
EB-2010-0008
IN THE MATTER of the Ontario Energy Board Act 1998, Schedule B to the Energy Competition Act, 1998, S.O. 1998, c.15;

AND IN THE MATTER OF an Application by Ontario Power Generation for an Order or Orders approving payment amounts for prescribed assets effective March 1, 2011.
INTERROGATORIES

FROM THE

SCHOOL ENERGY COALITION
SET #1 – NON-CONFIDENTIAL
tc \l1 "
SCHOOL ENERGY COALITION
1. GENERAL 
1.3 
Is the overall increase in 2011 and 2012 revenue requirement reasonable given the overall bill impact on consumers? 

1. Ref:  A1-T3-S2: Drivers of the Deficiency

(a) P. 3.  Please confirm that the total deficiency in Charts 1 and 2 is $260.8 million, and that it implies an overall increase in rates of 3.9%.

(b) P. 3.  Please confirm that, after adjusting for the removal of mitigation and the return to normal levels of taxation, there is a sufficiency of $119.8 million in the test period, and that it implies an overall decrease rates of 1.8%.

(c) P. 3.  Please disaggregate the components of the driver “changes in cost of capital” into the major sub-components.

2.  Ref: A1-T4-S1, Attach. 2 Memorandum of Agreement:

(a) P. 2.  Please provide copies of any Unanimous Shareholder Agreements or Declarations referred to in para. B2 that are or are expected to be in effect in the test period.

(b) P. 2.  Please provide a copy of the most recent 3-5 year performance targets referred to in para. C1.

(c) P. 3.  Please provide a copy of the most recent benchmarking data used in compliance with para. C1.

(d) P. 3.  Please provide a copy of the most recent 3-5 year investment plan for new projects referred to in para. C3.

(e) P. 3.  Please provide a copy of the last four “major developments” reports referred to in each of para. E1 and E2.

(f) P. 4.  Please provide copies of the last two quarterly and last six monthly “financial reports and briefings on OPG’s operational and financial performance against plan” referred to in para. E7. 
2. RATE BASE 
2.2 
Is OPG’s proposal to include CWIP in rate base for the Darlington Refurbishment Project appropriate? 
3. Ref:  D4-1-1; pg.13;  D2-2-1  Darlington Refurbishment CWIP Proposal
The Board’s CWIP policy requires that the applicant provide the total cost of the project and the cost of the project relative to the current rate base.  Please provide a table for the Darlington Refurbishment which sets out the total project costs (separating capital and capitalized OM&A) for each year until the date of project completion with a comparison to the total capital budget forecast for each of those years.

4. Ref: A1-T3-S2, pg. 4

Please show the annual incremental cost of including CWIP in rate base for each year until the in-service date of the Darlington Refurbishment project.

5. Ref: A2-T1-S1, Attach. 2, pg. 3

Please confirm that the decision to proceed with the refurbishment of the Darlington nuclear generating station was not, and is currently not, contingent on CWIP being included in rate base.  Please provide all documents related to the February 2010 decision that relate in whole or in part to the connection between the decision to proceed and the proposal to include CWIP in rate base.

Nuclear 
4.4 
Do the costs associated with the nuclear projects, that are subject to section 6(2)4 and 6(2)4.1 of O. Reg. 53/05 and proposed for recovery, meet the requirements of that section? 
6. Ref: Exhibit D2-Tab1-S1,pg.4: Nuclear Portfolio Project Costs; OEB Decision EB-2007-0905, p.34 Table 2.4, p37 Table 2.5

(a) Please update Chart 1 (D2-T1-S1;pg4) and Chart 2 (D2-T1-S1;pg.5) by adding  the amounts forecast in EB-2007-0905 (i.e. the Board approved amounts).

(b) Please explain any material variances (i.e. variance of +/-  5%) as between Board approved and 2007 and 2008 actuals.

7. Ref: Exhibit D2-Tab1-S1,pg.4-5  Operations Capital Budget
At D2-Tab1-S1,pg.1 the forecast capital expenditures are listed as $296.9M and $447.3M for 2011 and 2012 respectively. Please reconcile these figures with Chart 1 and Chart at pages 4 and 5 of D2-T1-S1. 

8. Ref Exhibit D2-Tab1-S1,pg.5: Operations Capital Budget
Please provide the key drivers for the increase of approximately 75% in Minor Fixed Assets capital investments from 2007 actuals to forecast 2012.  

4.5 
Are the capital budgets and/or financial commitments for 2011 and 2012 for the nuclear business appropriate and supported by business cases? 

9. Ref Exhibit D2-Tab2-S1

(a) What incentives mechanism have been implemented to help ensure the Darlington Refurbishment is completed on time and within the established budget?

(b) At Exhibit D2-2-1 Attachment 1; slide 6 it indicates that the full time equivalent (FTE) related to the Darlington Refurbishment is 98 FTEs in 2009 rising to 148 in 2012.   Are these FTE incremental to OPG’s current staff or re-assignments from other parts of OPG?

(c) What is the total costs related to the incremental FTEs for the Darlington Refurbishment project?
10. Ref Exhibit D2-2-1 Attachment 1 Nuclear Refurbishment Business Plan; pg.6
D2-Tab2-S1;pages 12 and 16 Chart 2 and Table 3    Darlington Costs.
Please reconcile the Darlington Refurbishment cost tables referenced above.

11. Ref: Exhibit D2-Tab2- Schedule 1; pg. 5 Darlington Refurbishment
Please provide the calculation for the Levelized Unit Energy Cost (LUEC) of between 6 and 8 cents.  In showing this calculation please provide details as to the assumptions made which cause the variance in this estimate. 

12. Ref: Ref: D2-Tab2-2 Attachment 4; pg.32 Darlington Refurbishment 


Please provide the cost and reliability assumptions which underpin the high, medium and low confidence levels for the Darlington post project LEUC. 

13. Ref: Ref: D2-Tab2-2 Darlington Refurbishment 
What is the current LEUC for the Darlington GS?

14. Ref: Ref: D2-Tab2-2 Darlington Refurbishment 
Please construct a table which shows the capital, capitalized OM&A, and OM&A for the entire Darlington Refurbishment project up until the date the last unit is forecast to go into service.

15. Ref: Exhibit D2-T2-1; pg. 5
Please provide the calculation of the Levelized Unit Energy Cost (LUEC) of between 6 and 8 cents.  In this calculation show the assumptions made which make up the variance in this estimate.

16. Darlington Refurbishment

(a) Has an economic feasibility study been undertaken which provides the net present value of the project?  If so please provide a summary of the study which shows the major assumptions (e.g. annual capital cost, energy production, price of power, Unit Capability Factor and the FLR  and the discount rate utilized).

(b) If no such study has been undertaken please provide OPG’s expected return on the investment at the low, medium and high confidence levels for LEUC using the regulated prices proposed in this application. 

Nuclear 

5.2 
Is the proposed nuclear production forecast appropriate? 

17. Ref: Exhibit E2-1-1; Attachment 4; E2-Tab2-S2; pg 9

At E2-T1-S2;pg 1 the evidence states that  the Forced Loss Rate (FLR) is the best estimate of the number of unplanned outage days that OPG will experience in the year due to unforeseen events that result in unit shutdowns.  At E2-T1-S1; pg. 11  the evidence states that  OPG proposes to reduce its nuclear production forecast by 2.0 TWh for its experience with forced outages and forced extensions due to major unforeseen events. 
(a) Please explain the methodological difference between accounting for “unforeseen events” via the Forced Loss Rate and OPG’s proposal to incorporate an incremental 2TWh reduction in the forecast for “major unforeseen events.”

(b) Is the forecast FLR currently incorporated into the nuclear forecast?

(c) If yes, then why did OPG not adjust the FLR rate to incorporate a larger unforeseen loss factor of 2 TWh?
18. Ref: Exhibit F2-1-1, Attachment 1; Ref E2-Tab 1 Schedule 1 Table 1
In the OPG business plan presentation at F2-1-1 Attachment 1, pg.9 it identifies  an incremental “Additional Site performance target” of 2 TWh for 2011 and 2012 Are the approved corporate target  50.9 and 52 TWh in 2011 and 2012 respectively?  If so, why are these different than those sought to be approved for rate making purposes?

19. Ref: Exhibit E2-Tab 1-Schedule 1

(a) How is the incentive payment plan related to the corporate performance targets listed at Exhibit F2-1-1, Attachment 8.  Please describe what the particular benchmark are used and for which group of staff the performance plan and target apply to.  Please indicate how the performance plan compensates for below, meeting or exceeding a corporate benchmark target.

(b) If no linkage between incentive plans and benchmark targets exist please indicate why this is so and what steps OPG is taking to link benchmarks with incentive pay.
6. OPERATING COSTS 
Nuclear 
6.3 
Is the test period Operations, Maintenance and Administration budget for the nuclear facilities appropriate? 

20. Ref: F2-Tab2-Schedule 1; Pg 12

(a) Has OPG undertaken any studies in respect to the relationship between overtime costs and its FLR or extensions of planned outages.  If yes please provide this analysis.

(b) The evidence states that “[i]n the support divisions, the majority of overtime is associated with maintaining CNSC-mandated minimum staff complement.  Please provide the costs (actual and forecast) for the 2007 through 2012 costs of overtime costs related to the support divisions.  If the staff requirements are mandated please explain why it is not more economical to fulfill these obligations with full time staff. 

21. Ref: Exhibit F2-Tab2-Schedule 1; pg.22

(a) Please provide the documents which incorporate  the CNSC regulatory obligation to fund nuclear research.

(b) The evidence states that OPG will invest approximately $16 million during the test year on nuclear R&D.  Please explain how this amount is determined. 

22. Ref: Exhibit F2-Tab2-Schedule 1; Table 2 , Table 14  

Between 2009 and 2012 the evidence states that FTEs in the Nuclear Operations will be reduced by 673 FTEs.  During that same period costs of regular staff costs increase by $901.3M to $941.8M.  

(a) Please explain and provide the quantitative analysis which shows how this 9% drop in FTEs results in a 4.5% increase in labour costs.  

(b) Please provide the analysis for each year 2009 through 2012 which shows the net reduction in FTEs, the annual savings and the annual costs incurred in making the FTE reduction.

23. Ref: Exhibit F2-Tab2-Schedule 1; pg 30/ Table 1

(a) Please show how the Workforce Development Program costs are allocated to Base OM&A (i.e. show the allocations of these costs in Table At D2-T1-S1,pg.1).
(b) There is a 22% increase in the Programs & Training costs of the Nuclear support divisions.  Please provide a table showing the major cost components of this function for the period 2007 to 2012.  
24. Ref: Exhibit F2-Tab4-Schedule 1; p5 Exhibit F2-Tab4-Schedule 1;Table 1 

(a) Please provide a table showing for 2007 through 2012 the costs of the Outage Improvement Strategy, the number of planned outages, the expected outage costs and the expected outage costs without implementation of the Outage Improvement Strategy

(b) Please provide the cost-benefit analysis that was undertaken for this initiative.

25. Ref: A2-T1-S1, Attach. 2, p. 13

Please provide a summary of the problem with tritium emissions referred to in the MD&A, including the identifying the internal target and explaining the extent to which, and why, the company was unable to meet that target.  Please advise what changes are being made to address the issue, and the cost implications of those changes.

6.4
Is the benchmarking methodology reasonable? Are the benchmarking results and targets flowing from those results for OPG’s nuclear facilities reasonable? 

26. Ref: Exhibit F2-T2-S1; pg5, A, Table 1
Please calculate the OM&A reduction that would be required for the Darlington GS in order to maintain the 2008 non-fuel benchmark of $25.10 MWh.

27. Ref: Exhibit F2-T2-Schedule 1 Table 2
Please explain how the licence fee from the CNSC is calculated.  In particular please explain why there is an approximately  22% increase in fees in 2009 and an 11% decrease budgeted for 2010.

6.5
Has OPG responded appropriately to the observations and recommendations in the benchmarking report? 

28. Ref: Exhibit F2-T1-S1: pg. 14
Has OPG or the CANDU Owners Group undertaken any studies which compare the costs CANDU technology as compared to other nuclear generating technologies?  If so please provide these studies.
29. Ref: Exhibit F2-1-1 Attachment 8 Darlington Benchmark Targets
The targeted benchmark for Total Generating Costs per Net MWh, is $35.70 and $36.69 for 2011 and 2012 for the Darlington GS.  Please provide the rationale for selecting benchmarks approximately 19% above 22% above the achieved benchmark for Darlington in 2008? Please also provide the inflation assumptions that were used to set the 2011 and 2012 benchmarks.

30. Ref: Exhibit F2-1-1 Attachment 

(a) Please provide an explanation as to why the Darlington GS FLR targets for 2011 and 2012 were chosen at 63% above the achieved 2008 rate.  

(b) What would be the incremental revenue (at the proposed rates) if it were  assumed Darlington GS had an FLR rate remain unchanged from that achieved in 2008 (i.e. .93).

31. Ref: Exhibit F2-T1-S1;pg.8/F2-1-1 Attachment 8
For the following benchmarks: Forced Loss Factor; Unit Capability Factor; Total Generating Costs per Net MWh; Non-Fuel Operating Costs; Capital Costs per MW DER; please create a table which compares the 2008 median and OPG’s achieved benchmarks (shown at F2-T1-S1: pg 8)  to the corporate benchmarks established on February 18, 2010.  Please have the table show the percentage change from the median and achieved benchmarks to the target benchmarks for 2011 and 2012.  Please explain the rationale for any of the target benchmarks that are 5% above either 2008 level.

32. Ref: Ref: Exhibit F2-1-1 Attachment 8

OPG has established benchmark targets for the nuclear stations on both total generating costs; and non-fuel operating costs. For Darlington GS a benchmark for 2011 has been established for Total Generating Costs which is 18.7% higher than the actual benchmark achieved by that generating station in 2008 (i.e. $35.50 MWh vs. $30.08 MWh).  For Non-Fuel Operating Costs the benchmark is only 5.7% higher than the benchmark achieved in 2008 benchmark (i.e. $26.52 MWh vs.$25.10 MWh). 

(a) Why is there a difference in percentage increase targeted for the fuel vs. non-fuel benchmark?  

(b) The percentage difference change between Total Generating Costs and the Non-Fuel Generating Cost target benchmarks and the 2008 achieved benchmarks vary for Darlington, Pickering A , Pickering B (13%, 2.4% and -1.3% for 2011 and 14.5%, 1.8% and -.01% for 2012 respectively).  Please explain this apparent inconsistency in fuel vs. non-fuel benchmark targets...    
6.6 
Is the forecast of nuclear fuel costs appropriate? 

33. Ref Exhibit F2-Tab5-Schedule 2 
OPG has over forecast its nuclear fuel costs by between 7% to 15% for the period 2007 to 2009.  Please provide a description of the forecast methodology used for fuel cost and what changes were made to that methodology in the current application to address the systemic forecast bias.
34. Ref: Exhibit F2-T1-S1
Has OPG studied the cost advantage related to fuel for those technologies that use enriched uranium and the non-enriched fuel used by the CANDU reactor?  If so, please provide these studies.  

Corporate Costs 
6.9 
Are the “Centralized Support and Administrative Costs” (which include Corporate Support and Administrative Service Groups, Centrally Held Costs and Hydroelectric Common Services) and the allocation of the same to the regulated hydroelectric business and nuclear business appropriate? 

35. Ref: Exhibit F3-Tab1-Schedule2 Table2 / OEB Decision EB-2007-0905; pg.57
Please explain the apparent discrepancies as between the Nuclear Support corporate costs shown in the Board decision at page 57 (Board Approved) and the budget figures for 2007, 2008 and 2009 (e.g.. $236.6M vs. $250.56M /  $263.7 vs. $269.1 / $262.4 vs. $267.

6.10 
Is OPG responding appropriately to the findings in the Human Resources and Finance Benchmarking Reports? 

36. Ref: Exhibit F4-Tab 3-Schedule 1; pg 31
Please revise Chart 1 on page 31 to show OPG variance from the 50th percentile.  

37. R ef: Exhibit F4-Tab3-Schedule 1

(a) Please provide a list of the corporate attributes that were used by Mercer Consulting to choose the OPG Comparator group

(b) Were the prospective comparator groups discussed with OPG management.  If so did OPG request any changes to the originally proposed comparator group.  If so please provide the original comparator group proposed by Mercer.

(c) Please explain the reasons for using a Comparator group composed of 50% public companies .

(d) Please explain why no U.S. nuclear operators were included in the study.

(e) Please explain the 50% weighting for health sector employers and the absence of other larger public employers like Universities and Provincial and Federal Governments or agencies.

7.  OTHER REVENUES 
Nuclear 
7.2 
Are the proposed test period nuclear business non-energy revenues appropriate? 

38. Ref: Exhibit G2-Tab1-Schedule 1; pg.4
(a) Please provide the reference in the legislation/regulations which excludes any surplus heavy water from regulation or excludes any fully depreciated assets. 
(b) Please provide the estimated current market value of the 673 tons of heavy water.
(c) Has OPG undertaken any studies or analysis as to the commercial of the surplus heavy water?  If so provide these studies.

Bruce Nuclear Generating Station 
7.3 Are the test period costs related to the Bruce Nuclear Generating Station, and costs and revenues related to the Bruce lease appropriate? 
39. Ref: Exhibit G2-Tab2-Schedule 1; pg.38
The evidence states that OPG and Bruce Power reached an agreement that effectively binds Bruce Power to renewal of the Bruce Lease beyond 2018.  It also states that OPG agreed not to seek a base rent increase resulting from the increase in the estimated cost of decommissioning the Bruce A and B stations.
(a) Please provide the increase costs of decommissioning 

(b) Please provide the financial analysis/study that was undertaken to support the decision to make this agreement. 

(c) Please provide the internal memorandum that we provided to OPG senior executives in support of the decision to extend the Bruce Lease. 

8.  
NUCLEAR WASTE MANAGEMENT AND DECOMMISSIONING LIABILITIES 
8.1
Have any regulatory or other bodies issued position or policy papers, or made decisions, with respect to Asset Retirement Obligations that the Board should consider in determining whether to retain the existing methodology or adopt a new or modified methodology? 

40. Ref Exhibit C2-Tab1-Schedule 1; pg1

(a) The evidence states that “OPG is continuing to investigate the impacts of the OEB approved revenue requirement treatment on its ability to fully recover its nuclear liabilities.  Please outline these concerns

(b) Has OPG commissioned a study or developed terms of reference for such a study.  If yes please provide the terms of reference.

10. DEFERRAL AND VARIANCE ACCOUNTS 
10.1 
Is the nature or type of costs recorded in the deferral and variance accounts appropriate? 
41. Ref A2-T1-S1, Attach. 2, p. 7

Please advise the amounts of regulatory assets included in the financial records due to the Tax Loss Variance Account for each of 2008, 2009 and 2010, and reconcile the amount claimed in the Application to those amounts and to the #292 million recognized in 2009 per the financial statements.

10.4 
Is the proposed continuation of deferral and variance accounts appropriate? 
42. Ref Exhibit D2-T2-S1;pg 12 / Ref H1-T1  Capacity Refurbishment Account

In respect to the Capacity Refurbishment Account, which books variances between planned and actual expenditures on refurbishment activity at Darlington and Pickering stations.  Is it OPG position that regulation 53/05 requires the continuation of a variance and deferral account for nuclear refurbishment?  If yes please indicate which sections the regulation OPG relies upon for this interpretation?

12. METHODOLOGIES FOR SETTING PAYMENT AMOUNTS 
12.2 
What processes should be adopted to establish the framework for incentive regulation, or other form of alternative rate regulation, that would be applied in a future test period? 

43. Ref: Report of the Board (EB-2006-0064).

(a) Please provide any studies that OPG has undertaken in respect to incentive regulation referenced above.
(b) Please provide any reports provided to OPG executives in respect to possible incentive regulation.

(c) In OPG’s view are there any legislative (including regulations) impediments to an incentive regulation scheme for setting payments.
Respectfully submitted on behalf of the School Energy Coalition this 28th day of July, 2010

​​​​​​​​​______________________

Jay Shepherd

Counsel for the School Energy Coalition
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