown of actual historical capital expenditures in a breakdown similar to the table provided at the top of page 42 in the business plan.

UNDERTAKING NO. JT.5:  PROVIDE BREAKDOWN OF ACTUAL HISTORICAL CAPITAL EXPENDITURES FOR 2005 TO 2007.


MR. MILLAR:  Thanks.


Did you want to state which years, Mr. Wightman?  You said "historical."


MR. WIGHTMAN:  For the present, 2005 to 2007.


MR. LEONARD:  The only exception we would make is 2007, those numbers have yet to be finalized.


MR. WIGHTMAN:  Fair enough.  Thank you.


My second question, I think you have covered it and there is a little bit of -- with the Board staff, your response to Board Staff, there is a little bit of a tie-in to issue 6.  I was just wondering if the IESO -- you had two undertakings that you complied with because the DAM didn't move ahead and you hadn't done -- would IESO contemplate -- I think you have said you would undertake what you agreed to before under 1.2 in your status of undertakings, that you do cost benefit analysis before you made a recommendation to the Board.


I assume that that's a certainty.  You are going to do that?


MR. TENCH:  We will be taking a cost-benefit analysis to the Board, correct, as part of the recommendation and making that public to stakeholders.


MR. WIGHTMAN:  Yes.  Now, there was also an undertaking, 1.3, that related to I think a $5 million threshold.  I was wondering what IESO's feeling was about renewing that undertaking in this proceeding.


MR. LEONARD:  We would be opposed to that at this point.  We believe that, like other capital projects, we're seeking approval of a capital envelope, and we would expect to manage our business within that and within the overall revenue requirements that we're seeking approved.


MR. WIGHTMAN:  Okay, thank you.


My next question:  Could you just give me at a high level what this online limit derivation project is about?  I had some kind of idea what the other stuff was about.  This one I just...


MR. WARREN:  Yes, I can speak to that for you, James.


The IESO is responsible for the development and the management of real-time operating limits.  We use a method that has been employed for perhaps 20 years.  It's a very manually-intensive process and not really conducive to an environment with a large change-out in infrastructure that we are seeing now.


So this project is a forward-looking one over a number of years, with a couple of steps involved along the way that automate some of those processes to allow for a more accurate representation of system security limits, as we call them, in an operating environment, and also used for some planning purposes, as well.


MR. WIGHTMAN:  Okay.  So this is a software?  You are writing code for this?


MR. WARREN:  Yes, much of it is software-related.  There is some hardware and some process and procedure changes that would occur, as well, but it is software-based, yes.


MR. WIGHTMAN:  Are you doing it in-house, or have you got some in-house with some help?


MR. WARREN:  It is a mixture of external and internal activities.


MR. WIGHTMAN:  Okay, thank you.


The next question was the expected service life of DAM capital expenditures and whether the costs are included in the amortized amounts shown in the table at the top of page 45.


MR. LEONARD:  Yes.  The assumed service life within the business plan for the day-ahead market is four years, and it is included in the amortization at the top of page 45, a portion there of 2009 and in 2010.


MR. WIGHTMAN:  My last question, I don't know if it is important.  It is just I see a graph with a spike in it.  I first check how it is calibrated, because things can look flat or spiky, but is there anything we should know about why plan closing cash balances spike in 2008?


MR. LEONARD:  Closing cash balances spike at the end of 2008 in respect to the usage fee, because the two sources of debt financing that the IESO has are, one, through credit facilities that we have with a chartered bank; the other is through the OEFC, or Ontario Electrical Financing Corporation.  That was the debt that was taken on at the inception of the IESO.


By the end of 2008, we expect to be in a position where we will have repaid all of our corporate facilities and we will -- so we will have less need for borrowings than are outstanding with the OEFC of 78.2 million, but there ask a hold-harmless clause within that debt, within the structure of that debt.  


So as we build up that cash, we will use it to repay a portion of that 78.2 in the early part of 2009, when it becomes due.


MR. WIGHTMAN:  Thank you very much.  Those are my questions, on issue 2.


MR. MILLAR:  Thank you, Mr. Wightman.  Anyone else with questions on issue 2?


Hearing no one, I guess we will move to issue 3.


MR. ZACHER:  Mr. Millar, if I could just interject for one quick second.  One of the reasons that we wanted to have issue 1 and 2 addressed first is simply because Mr. VANVEGHEL and Mr. Tench have some afternoon commitments.  So after the lunch hour, they will be leaving, if that is acceptable to people.


So in addition to issues 1 and 2, there is issue 6.2 on the issues list which addresses the implications for the purposes of the 2008 fees case of undertakings from last year.


I just want to make sure that there are not any implications that people want to address from last year's undertakings with respect to operating costs or capital spending.  I don't assume there are, because we have dealt with those questions, but just I want to confirm that before Mr. VANVEGHEL and Mr. Tench depart at the lunch hour.


MR. MILLAR:  Okay.  Staff certainly has no questions on that issue.  Does anyone else wish to ask these gentlemen any questions on that issue?


Okay.  It looks like your suspicion is correct.


MR. ZACHER:  Thank you.


MR. MILLAR:  We will have two members of the panel back after lunch?


MR. ZACHER:  Yes.


MR. MILLAR:  Okay.  Why don't we plow on here.  Move to the smart metering initiative.  Again I will go first.  In this case I will read the preamble it is short and sets up all of the questions so I will read it out.

As indicated in reference 1, in 2007 the IESO was appointed as Ontario's smart metering entity.  The table in reference 2 shows preliminary SME-related costs of 6.5 million projected for 2007, and 17.1 million proposed for 2008.  Page 50 of the business plan also indicates that all direct and incremental costs associated with SME will be collected and charged separately from all other IESO costs that are recovered through the IESO usage fee.


Page 51 indicates that a regular staff complement of four will be required by the SME.  Reference 3 states that SME related costs will be recovered through a separate regulatory mechanism.


So I will move on to the questions.  Is the regular SME staff complement of four dedicated solely to SME related work?  If not how is their time allocated and monitored to ensure accurate separation of costs?


MR. LEONARD:  At this time, it continues to be expected that these would be four resources that are dedicated solely to smart metering activities.


MR. MILLAR:  So there is no allocation issues?


MR. LEONARD:  Not for those four staff, no.


MR. MILLAR:  Are other staff related in SME-related work?


MR. LEONARD:  Yes.  As identified on page 51 of the business plan, of that same document you have referenced, it identifies that staffing in areas such as market entry, finance, and settlements would be doing some work in this area.


MR. MILLAR:  How have you dealt with the allocation issues for those staff members?


MR. LEONARD:  For those staff and for all staff at the IESO, their time is tracked through regular time and attendance records and their time will be charged directly there, including all applicable staff or labour burdens.


MR. MILLAR:  Okay, thank you.


I think that actually answers question 2 that I have written down here.


So I will move to question 3.  What is the IESO's expected process and timing for recovery of its accumulated to-date and future SME-related expenses through a separate regulatory mechanism?


MR. WARREN:  As Mr. Leonard indicated, those costs are separated and accounted for separately at this particular time.  A future review of the smart metering costs will be carried out in a separate and distinct review, as necessary by the IESO and the OEB consistent with any direction we receive from the Ministry of Energy on that.


MR. MILLAR:  Okay.  Thank you, gentlemen, those are my questions on smart metering.
Sorry, just a follow-up.  Do you have any inkling of what the timing will be?  Or do we just not know yet?


MR. WARREN:  No, I do not know.


MR. MILLAR:  Does anyone else have questions on smart metering?  Mr. Wightman.

Questions by Mr. Wightman:

MR. WIGHTMAN:  Just one.  Does the IESO anticipate there will be any change in respect of its accumulated usage fee surplus policy due to the deficits projected related to SME fees, that is, might you want to keep a larger surplus to manage or anything like that?  Or are you going to keep them strictly separate?


MR. LEONARD:  Our intent is to certainly keep all of this entirely separate, the smart metering and usage fee.


MR. WIGHTMAN:  Thank you.


MR. MILLAR:  Anyone else with questions on this?


MR. AINSLIE:  Yes.  Energy Probe does.


MR. MILLAR:  Okay, Mr. Ainslie.

Questions by Mr. Ainslie:

MR. AINSLIE:  Has IESO undertaken any kind of cost-benefit review of Ontario's smart metering program?  For example, in your function for purposes of communication rollouts or for any other purpose.


MR. ZACHER:  Mr. Ainslie, I am just going to object to that question, simply because the SME fees and related costs will be recovered through an entirely separate regulatory mechanism, as indicated in the IESO's business plan and in its application.


So as part of that mechanism, whatever it may be -- and at this time the IESO doesn't know the form of it -- those sorts of issues may be addressed.  But this 2008 fees application has no bearing on that at all.  It is just not relevant to this 2008 fees application.


MR. AINSLIE:  Are you undertaking any communications function related to smart metering?  Do you have any public relations or media relations or other kind of communications program where you spend money related to smart metering?


MR. WARREN:  Yes, we do have some activities that are occurring.  They are coordinated with both the OEB, the Ministry of Energy and the LDCs that are involved in some of these programs.  So there is some work that's going on in that area, yes.


MR. AINSLIE:  Could you elaborate on what you are doing?


MR. WARREN:  I don't have the detailed information on those types of activities available for this particular review.  The costs are separated, segregated, things of that nature, which I do think is appropriate that you could discuss in this venue, but I don't have all of the details information about some of those activities at this time.


MR. AINSLIE:  Is the detail of that information available elsewhere and, therefore, can I get an undertaking on this?


MR. ZACHER:  Mr. Ainslie, we can't give you an undertaking simply because, as indicated, it is not relevant for this proceeding.  But to the extent that there are fees being incurred or to the extent that the IESO is carrying out activities in respect of the smart metering entity and to the extent that costs are being incurred, all of those costs are being segregated and they will be subject to whatever the regulatory mechanism that is developed and directed by the government to be implemented.


MR. AINSLIE:  So for purposes of this application and under this application, you are spending no money on communications for smart metering?


MR. ZACHER:  Just to be clear.  There is no costs that have been incurred by the IESO to date that bear on the revenue requirement and the fee that the IESO is seeking to have approved in this application.


MR. AINSLIE:  And following up on your response, do you have plans, going forward in 2008, to do just that?


MR. ZACHER:  As indicated in the business plan and as Mr. Warren has explained, there is going to be some sort of a regulatory mechanism, pursuant to presumably a regulation or directive that will be passed by the government, which will address recovery of those amounts.


MR. AINSLIE:  So you won't proceed until that decision or regulatory regime or framework has been established?


MR. ZACHER:  The IESO can't.


MR. AINSLIE:  Thank you.


MR. MILLAR:  Anyone else with smart metering questions?


Not hearing any, we will move to issue 4, which is benchmarking.  Staff has a couple of questions here.  So I will start.  Again, I won't read through the preamble.  I will just go straight to the questions.

Questions by Mr. Millar:


MR. MILLAR:  These questions relate, I think, by and large to appendix 2, which is Exhibit B, tab 3, schedule 1.  Our first question is:  Other than having contacted the IESO/RTO Council concerning the lack of consistency in the IESO/RTO's application of FERC's uniform system of accounts, how does the IESO plan to use the available data to improve the operational efficiency of the IESO?


MR. LEONARD:  The IESO doesn't plan to use the available data at this time to improve the operational efficiency of the IESO.  The data, we believe, as we have reported, there are limitations in that data and for us to make -- to meaningfully use it, we certainly believe we need the cooperation and participation of the other IESOs and RTOs which, at this time, this isn't seen as a priority within the community.


MR. MILLAR:  Okay.  That may colour some the questions to follow.  Question 2, in the IESO's -- well, why don't I take you to a page?


If we look in appendix 2, Exhibit B, tab 3, schedule 1, I am just looking at page 14 of 22.  This relates to the Southwest Power Pool.  I don't know much about it, but it seems they're doing great work with cost management, because they seem to be below everyone else in terms of -- on a number of these charts.


But the question is:  In the IESO's opinion, what are the reasons for the Southwest Power Pool achieving results that appear to be significantly better than the IESO results, in fact, better than many other IESOs, particularly in the areas of total operating costs and operating costs per megawatt hours?


Do you have any idea how it is that they seem to do so well, at least according to these charts?


MR. WARREN:  No, not in any detailed amount.


As we indicated early in our submission here, there were some anomalies associated with the SPP information.  We believe that a more appropriate reference case for us might be the New England or New York data, which we seem to be quite comparable with.


We have some information on some of the activities related -- that SPP undertakes, and there are some significant differences between the granularity, I'd say, of work they do in the areas of reliability, and such, as compared to the IESO.  For example, within a load-balancing function, there are 17 entities within SPP's service area that perform those functions for that area.  The IESO performs that for its entire area on its own.


In other areas, they don't operate to the extent of the same wholesale-type market.  They don't have the same settlements functions.  They don't have the compliance, enforcement and monitoring activities, things of that nature.


So, frankly, SPP is relatively new to the -- to this particular group.  Some of the information they provided seemed anomalous to ourselves, and we don't believe they provide the same level of services that the IESO provides.


MR. MILLAR:  Okay, thanks for that.


MR. LEONARD:  Sorry.


MR. MILLAR:  Yes.


MR. LEONARD:  One thing to add on to Mr. Warren's comments is the -- I guess your, I will suggest, presumption that they're doing a better job of managing their finances than we are or other IESOs.  I think it is dangerous to make those assumptions based on what is before us, as we are.  We would caution you against --


MR. MILLAR:  If I suggested that, I apologize.  I guess I just wanted some comments on why, at least according to these charts, their costs per megawatt hour, for example, were lower.  But it is not meant to suggest they're managing their business affairs better than you are.  Just hoping to get some explanation as to why that may be, and I think we received that from Mr. Warren.


So I will move to question 3, unless there is further comments on that.


I have a feeling the answer to this may be no, but I will ask it.  In the IESO's opinion, are there additional measures the IESO should undertake to improve disclosure and transparency of costs or operational efficiency?


MR. LEONARD:  No.  We believe the processes that already exist in Ontario, in terms of whether it be this annual rate application or the IESO's transparency in terms of its financial reporting, its stakeholdering of its initiatives -- we don't believe that there is any requirement or necessity to undertake things to improve in these two areas.


MR. MILLAR:  Thank you for that.


Those are my questions on benchmarking.  Any other parties have questions on this topic?


MR. AINSLIE:  Energy Probe does.


MR. MILLAR:  Mr. Ainslie.

Questions by Mr. Ainslie:


MR. AINSLIE:  On page 15 of your business report, you make a reference to customer surveys presumably undertaken in 2007 -- or survey.


Could you report the results of that customer survey or surveys?


MR. WARREN:  I don't have that information explicitly with me now.  The information, at a high level, was very positively received about our stakeholdering processes.  It was -- I believe it was a very positive report.  Some preliminary information from that endeavour is on our website now under the stakeholdering advisory committee section.


A more comprehensive review is to be made available in about two to three weeks' time on our website.


MR. AINSLIE:  Do I take it, then, that the actual results of the customer survey will be posted in two to three weeks; is that what you're --


MR. WARREN:  That's correct.


MR. AINSLIE:  Okay.  And my next question:  Could you report on any evaluation undertaken on IESO's consumer forum and any recommendations of IESO's stakeholder advisory committee?


MR. WARREN:  I don't believe there was a specific statement around the consumers' forum itself in the review.  I believe the consumers' forum has been very positively received, and it is certainly our expectation to continue with the consumers' forum into 2008 and beyond.


MR. AINSLIE:  Do you make it a matter of practice or will you make it a matter of practice in the future to evaluate these kinds of customer interactions or consumer interactions?


MR. WARREN:  I believe it would be.  We are constantly reevaluating our stakeholdering processes and gathering input from the stakeholders themselves, so that would seem appropriate.


MR. AINSLIE:  As of today and as of current planning, nothing, in fact, is planned?


MR. WARREN:  The implementation of the consumers' forum itself is relatively new.  It has occurred over, I would say, about the last six months.  We just completed a stakeholdering review the end of 2007.


So I do think it is appropriate that a review will take place, but I don't see anything new on the horizon that we will do that in the immediate time frame now.


MR. AINSLIE:  My final question:  What specific plans does IESO intend to pursue in 2008 related to the focus on targeted two-way contact with customers in specific sectors through partnerships with business and trade associations to be found on page 17?


MR. WARREN:  The area that is being -- well, the area activity right now is centered on the individuals who will be moving to the hourly price for electricity as of April the 1st.


So there is some work going on with those individual groups now, and they would include municipal sectors, hotel associations, the Canadian manufacturer and exporters, and the university, colleges, schools and hospitals that are moving towards the real-time hourly pricing as of April the 1st.


So that is where the targeted efforts are to date.


MR. AINSLIE:  Okay, thank you.  That's it.


MR. MILLAR:  Thank you, Mr. Ainslie.


Mr. Zacher, we are at noon, but it occurs to me we may be able to finish all of this if we have another half hour or so.  Are you opposed to sitting for a little while longer?  If you would like to excuse two of your witnesses, that is certainly fine.


MR. ZACHER:  Okay.  So Mr. Millar, Mr. VANVEGHEL and Mr. Tench will depart, but, yes, we would be happy to sit through however long it takes to finish up these remaining issues.


MR. MILLAR:  Okay.  Why don't we do that, then?


--- Mr. Tench and Mr. VANVEGHEL depart witness panel.


MR. MILLAR:  Okay.  We will move to Issue 5, reliability.  Again, Staff had prefiled a couple of questions on this.  Probably the easiest thing to do is turn to page 42 of the business plan and we just wanted to explore the impact that these capital initiatives will have on reliability of the grid, particularly with regard to the 2008 summer peak.


Question 1 is:  Please identify which of, and briefly describe how the initiatives shown in the table will result in improving the reliability of the IESO-controlled grid.


MR. WARREN:  I would be happy to speak to that.


The chart itself and the information that follows is not specifically targeted towards reliability.  It was targeted towards capital expenditures.  But I will go through those, if you'd like.


The first would be the day-ahead market.  We believe that there are some benefits associated with reliability to the attributes the day-ahead market could bring for Ontario.  They would include coordination of long start-up times for certain generation resources, a better coordination between gas and electricity-type resources, a more effective way to manage inter-tie scheduling practices, more effective way of the development of contingency planning that the IESO does when realtime on raying events occur.  So that would be under day-ahead market.


Continuing on with the earlier discussion about on line limits.  Right now there is a level of judgment and conservatism that is used in the development of operating limits.  And a move forward, in this type of endeavour, I would think would help us manage the large infrastructure changes going on within Ontario, an increased ability to respond to contingent events or unplanned system events in the system as well, and there may be some benefits around removal of some system constraints, as well, that could see market efficiencies.


There are some minor benefits, I'd say, from a reliability perspective of the PLC replacement, that's spoken to.  That is really the collection or a warehouse of data that is used by the IESO.  So it would improve or simplify access to some of that information and provide a more consistent suite of data that could be used for reliability assessments.


The other two items, the NERC, critical infrastructure protection and the network zoning projects are linked.  They get into the -- they allow for the provision of identifying and protecting what we call critical cyber assets that were electronically perimetered away from certain other activities that we have and provide a more reliable platform for us to work from.


MR. MILLAR:  Thank you.  Question 2 is a bit of a tricky question because of course we don't know what the peak summer load will be for 2008.  But in your view, are the measures in question 1 sufficient to ensure the 2008 summer peak load can be met?


MR. WARREN:  Actually, much of our undertakings to address reliability and summer reliability, which I believe is your focus, are depicted earlier on in the business plan in pages 5 through 9 where we look at some of our activities and some of the programs that we undertake for our preparations, and those with our market participants.  So they include items such as our emergency preparedness exercises and workshops, some of the generator testings that we do, our seasonal-specific training, regional studies, things of that nature.


There is also activities that go on through the reliability standards steering committee where we work with our participants in areas of standards development and the monitoring enforcement of standards.


It also looks to changes in forecasting that we do, things of that nature.  So I would draw your attention to that area.


MR. MILLAR:  I think you have at least partially answered my question 3 now and that is:  What if any additional measures is the IESO planning to implement to ensure adequate reliability for meeting the 2008 summer peak load?  Do you have anything to add to that?


MR. WARREN:  Just briefly.  What we're really doing is drawing from our previous historical practices and our preparations for summer reliability.  And it builds off of some of our industry best practices as they're called, work and reliability assessments that we have received in the past and recent audits and the like.


We believe that we and our market participants, working with our market participants, have taken all prudent necessary steps for reliability planning purposes for the summer.


MR. MILLAR:  Question 4.  Please comment on the likelihood that the IESO will be able to implement the measures in questions 1 and 3 prior to the summer of 2008.


For example, obviously the day-ahead market won't be going this summer.  But would you care to comment on any of the other items, to the extent you haven't already done so?


MR. WARREN:  None of those particular areas were focussed as a target for summer reliability planning purposes.  Many of those activities are underway now in those areas.  None are actually driven towards the summer.  So they will occur throughout 2008 and perhaps in some of them beyond into 2009.


So those particular programs that we're referencing here, the day-ahead market, the online limits, the CPCI work and PLC replacement are themselves not targeted for summer reliability.  They're in various stages, but it is more really to the work on -- I referenced earlier on in the business plan, pages five and forward there that are more targeted for summer reliability.


MR. MILLAR:  Okay.  To the extent you haven't already – sorry, did you have something to add?


MR. WARREN:  On the NERC item, there is a three-year transition period, actually, that's being employed throughout the industry.  I would say that our activities are consistent with the industry-approved timelines that are in place.


So we are on target for all of these measures, but they're not actually focussed for summer 2008 themselves.


MR. MILLAR:  Understood.  Thank you.


Again, my final question, to the extent that you haven't already answered this.  What contingency plans does the IESO have in place for meeting the summer 2008 peak load, if the proposed measure are delayed or not approved?


MR. WARREN:  As I indicated the actual programs themselves are not critical, directly or indirectly for summer 2008 planning.  There is contingency planning in place for the earlier efforts that I spoke to.  They include the staff training, the awareness, the testing, the workshops and such that we hold with our participants.


The majority of that, those reliability initiatives are addressed through our 18-month quarterly reliability assessments.  The next one will be due out in March.


MR. MILLAR:  In March?


MR. WARREN:  That's correct.


MR. MILLAR:  Thank you.


Okay, thank you, gentlemen.  Those are my questions on reliability.  Did anyone else have questions on this topic?  None from Mr. Wightman.  Mr. Ainslie?


MR. AINSLIE:  Yes, Energy Probe does.  We have one question

Questions by Mr. Ainslie:


MR. AINSLIE:  It is in reference to evidence on page 7 of your business plan.  Now, you made a passing reference to this item I have for you but perhaps we can get some further elaboration.  Could you please report on IESO's progress on NERC's three-year recommended critical infrastructure protection reliability standards and related compliance activities for Ontario market participants’ critical assets.


MR. WARREN:  Yes.  The IESO has undertaken a review as appropriate and necessary to identify its critical cyber security assets and work is now underway too, within the    approved transition plan, to address those issues.


And through the reliability standards standing committee, we have also identified the critical cyber assets of all Ontario market participants with something that is beyond what other entities have done.  So they have been identified to those entities and we're working now with those folks to ensure that they also implement the necessary actions to become compliant with the new standards as well, and within the approved time lines.


MR. AINSLIE:  Are there any public reports or anything on your website related to your answer and my question?


MR. WARREN:  This is not information that the IESO normally makes public, for system security reasons.


MR. AINSLIE:  Thank you.


MR. MILLAR:  Anyone else with reliability questions?


The final issue is undertakings from the 2007 fees submission.  Staff does not have any further questions.  Does anyone else have questions on this topic?


No one?  Does anyone -- does anyone have any questions left that they wish to ask that they haven't asked yet, on anything?


Okay, I think that is it, then.  Thank you, panel, for your patience and sitting past noon, and thank you, Mr. Zacher, for bringing the IESO here today to answer these questions.  


Unless there is anything further, we will adjourn.


MR. ZACHER:  Thank you very much.


MR. MILLAR:  Thank you.


MR. RATTRAY:  Thank you.


--- Whereupon the hearing adjourned at 12:08 p.m.
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