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t Board Staff lnterroqatorv #081

2
3 Ref: Ex. F4-T3-S1, pages 30-31
4
5 lssue Number: 6.8
6 lssue: Are the 2011 and 2012 human resource related costs (wages, salaries, benefits,
7 incentive payments, FTEs and pension costs) appropriate?
8
9 lnterroqatoru

l0
I I lt notes on page 30 that OPG participates in a study of the Power Services lndustry
lZ conducted by Towers Perrin and Chart 11 provides a range of positions throughout OPG and

l3 compares them to the 75th percentile of market data. lt notes "Iåis chart indiætes that while
14 sorne posftions are paid above market and some are below market, OPG is slightly above
15 the 76h percentite of market on an overall basis". Based on chart 1 1 (p.31), about 640/o of
l6 OPG's positions are above the 75th percentile and, on an overall basis, OPG is 6% above the
17 75th percentile.
l8
l9 ' a) Why does OPG consider 6% to be "slightly'' above?
20
Zl b) How much lower would OPG's total compensation costs be if OPG's positionswere at the
22 75th percentile (i.e., not 6% above) on an overall basis?
23
ì.q c) Why has the Towers Perriir study used the 75rh percentile as a benchmark instead of the

25 5Oth percentile?
26
27
28 Response
29
30 a) The definition of "on market' is accepted within the compensation induslry, and used in its

3l teaching material, as within plus or minus 10 per cent of the market rate - regardless of
32 which percentile is used as a target market.
33
34 b) lt is not possible to calculate meaningful total compensation costs based on the reduction

35 of a subset of occupations because of the number of variations in differences from

36 market rate, the composition of these specific occupations and their weight in the

37 calculation of totalcompensation costs.
38
39 c) The Towers Perrin study provides information on the mean, 10th, 25'n, s0th, 75rh and 90rh

40 percentiles where data-is available. OPG uses the comparison to the 75th percentile

4l because of the relative complexity of work in a large, regulated and nuclear environment.

Witness Panel: Corporate Functions and Cost Allocation
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SEC lnterroqatorv #036

Ref: Ex. F4-T3-S1, page 31

lssue Number:6.8
lssue: Are the 2011 and 2012 human resource related costs (wages, salaries, benefits,
incentive payments, FTEs and pension costs) appropriate?

lnterroqatorv

Please revise Chart 1 on page 31 to show OPG variance from the 50th percentile.

Response

Below is the comparison of the same occupations in the Chart 11 on page 31 to the 50rh

percentile of the market. As noted in the evióence, OPG believes that the 75rh percentile is a
more accurate market considering the high technical skills required by nuclear staff, who are
under-represented in the market data. Even at the 50'n percentile one-third of the
occupations are at market.

Witness Panel: Corporate Functions and Cost Allocation
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Salarv % Variance from the S0th Percentile

Ooeration Technician - Senior 2%

Operating Technician - Entrv -3o/o

Senior Business Develooer 2%

Proiect Financial Analvst - Senior 2o/o

Proiect Financial Analyst - Fully Qualified L%

Ensineer - Specialist or Group Leader 15%

Engineer - Fully Qualified 2I%

Engineer - Developmental 2201

Ensineer - Entrv 2út
Technologist - Advanced Specialist or Supervisor r50l

Technologist - Fullv Qualified t7o/o

Technoloeist - Developmental L6%

Technolosist - Entry 25%

Senior Daily Trader/Power Trader 2f/o

Environment - Advanced Specialist or Supervisor 22%

Environment - Fullv Qualified 35o/o

lndustrial Nurse -3o/o

Safetv - Advanced Soecialist or Suoervisor Ilo/o

Safetv - Specialist or Group Leader 2ú/o

Puchasine Suoervisor L7%

Junior Buyer 23o/o

Fleet Manaeer Lú/o

Resulatorv Analvst - Advanced Soecialist or Supervisor Lt/o

Reeulatorv Analvst - Specialist or Group Leader 17%

Regulatory Analyst - Fully Qualified s%

Warehouse Supervisor 3ú/o

Mai ntenance Suoe rvi sor 2L%

Maintenance Techician - Dual Trade 7o/t

Maintenance Planner 38o/.

Labourer 2lol

Witness Panel: Corporate Functions and Cost Allocation
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I Board Staff lnterroqatorv #079
2
3 Ref: Ex. F4-T3-S1, pages 14-15
4
5 lssue Number: 6.8
6 lssue: Are the 2011 and 2012 human resource related costs (wages, salaries, benefits,
7 incentive payments, FTEs and pension costs) appropriate?
8
9 lnterroqatorv

l0
I I Section 5.4.4 discusses "Authorization Bonuses and Leadership Allowances". lt notes that
12 employees in nuclear who are authorized by the CNSC and are required to maintain their
l3 licenses as a requirement of their job, receive a licence retention bonus of up to 28% of their
14 base salary and that bonus is pensionable. lt also notes Authorized Training Supervisors are
l5 eligible to receive 75o/o of those authorization bonuses. lt further notes Management Group
16 employees who are required to work shifts are paid a leadership allowance (in lieu of shift
17 premiums) which provides an additional 30 - 40% of base salary, of whidt 10olo is
l8 pensionable and if they are.licensed, also receive the same license retention bonus. lt also
19 discusses such allowances and bonuses are necessáry to attract and retain staff and to
20 provide appropriate incentives to staff to keep their licences current.
2t
22 a) Please clarify if this means certain staff are eligible to receive a bonus of up to 680/o of
23 their base salary of which about half is pensionable
24
25 b) How many OPG staff are eligible for these bonuses?
26
2l c) Are the bonuses of similar magnitude at the comparators discussed in the application
28 such as Bruce Power? And are they pensionable to the same extent?
29
30
3l Response
32
33 a) Yes. As explained in part b) below, the 21 Management Group Shift Managers receive
34 the bonus, half of which is pensionable.
35
36 b) There are several occupations within all three employee groups that may receive
37 Authorization, Leadership and Performance payments:
38
39 . The Authorized Nuclear Operators represented by the Power Worker's Uníon may
40 receive Authorization payments of up to 28 per cent for achieving and maintaining
4l their federal-regulated operating licences. They may also receive performance
42 awards of up to I per cent. There are 228 employees in these occupations as of June
43 30,2010.
44

Witness Panel: Corporate Functions and Cost Allocation
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t r The Control Room Supervisory group is represented by the Society of Energy
2 Professionals and is eligible for similar authorization payments and performance
3 awards as the nuclear operators. There are 51 employees in these occupations as of
4 June 30,2010.
5

6 . The Authorized Training Supervisors are also represented by the Society of Energy
7 Professionals and are eligible for up to 75 per cent of the payments made to the
8 Control Room Supervisory group. There are M employees in this occupation as of
9 June 30,2010.

t0
I I . Shift Managers are Management Group and are not unionized. These employees
12 receive the same authorization payments as the represented staff, and also receive a
13 leadership allowance of up to 40 per cent in lieu of overtime and shift differentials.
14 The average total compensation for these employees is 6 per cent higher than their
l5 unionized subordinates. There are 21 Shift Managers as of June 30, 2010.
l6
l7 c) lt is OPG's understanding that Bruce Power offers incentives for authorized staff,
l8 however the specific amounts and terms are not known.

Witness Panel: Corporate Functions and Cost Allocation
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Board Staff lnterroqatorv #075

Ref: Ex. F4-T3-S1

lssue Number: 6.8
lssue: Are the 2011 and 2012 human resource related costs (wages, salaries, benefits,
incentive payments, FTEs and pension costs) appropriate?

lnterrogatorv

The evidence indicates that OPG's labour agreements will expire as follows:

Power Workers Union - March 31,2012
Society of Energy Professionals - December 31,2010.

Please complete the table below to capture the projected general salary and wage percent
increases built in to the 2011 and 2012 test year OM&A budgets for Management, Power
Workers Union and Society of Energy Professionals employees.

GENERAL SAIARY & WAGE INCREASES
2011 zJ12

effeclive
date

o/o $ impact on
OM8,A

effective
date

o/o $ impacl on

OM&A
lvlanaqemenl

Power Workers

Societv

[olal

Response

The table below provides the estimated impacts of labour escalation on OPG's total OM&A
costs for the regulated business that are built into the revenue requirement for each of the
2011 and 2012 test years based on indicated effective dates. The definition of escalation
used is that presented in Ex. F4-T3-S1, page 28, lines g-1 1 and thus, includes assumed
general (economic) wage increases and assumed increases due to staff movement,
progressions and promotions.
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Management

Power Workers

Society

Total

2071 2072

effective
date

% $M impact

on OM&A

effective
date

% Srvl impact
on OM&A

Jan L

Apr 1

Jan 1

3.ú/o

4.ú/o

4.ú/o

5

26

L7

48

Jan 1

Apr 1

Jan L

3.ú/o

4.ú/o

4.ú/o

11

53

36

L00

The impacts provided above include labour esca¡ation affecting nuclear, regulated

hydroelectric and the corresponding allocated hydroelectric central support and corporate

fúnction support costs. The áollar amounts tor 2012 reflect the compounded impact of two

years' escalation.
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1 service, when aII of the costs and benefits from t.hat

2 project are fully known.

3 tle would note also t.hat in the Board's report, the

4 infrastructure report, this issue did not seem to be a

5 concern of the Board.

6 They tal"ked about t.hey would be moniLoring the

7 projects, but there did not seem to be a concern expressed

I about this issue.

9 And part (d) of the question asks:

LO "Assuming Lhat there had been some l-evel of

l-L imprudence on OPG's part in managing t,he project,

L2 please explain how inEervenors would be able to

l-3 demonstrate this imprudence aft,er the fact, gfiven

L4 Èhat. they have to rely on OPG project-specific

l-5 inf ormation. 'r

l-6 Our response Eo Lhis question is this circumstance or

17 situat.ion is no different than any other project.

L8 MR. KBIZER: Thank you. Then moving on to page 37 of

19 the compendium, and VBCC Question No. 5.

20 MS. IRVINE: Yes. I can confirm that the escalation

2t raLes used for 7OLL and 2OL2 are, in fact., four percent for

22 each of the PWU and SocieLy, and three percent for

23 management group.

24 MR. KEIZER: Thank you. Moving on t.o

25 MR. SHEPHERD: Hang on, sorry. f s that because t.here

26 is a contract in place, er because you are projecting what,

27 it, would be?

28 MS. IRVINE: We were looking for an assumption that

ASAP Reporting Services Inc.
(613) s64-2727 (416) 861-8720
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o
l- would be reasonable, and this is what we have used because t

2 of the cont.racts that are in place now t.hat provide

3 three percent to PV'IU and Society sLaf f . And then you add

4 some additional funds to cover-off step progressions wiChin

5 job families and Promotions.

6 MR. SHEPHERD: But

? MS. IRVINE: At our hist'orical raLe '

B MR. SHEPHERD: Have you factored in your hiring of

9 more junior people, which you have increased the rate of

l"O hiring more junior people, right?

1L MS. IRVINE: No, that has not, been fact,ored in.

L2 MR. SHEPHERD: So that would tend to push the cost

13 increase down, right?

L4 MS. IRVINE: It may.

L5 MR. SHEPHERD: Thank You.

16 MR. KEIZER: Moving, then, to VECC No' 6'

17 MS. IRVINE: This question refers to a commenE made in

L8 the evidence with respect, to Eotal compensaLion package and

L9 how we know it is in line with the market '

20 IC refers to a piece of an interrogatory that doesntt

2L actually do t,hat kind of comparison'

22 The total compensation market comparisons are based on

23 the information t,hat is collecEed by Mercer and is provided

24 in attachment L, figure 1 on page 36 of the evidence-

25 MR. KEIZER: Thank you. Moving on, then, to VECC

26 No. 7.

27 MS. IRVINE: It is dif f icuLt t.o list the number and

28 precise occupations that are we have difficulLy

ASAP RC Services Inc.
(613) s64-2727 (416) 861-8720
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lo
2010 Ontario
Public sector 8S$ti?iJ*Sr Restraint ro Protect Public services Act, 2o1o
Public Sector Compensation Restraint
Ontario has felt the effects of the global recession and is running a deficit in order to create jobs and protect our public services.

Ontarians value and appreciate the contributions of those who deliver their public services. They also expect those who are paid by tax
dollars to do their part to help sustain public services.

The McGuinty government is managing responsibly by controlling costs in one of its largest spending lines - compensation of puÞlic sector
employees.

Everyone who is paid through taxpayer dollars is being asked to do their part.

MPPs will lead by example with a three-year salary freeze.

The government has passed legislation that will freeze the compensation structures of non-bargaining polit¡cal and Legislative Assembly
staff for two years.

It w¡ll also freeze compensat¡on plans for all non-bargaining employees in the broader public sector, including the Ontario public Service,
for two years. This will help redirect up to $750 million toward sustaining schools, hospitals and other public services.

For employees who bargain collectively, the government w¡ll respect all current collective agreements. When these agreements expire and
new contracts are negotiated, the government will work with transfer payment partners and bargaining agents to seek agreements of at
least two years'duration that do not include net compensat¡on ¡ncreases.

The fiscal plan provides no funding for compensation increases for future collective agreements.
It doesn't matter whether contracts expire next month, next year or the year after that - all employers and employee groups will be
expected to do their part.

This is a balanced and responsible plan that requires employers and employee groups in the public sector to work together and do their
part to sustain public services.

Q. Who is covered by the legislation?

A.The Act covers all public sector employers who have employees that do not collectively bargain compensation.

Excluded from the legislation are municipalities and local boards of municipalities and other employers that receive less than g1 million
funding from the province,.

Q. Which employees will be affected by this legislation?

A. MPPS, non-bargaining polit¡cal staff and non-þargaining employees across the broader publ¡c sector and the Ontario public Service
will be required under this legislation to contr¡bute to public sector compensat¡on restraint.

Non-bargaining employees in the Ontar¡o Public Service, hospitals, boards of health, schools, colleges, universities, Hydro One, Ontario
Power Generation, and many other provincial agencies, boards and commissions will be prohibited from compensat¡on ¡ncreases before
the beginning of April 2012, except in specified circumstances.

Q. Why only non-bargaining employees of public sector employers, and not those who bargain collectively (e.g.,
unionized)?

A. All broader public sector employees are being asked to contribute to protect puÞlic services during these challenging times. It is only
the fair thing to do.

For non-bargaining employees, the restraint legislation prohibits increases to rates of pay, pay ranges, benefits, perquis¡tes or other
payments for two years, until April 2012. Employees who are part of a union or who bargain compensation collectively would see their
current agreements honoured. When these agreements expire and new contracts are negotiated, the government will work with
transfer payment partners and bargaining agents to seek agreements of at least two years'duration that do not include net
compensation ¡ncreases.

The fiscal plan provides no funding for compensat¡on ¡ncreases for future collective agreements.

It doesn't matter whether contracts expire next month, next year or the year after that - all employers and employee groups will be
expected to do their Part.

Q. When does the legislation come into effect?

A. The Act ¡s in effect as of March 25, 2OlO.

http://rvrvr,v. fìrr.gov.orr.calen/budget/ontariobudgets/20 I 0/faq_rn arch.html 20/t0t20t0
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tl
Read Schedule 24 Public Sector Compensat¡on Restraint to Protect Public Services Act, 2010 of Bill 16 An Act to imolement 2010 Budoet
measures and to enact or amend vanous Acts.

Q. What does the restraint do?

A.The Act prohibits ¡ncreases to compensation, including rates or pay, pay rðnges, benefits, perquisites and other payments before the
beginning of April 2012, except in specified circumstances.

Q. How long does the restraint last for?

A. The Act covers the t¡me period up to and including March 3L,2012.

Q. What is included in the definition of a compensation plan?

A. A compensation plan consists of all aspects of an employee's compensation including base pay, merit pay. time off such as vacation,
pens¡on, health and other benefits. Freezing a compensation plan and all of ¡ts components means, in short, there will be no across-the-
board increases and salary ranges are limited to ex¡sting levels.

Q. Are you freezing compensation?

A. The legislation prohibits increases to rates of pay, pay ranges, benefits, perquisites and other pðyments that were in effect on Mðrch
24,2OlO before the beginning of April 2012, except in specified c¡rcumstances.

Under the legislation, there are certain conditions specified which will allow for salary increases for employees, within an existing pay
range, providing these were part of an organ¡zation's compensat¡on plan as it existed on March 24th 2010. These conditions include:

. the employee's length of t¡me in employment or office

. assessment of performance

o the employee's successful completion of a program or course of professional or technical education.

Q. Who can tell me if I am covered UV tfr¡" legislation?

A. If ¡t is unclear if the legislation applies to you, contact your employer.

If either you or your employer is uncertain if your organizat¡on is a recognized bargain¡ng group, you or your ernployer can seek
direction from the Public Sector Compensation Restra¡nt Board. This board will have the authority to determine whether employers or
employees are covered by the legislation.

Q. Is there going to be legislation which covers employees who collectively bargain compensation (e.9., unionized)?

A. All public sector employees are being asked to contr¡bute to protecting publ¡c services dur¡ng these challeng¡ng t¡mes. It is only the
fa¡r thing to do.

Non-bargaining employees will see a prohibition on increases to rates of pay, pay ranges, benefits, perquis¡tes or other payments for
two years.

Employees who are part of a union or who bargain compensation collect¡vely would see their current agreements honoured. When
these agreements expire and new contracts are negot¡ated, the government will work with transfer payment partners and bargaining
agents to seek agreements of at least two years' duration that do not ¡nclude net compensation increases.

The fiscal plan provides no funding for compensat¡on increases for future collective agreements.

It doesn't matter whether contracts expire next month, next year or the year after that - all employers and employee groups will be

expected to do the¡r Part.

http://wwrv. fì n.gov.orr. calen/budget/ontariobudgets/20 I 0/faq_nr arcli. htnr I 20il0t20t0
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THE GTOBE AND IUAIL*

September 16,2010

Arbitrator nixes Ontario's plans for wage freezes
By Karen Howlett and Carys Mills
From Friday's Globe and Mail

Pay increase awarded to long-term care home workers, undermining province's sfrafegy for cost
containment in public service

The Ontario govemment's attempts to rein in public sector spending were dealt a major setback after an arbitrator ruled
it has no authority to impose wage freezes without taking the unpopular step of legislating them.

Finance Minister Dwight Duncan has urged Ontario's one million public sector workers to take a two-year wage freeze to
help restore the province's financial health and protect its vital social services.

But an arbitration case has called those restraint measures into question. ln a binding ruling released Thursday,
arbitrator Norm Jesin awarded 17,000 workers in long-term care homes a 2-per-cent wage increase for this year. Labour
leaders say the award could affect the outcome of talks for hundreds of thousands of workers in other sectors, including
hospitals, public schools and universities. lf other arbitrators respect this judgment, they say, Mr. Duncan could be
forced to abandon his restraint measures.

'l think the government is going to have to reconsider the road they're going down," said Sharleen Stewart, SEIU
president of Local 1 Canada, which represents the long-term care home workers.

The award sets a standard that other arbitrators will follow, she said, adding that hospital workers are now in arbitration.

The province has also been in a dispute with unions over whether workers in for-profit, long-term-care homes should be
included in the wage îreeze.

Mark Langer, president of the Ontario Confederation of University Faculty Associations, said if staff of for-profit nursing
homes are not part of the wage treeze, it raises questions about including universiÇ employees. The government no

longer provides the majority of funding for universities, he noted.

Ontario is one of many provinces that are fighting budget shortfalls by imposing restraints on the public sector. Mr.

Duncan introduced legislation this year that freezes the wages of non-unionized employees within the government and

the broader public sector. British Columbia has imposed a two-year, "net zero" mandate on collective bargaining, and so
far just over half of the province's unionized public sector employees have now re-negotiated agreements that were set
to expire in 2010.

Mr. Duncan told reporters on Thursday that he plans to continue with his push for a wage freeze.

http://license.icopyright.net/user/viewFreeUse.act?fuid:MTA0MzA5Mjk%3D z0n0t20t0
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"This doesn't change anything," he said, referring to the arbitrator's ruling. He reiterated that the government has no
plans to legislate freezes for public-sector workers who bargain collectively.

ln his ruling, the arbitrator says labour leaders and employers must respond to economic conditions, not a government's
fìscal policies, in setting wages.

"l cannot accept that compensation should be frozen because of the budget, particularly as there has been no legislation
by the government requiring such a freeze," Mr. Jesin says.

The arbitrato/s award reflects the fact that wage settlements have been much more modest over the past year and the
government can take some comfort from that, said labour lawyer Steven Barrett.

"The award also confirms that to expect zero increases simply isn't consistent with fairness or reasonableness,,, he said.

Opposition members said the ruling exposes flaws in the government's efforts to keep a lid on public-sector wage
increases.

"ln the arbitration world, no.body is buying the government's argume¡t that its budget problems necessarily require
freezes on salaries for the hourly-wage workers," New Democrat MPP Peter Kormos iold reporters.

With a report from Justine Hunter in Victoria
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I 1O.O COMPARISON OF COLLECTIVE AGREEMENTS

2

3 When assessing the prudency of Hydro One's collective agreements, a useful comparison

q would be the compensation wage scales for simila¡ PWU and Society classifications in

5 the Ontario Hydro successor companies as Hydro One competes for staff with these

6 compa''ies and is vulnerable to losing staff to these organizations. Such a comparison is

7 instn¡ctive since all these wage scales have the same starting pgint, which is the

g establishment of the successor companies in 1999- It is important to compare

9 compensation escalation based on total "dollar" base rates of similar classiñcations.

l0 Simply comparing accumulated base rate percentage increases does not capture the tn¡e

I I difference between total base compensation paid at the successor companies.

t2

13 In the two wage.scale comparison tables for each of PWU and Society staffwhich fotlow

t4 the wage scale rates shown are for the top end of the wage scale band.

l5

tz





3

4
5

6

7
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Power Workers' Union - wage scale comparisons, 1999 and 2009

1999 2009 Percent Change

Hydro One s 28.23 $ 3E.30 36%

OPG $ 29.08 s 44.72 54o/o

Bruce Power $ 29.08 $ s0.73 74o/o

Hydro One s 28.23 $ 3E.30 36%

OPG $ 30.31 s 44.72 48o/o

Bruce Power $ 30.31 s 50.88 68%

Hydro One s 21.46 s 29.12 360/o

OPG $ 21.46 $ 28.56 33Vo

Bruce Power $ 21.46 $ 31.62 47o/o

.Hydro One $ 24.24 $ 32.84 360/o

OPG s 24.20 . $ 34.79 Mo/o

Brucc Power s 24.20 $ 35.6s 47o/o

Hydro One s 26.20 s 35.56 36o/o

OPG s 26.20 s 4.72 TlYo

BrucePower $ 26.20 $ 42.s8 630/o

Hydro One s 23.27 $ 33.15 42o/o

OPG s 23.27 $ 34.79 5oo/o

Bruce Power' $ 23.27 $ 39.87 T lVo

Hydro One $ 19.03 $ 25.82 36%

OPG $ 19.03 $ 34.79 83Vo

Bnrce Power ' $ r9.03 s 39.87 ll0o/o

" 
CíriI Mointoher II cløssificatíon and corræpondhg wqge

rsle-

For pWU staff, Hydro One has negotiated substantially lower wage scales than OPG and

Bruce Power for all seven positions with the exception of one'
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r Society of Enerry Professional - Wage Scale Comparisons 1999 and 2009
2

r999 2009

Percent

Change

Hydro One s 77,954.79 s 90,686.36 t6%

OPG s 77,954.79 s 92,026. t0 t8%

Bruce Power s 77,954.79 s 90,666.0r t6%

TESO s 77,954.79 s 106,809.54 37%

Hydro One $ 88,651.39 $ 103,052.68 l60/o

OPG s 88,651.39 $ 104,593.53 l8o/o

Brucæ Power $ 88,65 t.39 $ 103,080.86 l60/o

IESO $ 88,65 t.39 $ 121,419.54 37%

Hydro One $ 100,756.80 s I17,193.07 l6o/o

OPG $ 100,756.80 s I18,923.51 t8%

Brucc Power $ t00,756.80 $ I17,2t5.50 t6%

IESO $ 100,756.80 s 13E,064.50 37o/o

3

4

5

6

7

8

9

t0

il
t2

For Society staff, Hydro One, OPG and Bruce Power have successfirlly negotiated lower

end rates. The IESO has continued with the wage schedule stn¡cture that existed at

demerger.

In addition to the comparison of base rate wage scales, the following two charts higtrlight

significant additional incentives and allowances over and above the base rate wage sc,ales

for each of P'WU and Society staff at other successor companies. These incentives are not

reflected in the preceding wage scale comparison tables.
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t5

PWU- Additional PaYments, 2009

3

4

5

Society of Enerry Professionals - Additional Payments, 2009

Incentive
. No skilled based/competency payment.Hydro One

. [n 2002, OPG introduced Skill Broadening' which led

to eligible employees receiving a $l,000lump sum, as

well as a wage increase of 5Yo (in addition to the general

increase of 2o/o for that

. In 2003, Bruce Power implemented a competency-

based progression plar¡ which provided up to a l2o/o

increase for journeypersons and a 60lo increase for
supernsors.

. Bruce Power has also introduced Multi Trade rates

for certain classifications, which are higher than the

comPetencY-based rates.

Bruce Power

lncentive Pay

Hydro One No incentive plan.a

OPG : Pays a number of bonuses for supervision, specialized

work, training/certifi cation and retention.

. Tends to have more provident benefit plans than Hydro

One. For example, paramedical ca¡e: OPG provides $1500

per year; Hydro One provides $500 Per year based on 50%
co-lnsg¡¿¡¡gg.

Bruce Power . Has a þonus plan for 2009, which if Company targets

are met, pays2o/o for MP2 and MP3, 4Yofor MP4 and MP5,

60/o for MP6 (additional l% available if stretch targets met).

. Pays a number of bonuses for supervision, specialized

work, training/certification and retention'

IESO Has a Performance Pay Plan where the Company will
make a minimum performance payout oî l.5o/o of base

payroll.

a
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I In an IESO OEB Decision (EB-200g-0340), the Board accepted the recommendations of

2 the technical committee that the IESO compensation was reasonable. It is noteworthy that

: Hydro one's compensation for society staff at both the lower and upper end of the wage

q scale bands are lower than that at the IESO. Further, in its Decision With Reasons in EB-

s ZOOT-0905, the Boa¡d accepted OPG compensation levels. In both these Decisions over

6 the past year, the OEB has accepted the compensaúon levels of entities that pay more for

z similar positions at Hydro One. In addition, it is quite clear that compared to these four

8 other companies, Hydro one has been quite successful in controlling costs in collective

9 bargaining over the past ten years to the benefit of all ratepayers'

l0

t t Utility lndustrY \ilage Increases

t2 A cross section analysis of negotiated wage increases in the Canadian utility sector shows

a3.2 per cent per year2 a.rerage wage increase between 1999 and 2009' The average

increase for PWU employees is 3.35 percent and 3.00 percent for Society employees over

the same period. Mercer has projected the average 2010 salary increase for all employee

groups in the utility sector is 3.5%o. The PWU and the Society have negotialed 3Yo

economic increases for 2010. Hydro One has demonshated since demerger in 1999,

unionized rate increases has been consistent with increases negotiated throughout the

utility sector.

l3

l4

l5

l6

t7

l8

l9

æTabulationÊoml999to20lo,preparedbyStrategicPolicy,A.nalysis,and
Woiçf*" Information"Directorate. Employers included: ATCO Electric, ATCO Gæ, B'C' Gas Utility

Ltd., British Columbia Hydro and poweieútUority, Bruce Power,-Cousumerfirst' Eobridge Gas

Distribution, Enbridge Hóme Services, Division oiEnbtidg" Services Inc', Enbridge Consumers Gas'

Enmax corporatiou, Epcor utilities, Essential Home Services, Greater Vancouver Regional District' Hydro

one lnc., Hydro-Quebec, Inergi L.P., Manitoba Hydro, Manitoba-Hydro-Elecric Boa¡4 New Brunswick

Power Generation Corpomtioi, Newioundlan¿ anã LaUrador Hydro, Nova Scotia Power Incorporated'

Ontario Power Generatior\ Sas'kEnergy Inc, Sask Power, Toronto Hydro, Terasen Gæ Inc'' TransAtla

Utilities Corporation, Union Gas Limited,
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11.0 SUMMARY

Compensation levels at Hydro One are reasonable and appropriate given the environment

in which the Company operates. In recent years, despite signiñcantly increased work

volumes, overall costs have been minimized by the simplification of required job skills

and pay levels where appropriate. Hydro One's demographic challenge requires us to be

active in the labour market place and with world wide competition for these skills, there

is a need for competitive compensation.

A strong barometer of Hydro One's abitity to rest¡ict compensation increases is a direct

comparison to companies such as OPG, Bruce Power, and IESO. Hydro One competes

directly with these organizations for skilled workers. Hydro Qne is also at risk of losing

experienced ståff to these organizations if our compensation is not competitive. Despite

thesÞ competitive pressures, Hydro One has negotiated comPensation levels that a¡e less

costly than OPG, Bruce Power and the IESO.

In addition, in a heavily unionized environmen! there are significant constraints on an

employer's ability to reduce compensation costs per employee. However, despite these

constraints, the Corporation has made significant gains in the reduction of pension and

benefits costs for MCP staff and pension costs for Society-represented søff.

As well, over time, as current employees retire and new staff are hired, lower Society

wage schedules and the reduced compensation and benefit levels for new MCP hi¡es

shoutd further reduce overall compensation costs. Compensation at Hydro One is heavily

influenced from the legacy of being part of Ontario Hydro. However, Hydro One has

t1

I

2

3

4

5

6

7

8

9

l0

II

12

l3

l4

l5

l6

t7

t8

l9

20

2l

22

23

24

25

26 demonsüated a track record of making progress on cost reduction and increased

27 management flexibilitY.



Numbers may not add due to round¡ng.

Table 1

Ooeratino Costs Summarv - Nuclear ($M)

lmpairment charge ($63M) associated with construct¡on work in progress and fixed assets for Pickering A Units 2 & 3;

and write-off of inventory ($57M) for Pickering A Units 2 & 3.
lncludes nuclear waste management variablé expenses (2005 Actual - $4.0M, 2006 Actual - $3.6M, 2007 Actual - $1.6M,
2008 Plan - $1.7M, 2009 Plan - $1.SM)

updated: 2008-05-26
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Schedule 1

Table 1

ê

Line

No. Cost ltem

2005

Actuai"

2Qoe

Actua!
.2097

':..Actt¡al
2008

Plan

2009

Plan

(a) (b) lc) (d) (e)

OM&A:
1 Base OM&A 1,036.4 1 ,133.8 1,216.6 1,360.8 1,368.0

2 Project OM&A 155.9 142.0 111.6 144.6 137.1

Outage OM&A 163.0 187.7 215.6 192.2 207.9
4 Allocation of Corporate Costs 356.2 423.2 446.8 457.0 430.2

5 Asset Service Fee 14.7 30.8 33.2 29.9 25.5

o P2l3 lmpairment Charges and Write-Offsl 120.0 0.0 0.0 0.0 0.0

7 TotalOM&A 1,846.2 1,917.5 2,023.8 2,184.6 2.168.7

o Nuclear Fuel Costs 100.5 104.9 113.0 162.4 204.2

I
Other Operating Cost ltems:

Depreciation2 259.6 242.8 300.7 294.4 316.4

iq
11

12

13

lncome Tax 5.7 0.0 0.0 0.0 0.0

Capital Tax 8.6 9.0 7.9 7.9 7.8

Property Tax 7.5 16.8 8.2 13.9 14.2

Total Operat¡ng Costs 2,228.1 2,291.0 2,453.5 2,663.1 2,711.3

14 Total Regular Staff FTEs 7 .311 .7 7,484.7 7,542.0 8,109.1 7,933.8

Js
16

Non-Regular Staff FTEs 787.2 624.5 736.8 379.3 250.9

Total Staff FTEs 8,098.9 8,109.2 8,278.8 8,488.4 8,184.7
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Table 13

Staff Summary - Nuclear OPerations

2010
Budget
(FTEs)

2011

Plan
(FTEs)

2012
Plan

(FTEs)Line
No. Group

2007

Actual
fHeadcount)

20a8

Actual
fHeadcpunt)

2009

Actual
lHeadcount)

(c) (d) (e) (f)
(a) (b)

1

7,155 6,808 6,659
Rcoular Staff 7,281 7,348 7,332

732 400 247 161
733 720

2_.

3
þtnesgqgafflrEx f3!
Total Staff Resources

7,056 6,820
8,014 8,068 8,064 7,555

3
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Board Staff lnterroqatorv #40

Ref: Ex. F2-T1-S1, Table 1 and Ex. F2-T2-S1 , Table 3

lssue Number: 5.1
lssue: Are the Operation, Maintenance and Administration ("OM&A") budgets for the
prescribed hydroelectric and nuclear business appropriate?

lnterroqatorv

At the bottom of Table 1 in F2tT1lS1, the number of Nuclear FTEs is provided for each
year. There has been a relatively constant increase in the "Total Regular Staff FTEs -
Nuclea/'from 7,311.7 in 2005 to 8,109.1 in 2008. While it declines to 7,933.8 in 2009,
there is a net increase of 8.5% or 622 FTEs (about 155.5 per year).

a) Over the same period, there is a coincident decline of a similar magnitude for "Non-
Regular Staff FTEs". ls this trend a matter of contract staff being made permanent? lf
not, please explain the reason(s) for the increase in Regular Staff FTEs.

b) Similar FTE figures, by year, were not provided for the regulated hydroelectric
business in Table 1 in F1lT1lS1. Please provide those FTE figures.

Response

a) The downward trend in non-regular staff FTEs reflects actual or planned hiring of
regular staff to fill vacancies, such that non-regular (temporary) staff currently performing
the duties are no longer required.

b) Total FTEs for the regulated hydroelectric business are presented in Ex.F1-T2-S1
Tables I and 2. Further detail for regular and non-regular FTEs is provided in Chart 1

below.

Witness Panel: Base OM&A and Fuels
Hydroelectric Core
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Ghart 1

Reg ulated HYd roelectric
Regular and Non-Regular FTEs

2005 2006 2007

Actual Actual Actual
Niagara

Regular FTEs
FTEs

2008 2009
Plan Plan

231.0
2.0

233.0

225.O
5.2

219.6
3.8

215.9
12.9

230.6
5.6

Niagara Total
FTE's 230.2 223.4 228.8 236.2

Saunders
Regular FTEs 69.2

3.3
63.9

1.7
63.9

1.6
67.1 67.8
0.7 0.7Non-Reoular FTEs

.Regulated
Hydroelectric
Total FTEs 302.7 294.3 301.5

6
7

Witness Panel: Base OM&A and Fuels
Hydroelectric Core
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I SEC lnterroqatorv #18
2
3 Ref: Ex. F2-T2-S1, Table 4
4
5 lssue Number:
6 lssue:
7

8 lnterroqatory
9

l0 a. Expand Table 4 to show the total compensation for each year from 2005 to 2009 as
l1 well as the total year over year percentage increase in total compensation.
l2
13 b. Provide average total compensation per FTE (divided by base pay, overtime,
14 benefits and incentive pay) for 2005-2009.
15
l6
17 Response
l8
19 a) Attachment 1 provides total labour expenditures for each year, and the percentage
20 increase year-over-year, consistent with the data in Ex. F2-T2-51, Table 2. As this
2l reflects total labour costs, it inçludes volume changes (staff increase/decrease) as
22 well as changes in individual staff compensation. This data excludes overtime pay.
23
24 b) Average compensation and benefits costs, including sub-division into base salary,
25 overtime, incentives and benefits, for nuclear staff for 2006 and 2007 is provided in
26 the response to interrogatory L-1-52. This information is based on actual payroll
27 data for the respective years. Comparable data for 2005 for nuclear staff is
28 provided in Chart 1 below, with the exception of data for benefits. Benefits are
29 defined largely as group life insurance and health and dental benefits while
30 employed (but not pension and other post-employment benefits, which are
3l provided in Chart 1). Benefits data as defined above is not provided for 2005
32 because it requires an allocation of information from the payroll system, which
33 cannot be extracted without significant burden due to organizational changes that
34 took place in 2005.
35
36 For 2008 and 2009, the requested data cannot be produced because actual payroll
37 data necessary to provide the required sub-division is not yet available for those
38 years. OPG notes that its business planning assumptions regarding labour cost
39 escalation for each of the years in the period 2005 to 2009 are found in Section
40 8.0, Ex. F3-T4-S1.
4t
42
43
44
45
46
47

Witness Panel: Base OM&A and Fuels
Corporate and Other Operating Costs
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I Attachment 1:
OM&A Base Labour ($M)

Llne
No. Function

2005
Actual

2006

Actual
2007

Actual
2008

Plan
290e
.Plan

fear Over Year % lncr
06-05 07-06 08-07 09-08

Operational Functions - Station
)arlinqton NGS

Ooerations & Maintenance
1 - Ooerations 46.0 52.4 55.0 æ.2 68.3 140/ì 50/¿ 170/< 60/"

? Maintenance 68.3 82.5 89.6 89.0 90.7 210/\ 90/< -10/< 2o/o

3 Fuel Handlino 14.0 17.5 17.7 20.6 21.3 25o/c 1Y, 170/i 3To

4 Rad Prot. Chemistrv & Envrnt 10.2 12.1 13.3 12.4 13.0 19o/o lOo/o -le/, so/a

5 Stat¡on Enaineering 22.0 24.6 24.8 24.2 23.9 120/, 1o/o -2To 10/l

6 Work Manaqement 8.9 10.8 10.5 12.7 11.7 2Oo/(. -2o/" 2'1"/o '8Yo

7 Suooort Services 10.7 12.2 11.7 't2.5 13.0 140/, -4o/. 7o/o 4o/o

I Tritium Removal Facilitv 6.9 10.2 11.3 13.4 13.9 47o/a 120/ø 190/ 30/,

I Subtotal 187.1 222.3 234.O 249.1 255.8 19o/o SYo 6Yo 30/,

¡ickerino A NGS
Ooerations & Maintenance

10 - Ooerat¡ons 42.4 47.1 48.9 57.6 60.5 1 10/, 4o/. 18o/. So/c

11 - Maintenance 48.1 40.4 43.5 42.2 41.5 -160Á 80/, -lle/t -20/<

12 - Fuel Handlino 10.5 10.8 9.0 12.7 13.3 3o/" -160/, 410/, 50/<

13 Rad Prot. Chemistrv & Envrnt 2.8 3.9 4.1 3.0 2.9 37o/o 5o/o -?le/, 40/<

14 Station Enoineerino 14.8 17.5 18.9 19.3 18.9 180/, 8o/. 201 -201

15 Work Manaoement 5.5 7.4 8.0 11.3 13.3 uo/, 80/< 43o/. 1701

16 Suooort Services 5.0 4.6 5.1 4.9 4.7 -70/, 100/, 40/, -30/,

17 Subtotal 129.0 31.6 137.3 150.9 155.1 201 ljlv 10o/o
-?l/:

3;/o

2!o
4o/c

-10ó/,

4õtt
aO_o/|

10/,

PEke.ryrs-qj!_qq_..

-osé!áä9ís-g!t.á.,¡tçl-"¡*.. - . --
_-._op91a_!lo11s_

- Maintenance

.,Fr"i#;q!iîg-- -.
- Rad Prol Chemistrv & Envrnt

lg;ti
3Yo

8,Yo

-'l%
't8 45.9 49.4 s1 .9 57.3 58.8 Bo/<

19 a9p
16.1

æf
17.4

76.4 78.7 80.3 '150/¿ 10%
4o/"20 18.2 19.6 20.s 80/<

?1 14.4 17.1 16.7 18.5 16.7 19"Á _:|Yt
1o/a.-1%

1le/o

. -i;le
-3.:þ

^o/^

22 _ 9le!!gl E¡gl'ggr1ng

__W_ol_L[qna_g_eqlqn!..
Supoort Services

24.3 27.8 28.2 26.2 26.8 14o/o

?3.
24

:!.1,9
10.3

13.1 12.1 11.7 10.5 11o/o

11 7 't2.7 13.4 136 130/" Aot"

25 Subtotal 183.5 206.2 216.1 225.5 227.3 1?oll 5o/o 4o/t 10/<

26 Total Stations
coerãi¡ónal Funciïons - suòport

499.6 560.0 587.5 625.5 638.2 12o/o 5'/< bYo 2"/<

27 Enqineerinq & Modif ications 31.5 37.6 36.9 35.6 36.6 190¿ -2e/a .3o/o 3%

Proorams & Traininq
28 Facilities, Records and Admin 39.7 48.1 52.2 52.3 54.5 21o/o 90/< 0To 4o/o

29 Nuclear Proorams & Traininq 52.2 9.5 61 .8 72.O 75.5 4e/< 130/< 174/" 5o/o

30 Securitv 21.6 23.7 25.5 30.3 37.4 10"/< 70/< 19Yo 23To

31 Suoolv Chain 37.8 52.8 53.9 52.O 48.8 4Ùo/t 20/< -4o/o -60/"

32 PINO 77 9.2 9.7 10.1 10.1 200/, 60/, 4a/o . oa/,

33 Nuclear Level Common 14.8 r0.5 6.0 6.0 5.2 -290/, 430/, oo/" -13e/,

34 Total Suppoñ 205.2 236.3 245.9 258.2 268.1 15o/o 4"/o 5To 4"k

35
36

37

38
39

Operational Functions - NGD&S
SVP Office
inspectiòn & Mtce Services
Generation Development
- Refurbishment Programs
- New Nudear Build

Commercial Activities

0.0
26.5

0.7
0.0
12

0.0
3i.3

4.0
0.1
1.3

0.3
33.1

7..7

27
1.1

1.0
41.6

9.1
12.2
ì.s

1.4
43.4

s.5
14.4

1.5

Oo/o

19'/'

478o/o

0o/o

1 1o/o

0o/o

60/o

94io
OYo

-160/o

192To

26%

18To

3530/o

33o/o

39o/c

4o/.

-7o/.

180/<

40/,

40 Total NGD&f 28.4 36.7 44.9 65.4 69.3 29o/a z2' .!6"Á
-370/,

9I:
Êot

41 Waste & Transoorlation Services 3.6 3.8 5.2 3.3 3.4 5o/. 37o/o

42 Total 736.8 836.8 883.5 952.3 978.9 14o/o 60/o Bo/c 30/,

Witness Panel. Base OM&A and Fuels
Corporate and Other Operating Costs
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Chart I
Average Employee Costs ($K) For Nuclear Business

Year End 2005

Regular Non-Regular 5

Base Salarvl 77.6 40.8

Overtimei 14.4 14.2

lncentivesl'2 1.6 0.0

Otherl'3 4.4 8.9

Benefitsa N/A 0.0

Pension/OPEBo 18.5 0.0

1 Based on 2005 year end payroll data for employees in their home-base positions
2 lncludes goalsharing and authorization bonuses for PWU; goalsharing, performance

recognition plan and authorization bonuses for the Society, and Annual incentive plan and
leadership allowances for Management Group

3 lncludes travel time, unused vacation days paid ou| standby allowance and shift allowance
o Data is not available as explained in the body of the response.
5 lncludes temporary employees for "peak" periods
6 Represents the current service cost ("CSC") component of the total pension/OPEB costs.
CSC is the only component of the pension/OPEB costs (discussed in Section 7.3.1, Ex. F3-
T4-S1) that relates solely to cunent employees. CSC represents the cost of the
pension/OPEB benefit deemed to be accrued by current employees ín the year.

Witness Panel: Base OM&A and Fuels
Corporate and Other Operating Costs
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I Board Staff lnterrooatorv #074
2
3 Ref: Ex. F4-T3-S1
4
5 lssue Number: 6.8
6 lssue: Are the 2011 and 2012 human resource related costs (wages, salaries, benefits,

7 incentive payments, FTEs and pension costs) appropriate?
8

9 lnterrogatorv
l0
I I please provide the aggregate compensation costs (inclusive of Total Wages, Benefits,

It pensioniopEB) in a tábte-over the 2007-2012 period broken down in terms of Nuclear,

l3 Hydroelectric, allocated Corporate and Total.

l4
l5
16 Respqnse
T7

l8 The information requested is found in the. following table.

19

Orqanization 2007 2008 2009 2010 2011 2012

Nuclear 1.187.90 1 ,206.13 1,265.01 1,243.41 1,196.23 1,210.84

Regulated Hydro 42.29 45.14 45.47 47.87 50.36 52.73

Allocated
Corporate SuPPort 122.19 125.95 128.85 131.41 135.15 138.59

TOTAL REGULATED

COSTS

1,352.38 1,377.22 1,439.33 1,422.69 1,381.74 1,402.16

Note 1: lncludes total wages, benefits, current service cost component of the

Pension/OPEB costs and annual incentives.

$M

20

Witness Panel: Corporate Functions and Cost Allocation



LB2

Llo
1 The bi.gger changes t,hat we have made have been things

2 like increasing pension contributions from employees. That

3 has happened since 2OO2 on all three groups, âs weII as a

4 reduct,ion in benefits from management group and the Society

5 on things like over-Lhe-counter drugs, the non life-

6 sust,aining over-the-counter drugs and a cap on dispensing

7 fees for PrescriPcion drugs.

I So Lhose kinds of things have been done, in addit,ion

9 to the normal administ.raLive pieces that, try and make the

1o plan more effectivelY managed.

11 MR. FAYE: Can I just have a quick follow-up on that?

L2 I L.hink you heard you say t.hat you compensate for over-the-

l-3 counLer drugs?

. t4 MS. IRVINE: The PWU has provision for over-the-

t5 count,er drugs in its collective agreement, currently. The

19 ot.her two do not anYmore.

L7 MR. FAYE: Okay. Just so I understand, Lhese are

1"8 t,hings like analgesics, Anacin, that kind of stuff?

19 MS. IRVINE: Correct .

20 MR. FAYE: OkaY, thank You.

2t MR. KEIZER: I believe that completes vECC No. 7.

22 Moving on to vECC No. 8.

23 MS. IRVINE: The quesLion is asking: How does OPG

24 manage to retain staff given that., if you look at Ehe

25 market studies at a t.ot,al compensation basis, w€ are under

26 market, for the most Part?

2't And the reason for thaL is that \¡re have an engaged

28 work force. We are one of the top 100 employers in the

ASAP Reporting Services Inc.
(613) 564-2727 (416) 861-8720
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I UNDER,TAKING JT 1.I8
2
3 Undertakina
4
5 To provide the savings that resulted from eliminating the over-the-counter drug benefit.

6
7
8 Response
9
l0 The annual savings to OpG from the removal of non-life sustaining over-the counter

I I drugs benefit for the Society was $556,000 in 2005.

t2
l3
t4
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t Board Staff lnterroqatorv #080
2
3 Ref: Ex. F4-T3-S1, pages 14-15
4
5 lssue Number:6.8
6 lssue: Are the 2Q11 and 2012 human resource related costs (wages, salaries, benefits,
7 incentive payments, FTEs and pension costs) appropriate?
8

9 lnterroqatorv
l0
I I ln section 6.2 (Benchmarking), it discusses the Agency Review Panel Report which
12 recommended that OPG use a group of public sector and private sector organizations for
l3 comparing compensation levels. ln response to this recommendation, 24 privale and public
14 sector organizations that are "similar in assef size and organization scope as OPG" were
l5 identified and Chart 10 provides a list of the Agency Review Panel Comparator Group. Staff
16 notes that 50% of the public sector organizations used (6 of 12) are in the health care sector
17 where governments have been attempting to get costs under control for many years.
l8
19 a) Why doeb OPG believe the use of a disproportiónate share of organizations in the health
20 care sector is appropriate to assess whether compensation levels are appropriate at an
2l electric utilitY?
22
23 b) Does OPG believe this is consistent with the intent of the Agency Review Panel Report?
24
25 c) What actions has OPG undertaken to comply with the Agency Review Panel Report
26 recommendations?
27
28
29 ResPonse
30
3l a) OPG notes that no evidence is provided to support the statement in the preamble about
32 Government policy with respect to salaries in the health care sector.
33
34 OPG also disagrees with the suggestion that Mercer has inappropriately structured the 

-'i

35 comparator group. OPG used the recommendations of the Agency Panel Review to
36 establish the comparators that Mercer was instructed to use and the resulting comparator
37 group complies with the Agency Review Panel Report.
38
39 The recommendation from the Agency Panel Review Report with respect to
40 compensation benchmarking comparators is as follows:
4l
42 "Have careful regard for appropriate comparator organizations in the public and
43 private sectors of similar size, scope and complexity." (page 19)

44
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The panel further suggested that the comparators be 50 per cent from the public sector

and S0 per cent from the private and that the target market level should be the 50th

percentile. There are few public sector organizations in. Ontario that are large, unionized,

require highly technical st<ìlls and operate on a 24t71365 basis. Large organizations in the

health care sector are among the few public sector employers that meet these conditions.

b) Yes, as per the response above.

c) OpG has implemented the recommendations of the Agency Review P-anel via the

following:

. OpG's Board of Directors ("OPG Board") made changes to the balance of public and

private sector comparator selections and market positioning at the 50th percentile,

with appropriate consideration to public sector and private sector organizations that

have large complex operations and assets.

. OpG's Board engaged, and continues to engage, independent third parties on

compensation matters

. OpG's Compensation and Human Resources Committee is comprised of

independent directors who are seasoned executives with financial expertise, and

knowledge and experience with regard to human resources and compensation

issues.

. Finally, OPG continues to enhance compensation transparency by providing

compênsation disclosure annually both on its website and through the Public Sector

Salary Disclosure Act (.PSSDA').

Witness Panel: Corporate Functions and Cost Allocation
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I SEG lnterroqatorv #037
2
3 Ref: Ex. F4-T3-S1
4
5 lssue Number:6.8
6 lssue: Are the 2011 and 2012 human resource related costs (wages, salaries, benefits,
7 incentive payments, FTEs and pension costs)appropriate?
8
9 lnterroqatoru

l0
I I a) Please provide a list of the corporate attributes that were used by Mercer Consulting to
12 choose the OPG Comparator group.
13

14 b) Were the prospective comparator groups discussed with OPG management. lf so did
15 OPG request any changes to the originally proposed comparator group. lf so please
16 provide the original comparator group proposed by Mercer.
17
18 c) Please explain the reasons for using a Comparator group composed. of 50 per cent public
19 comPanies
20
2l d) Please explain why no U.S. nuclear operators were included in the study.
22
23 e) Please explain the 50% weighting for health sector employers and the absence of other
24 larger public employers like Universities and Provincial and Federal Governments or
25 agencies.
26
27
28 ResPonse
29
30 a) The corporate attributes used were as per the recommendation from the Agency Review
31 Panel as found in their 2007 report. The Agency Review Panel further suggested that the
32 comparators be 50 per cent from the public sector and 50 per cent from the private and
33 that the target market level should þe the 50th percentile. The recommendation is as
34 follows:

35 Have careful regard for appropriate comparator organizations in the public and

36 private sectors of similar size, scope and complexity. (p. 19)

37
38 b) The comparators used in the 2009 benchmarking study were provided to Mercer by
39 oPG.
40
4l c) Following the Agency Review Panel's recommendation, 50 per cent public companies
42 was used to structure the comparator group.
43
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d) Only organizations in Ontario were used as comparators in keeping with the Agency

Review Panel's recommendations.

e) There are few public sector organizations in Ontario that are large, unionized, require

highly technical skills and operale on a 2417t365 basis. Some organizations in the health

care sector do meet these conditions.

Witness Panel: Corporate Functions and Cost Allocation
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1 VEGG lnterroqatorv #024
2
3 Ref: Ex. F4-T3-S1, page 11, and Figure 1, Attachment 1

4
5 lssue Number: 6.8
6 lssue: Are the 2Q11 and 2012 human resource related costs (wages, salaries, benefits,

7 incentive payments, FTEs and pension costs)appropriate?
8
9 lnterrogatorv

l0
1l The evidence at page 11 states:
t2
13 "When reviewing management and executive compensation, OPG gathers information

14 from a listing of 24 companies that represent Canadian industries in both the public and
l5 private sector. ln 2008 and 2009, OPG compared its compensation and benefits program

l6 to the 50th percentile of this market. Overall, the compensation and benefits program and
17 employees actual pay are competitive with the external market. Figure 1 in Attachment 1

18 presents OPG's current market position."

19
20 a) Please provide a chart similar to Figure 1 for the year 2008.

2l
22 b) Please provide the information gathered by OPG for 2008 and 2009 that shows OPG's
23 comparisons for 2008 and 2009 to the 50th percentile of the market re compensation and
24 benefits Program.
25
26 c) Please provide a list of the companies surveyed by OPG or Mercer for 2008 if it differs
27 from the 2009 samPle.
28
29
30 ResPonse
3l
32 a) See Attachment 1.

33
34 b) The charts provided for 2008 and 2009 compare OPG wages and benefits against the
35 50th percentile of the comparator market.
36
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c)

33

2
J
4

ln adJlüon fris graup ol ,rrgcnizations, the follcrn'irg were induded lcr banj A-C tnaþis ir':

ilì Ercldrq S1"P, Hurn¡n FlÈEC{f}16 ¿ ChÞf EÛll5 Û'næÎ

igJ Oah b Ndalat{e frcflt Frwloi¡alNHtl sahr/ dEjßüre lcr üe riEt} ðr}, cFO f(€llt:r6 cnli.
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I IMPACT STATEMENT

2

3 This exhibit has been prepared to show the impact of three changes since OPG filed its

4 application in May 2010. The three changes are:

5

6 1. lncreased fees for 2011 and 2012 irom the Canadian Nuclear Safety Commission

7 ("CNSC) whicfr impact Nuclear Base OM&A;

8 2. Changes to Management compensation as a result of the Public Secfor Compensation

9 Restraint to Protect Public Serurbes Act, 2010 (the "Public Sector Compensation

l0 Restraint Act'); and

I I 3. Changes to forecast pension and other post employment beneflt ('OPEB") costs,

12 primarily as a result of changes to forecasts of discount rates and actual pension fund

13 performance

t4

l5 Each of these matters is described separately below.

l6

17 CNSC Fees

l8 As indicated in the response to interrogatory L-12-027, OPG has been informed by the

19 CNSC of increased regulatory fees for the test period. Licensing costs include the cost of

20 CNSC staff directly involved with OPG issues, as well as an allocation for the associated

2l regulatory support effort, indirect regulatory activities and overheads. The drivers of the

22 increased fees include: alígnment of regulatory practices to lnternational Atomic Energy

23 Agency guidance documents; the demand for CNSC attention to planning for industry-wide

24 refurbishment activities and new nuclear; and the CNSC need to recruit and train staff to

75 meet the anticipated demands.

26

27 The estimated revenue requirement impact of the íncrease in CNSC fees is $13M over the

28 test period.

79

30 Manaqement ComPensation

3l The Public Sector Compensation Restraint Act was introduced after OPG's busíness plan for
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1 2010-2014 had been approved. The Act addresses restrictions to increases in compensation

2 rar employees that do not collectively bargain compensation. For OPG, the Public sector

3 Compensation Restraint Act will impact Management employees'

4

5 As indicated in interrogatory L-01-075, OPG included an increase of 3 per cent in each of

6 2011 and 2012 in its Management compensation levels. As a result of the Public sector

7 compensation Resfrainf Acf, oPG is removing Management wage escalation for the period

g to April 1 ,2}12from its test period revenue requirement for the regulated facilities, reducing

9 costs bY $12M.

l0

I I Pension and OPEB Costs

t2 As discussed in section 6.3.2 of Ex. F4-T3-S1, the projection of pension and oPEB costs

13 requires an estimate of the value of the benefit obligations and the pension fund assets'

14 pension and opEB costs are subject to significant variability to the extent that forecast

15assumptions,suchasthediscountrates,andassumedpensionfundperformançeare
l6 different from actual values as of the end of the year preceding the forecast year'

t7

l g The pension and OpEB costs forecasts in OPG's application for 201 1 and 2o12 were based

19 on discount rates (presented in chart B of Ex. F4-T3-S1) forecast during the 2010-2014

20 business planning process. since the beginning of 2010, these discount rates have declined

2l significantly. This decline has caused an increase in the forecast pension and oPEB costs

22 for the test period. Specifically, the discount rates used to project pension' other post

23 retirement benefits and the long-term disability plan costs have decreased from 6'80%'

24 7.OOo/o and 5.250/o, respectively, to 5.70%, 5.70To and 4.400/o' respectively, as of the end of

25 August 2010. The updated estimates of discount rates were provided by external actuaries'

26

27 chart B of Ex. F4-T3-S1 also shows that pension cost forecasts were based on assumed

28 rates of return on the pension fund assets of 9.0% in 2009 andT'oo/o in 2010' The actual

29 return for 200g was approximately 15o/o, ãnd the 2010 actual return as of the end of August

30 2010 is approximately 2.5o/o. The net effect of the updated returns forthe two years is to

3l otfset, in part, the increase in pension costs due to changes in forecast discount rates'
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7

8

Nuclear Requlated Hvdroelectric

201',l 2012 20'l'l 2012

Pension Cost

As per Chart 9, Ex. F4-T3-S1 114.O 162.8 5.8 8.1

Proiection as of Auoust2OlO 210.2 245.9 10.6 12.3

lncrease 96.2 83.1 4.8 4.2

OPEB Costr

As oer Chart 9. Ex. F4-T3-S1 159.3 166.7 8.0 8.3

Proiection as of Auoust 2010 196.5 201.7 9.9 f 0.1

lncrease 37.2 35.0 1.9 1.8

Total Test Period lncrease 25't.5 12.7

9 tsupplementary pension plans costs are included with OPEB costs.

l0

I I Gonclusion

12 The first two changes considered in this impact statement are effeclively offsetting and OPG

l3 does not propose to revise its revenue requirement or payment amounts to reflect them.

t4

l5 Given the potential for significant variability between the updated forecast and actual pension

ló and OPEB costs, OPG is not proposing to revise its proposed payment amounts or

17 payments riders to address the projected increase in these costs. lnstead, OPG proposes to

18 address the forecast change to pension and OPEB costs by requesting that the OEB

19 establish a variance account to record the revenue requirement impact of differences
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OPG's updated total pension and OPEB costs for 2011 and 2012 have been projected by

external actuaries as of the end of August 2010. The chart below shows the portion of these

updated costs for 2011 and 2012 attríbutable to the prescribed facilities, as compared to the

amounts included in the application per Ex. F4-T3-S1, Chart 9. The total projected increase

over the two test years is $251.5M for nuclear and $12.7M for regulated hydroelectric.

Updated Pension and OPEB Costs ($M)
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A.

1.

BETWEEN

fVlemorandum of Agreement

Her Majesty the Crown ln Right of Ontario (the
"shareholder")

And
Ontario Power Generation ("OPG")

Purpose

This document serves as the basis of agreement between Ontario Power

Generation lnc. ("OPG") and its sole Shareholder, Her Maiesty the Queen in
Right of the Province of Ontario as represented by the Minister of Energy (the
"Sñareholde¡') on mandate, gOvernance, performance, and COmmunications.
This agreement is intended to promote a positive and co-operative working
relationship between OPG and the Shareholder.

OPG willoperate as a commercial enterprise with an independent Board of
Directors, which will at all times exercise its fiduciary responsibility and a duty
of care to act in the best ¡nterests of OPG.

Mandate

OPG's core mandate is electricity generation. lt will operate its existing
nuclear, hydroelectric, and fossil generat¡ng assets as efficiently and cost'
effectively as possible, within the legislative and regulatory framework of the

Province of Ontario and the Governrnent of Canada, in part¡cular, the

Canadian Nuclear Safety Commission. OPG will operate these assets in a
manner that m¡tigates the Province's financialand operational risk.

OPG's key nuclear objective will be the reduction of the risk exposure to the
Province arising from its investment in nuclear generating stations in
genefal and, in particular, the refurbishment of older units. OPG will

continue to operate with a high degree of vigilance with respect to nuclear
safety.

OPG will seek continuous improvement in its nuclear generation business
and internalservices. OPG will benchmark its performance in these areas
against CANDU nuclear plants worldwide as well as against the top Quartile
of private and publicly- owned nuclear electricity generators in North
America. OPG's top operational priority will be to improve the operation of
its existing nuclear fleet. .'

With respect to inveslment in new generation capacity, OPG's priority will

be hydro- electric generation capacity. OPG will seek to expand. develop
ancl/or improve its hydro- electric generation capacity. This will include

expansion and redevelopment on its existing sites as well as the pursuit of
new projects where feasible. These investments will be taken by OPG

through partnerships or on its own, as appropriate.
I

2.

3.

4.
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OPG wíll not pursue investment in non-hydro-electric renewable generation
pro¡ects unfess spec¡fically directed to do so by the Shareholder-

OPG will continue to operate its fossil fleet, including coal plants, according
to normal commercial principles taking into account the Government's coal
replacement policy and recognizing the role that fossil plants play in the
Ontario electricity market, until government regulation and/or unanimous
shareholder declarations require the closure of coal stations.

OPG will operate in Ontario in accordance with the highest corporate
standards, including but not límited to the areas of corporate governance,

soc¡al responsibility and corporate citizenship.

OPG will operate in Ontario in accordance with the highest corporate
standards for environmental stewardsh¡p tak¡ng into account the

Government's coal replacement policy.

B Governance Frameworll

The governance relationship between OPG and the Shareholder is anchored
on the following:

.. 1. OPG will maintain a high level of accountability and transparency:

. OPG is an Ontarío Business Corporations Act ('OBCA") company and is
subject to all of lhe governance requirements associated with the OBCA.

. OPG is atso subject to the Freedom of lnformation and Protection of
Privacy,4cf, the Public Sector Salary Disclosure Act and lhe Audítor
GeneralAct.

. OPG's regulated assets will be subject to public review and assessment
by the Ontario Energy Board.

. OPG will annually appear before a committee of the Legislature which
will review OPG's financial and operational performance.

2. The Shareholder may at times direct OPG to undertake special initiatives.
Such directives will be communicated as written declarations by way of a
Unanimous Shareholder Agreement or Declaration in accordance with
Section 10g of the OBCA, and be made public within a reasonable
timeframe.

Generatio.O Pedgqrnqr'!çe and lnvestment PlgÍls

OPG will annually establish 3 -5 year performance targets based on
operating and financial results as well as maior project execution. Key
measures are to be agreed upon with the Shareholder and the Míníster of

l

Ê

6.

7.

8.

c.

1.



2.

Filed: 2010-05-26
EB-2010-0008

ïi::i'#;li 3q

Finance. These perforrnance targets will be benchmarked against the

pàrror¡n¿nce of the top quartile of electricity generating companies in North

America.

Benchmarking will need to take account of key specific operational and

technology faðtors including the operation of CANDU reactors worldwide,

the rote ti-rät OpG's coal plãnts play in the Ontar¡o electr¡c¡ty market with

iáãpect to load following, and the Governmenl of Ontario's coal

replacement PolicY.

oPG will annually prepare a 3 - 5 year investment plan for new proiects.

once approved by oPG's Board of Directors, oPG'S annual performance

targets ãhO ¡nuesíment plan will be subrnitted to the Shareholder and the

Minister of Finance for concurrence.

Fin-ancifll Eramework

As an oBcA corporation with a commercial mandate, oPG will operate on

a financially sustainable basis and maintain the value of its assets for its

shareholder, the Province of Ontario

As a transition to a sustainable financial model, any significant new

gãnàration project approved by the OPG Board of Directors and agreed to

ËV tf," Sn"ienólOer may receiúe financial support from the Province of

Ontario, if and as aPProPriate.

Com.fnunlcation and BePortlno

oPG and the shareholder will ensure timely reports and information on

major developments and issues that may materially impact the business of

Op'G or the interests of the Shareholder. Such reporting from OPG should

be on an immediate or, at minimurn, an expedited basis where an urgent

material human safety or system reliability matter arises.

oPG willensure the Minister of Finance receives timely reports and

information on multi-year and annual plans and mafor developments that

may have a material impact on the financial performance of oPG or the

Shareholder.

The oPG Board of Directors and the Minister of Energy will meet on a

quarterly basis to enhance mutual understanding of interrelated strategic

matters.

3.

4.

D.

1.

2.

E.

1.

2.

3.
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OPG's Chair, Presídent and Chief Executive Officer and the Minister of
Energy will meet on a regular bas¡s, approximately nine times per year.

OPG's Chair, President and Chief Executive Offlcer and the Minister of
Finance will meet on an as needed basis.

OPG's senior management and senior officials of the Ministry of Energy
and the Ministry of Finance will meel on a regular and as needed basis to
discuss ongoing issues and clarify expectations or to address emergent
issues.

OPG will provide otficials in the Ministry of Energy and the Ministry of
Finance with multi-year and annual business planning information, quarterly
and monthly financial reports and briefings on OPG's operational and
financial performance against plan.

ln all olher respects, OPG will communicate with government minislries and
agencies in a manner $pical for an Ontario corporation of its size and
scope.

F. Revieyq of'this Aoreement

This agreement will be reviewed and updated as required.

Dated: the 17th day of August, 2005

On Behalf of OPG: On Behalf of the Shareholder:

7.

8.

Jake Epp
Chairman
Board of Directors

the Province of Ontario as
represented by the Minister of Energy,
Dwight Duncan

the Queen in Right of
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I Board Staff lnterroqatorv #087

2

3 Ref: Ex. F3-T1-S1, Table 1

4
5 lssue Number: 6.9
6 lssue: Are the "Centralized Support and Administrative Costs" (which include Corporate

7 Support and Administrative Service Groups, Centrally Held Costs and Hydroelectric
g Common Services) and the allocation of the same to the regulated hydroelectric business

9 and nuclear business appropriate?
l0
I I lnterroqatorv
t2
i¡ ln the application, certain corporate functions have been benchmarked such as Finance and

14 Human Resources. ln terms of OM&A costs, those two functions have either declined or

iS remained relatively stable over the five year period in the application. ln contrast, Corporate

16 Affairs has increãsed 27o/o and Corporate Centre has increased 46% over the five year

17 period.
t8
it a) Given OpG was preparing ah OEB application in 2007 (i.e., also a factor at that time),

20 please explain why these two areas have increased to such a degree.

2t
iZ b) ln addition, has OpG ever undertaken to benchmark its aggregate Corporate Costs

b against other utilities given the Nuclear Phaçe 1 Benchmarking Report (Ex. F5-T1-S1)

24 idéntifies one of thJ key drivers affecting OPG Nuclear's Total Generating Cost

iS performance gap to be Coiporate Costs? lf so, please provide the results. lf not, please

26 exPlain whY'
27
28
29 Response
30
ti a) While the total cost of the Corporate Centre increased by 46 per cent over the five year

1Z period in the Application, a significant portion of the increase is related to the unregulated

3j business and is not allocateã to either regulated hydro or nuclear. For the regulated

34 business the increas e is 24 per cent over the fìve year period. This increase is mainly due

ãS to an increase in legal expenses in support of the OEB rate application. The increase

36 when comparing thè period from 20Q7 - 2011, both years without payment amount

37 hearings (actual or expected), is an increase of 12 per cent.

38
39 Corporate Affairs has increased by 27 per cent over the fìve year period . The 27 per cent

40 increase is mainly due to cost associated with the OEB process (11 per cent), economic

4l increases (13 pei cent) and the addition of the Nuclear Generation Development group in

4; public Affairs ig.s per cent). These increases are slightly offset by net reductions in other

43 areas.
44

Witness Panel: Corporate Functions and Cost Allocation
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I b) OPG has not undertaken to benchmark its aggregate corporate costs against other
2 utilities. OPG's approach is to concentrate on benchmarking the corporate groups which

3 have a significant impact in relation to total OPG costs. This approach is consistent with
4 the EB-2007-0905 Decision which directed OPG to continue with its benchmarking

5 activities in the corporate areas it has identified. The three areas identified by OPG where
6 benchmarking will continue to be performed are lnformation Technology, Finance and
7 Human Resources. Together, these areas represent 70 per cent of the total corporate
8 costs.

Witness Panel: Cost Functions and Cost Allocation
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Diagram of Sunrmary Relationship of Value for Money Metrics tt3

Capital cost is reported on a capital cost per MW DER basis individually; because that is the

most appropriate tenchmarking metric (ouçut or MWh are not appropriate values to normalize

fo, capitut investment). Whin totaled to calculated total generating cost per MWh, the

denomìnator for capital cost is changed to MWh to maintain consistency of units.

capital costs per MW DER: The benchmark data indicates that oPG per unit capital spending is

thã l,o*"rt in North Ar"rr* with Darlington, Pickering A and Pickering B all performing within

the best quartile for the panel. Lower capital costs could be in part due to the appìication of the

capitaliz;tion policy at òPG for purposei of classirying projects as capital or OM&A or due to

thå use of higñer capitalization threihold at OPG than at most other plants in the panel. When

OpG OM&À projeóts are added to capital expenditures, the resulting total is more consistent

with the p"r unìt capital spending of other plants in the EUCG panel.

As a result, the benchmark data suggests that the lower capital costs results in higher non-fuel

operating cost per MWh. [n other wòrds, the impact of low capital project costs offset by high

ovran Iro¡ecis costs results in oM&A expenses appearing slightly higher against benchmark

plants and câpital expenditures appearing lower against benchmark plants'

The best way to address this difference is to utilize total generating cost per MWh (i.e. the sum

of non-fuel ãperating cost, fuel cost, and capital cost) as the primary financial benchmark to

eliminate any uninten-ded impact of the capitalization policy on total operating cost per MWh.

Fuel costs per MWh: Fuel cost, primarily driven by the technological differences in CANDU

t*h*l"gy, 
"r" 

t"*ã for OpG than for most North American PV/R/BV/R reactors' CANDUs

do not .ãqrir. enriched uranium like BWRs and PWRs and, as a result, experience lower fuel

costs. Thii provides a significant advantage for OPG in this cost category. Fuel cost per MWh

for Darlington, Pickering A, and Pickering B are each approximately $2'3olMWh bener than the

best quartile value for this metric.

Non-fuel operatine costs per MWh: Performance in non-fuel operating cost per MWh drives the

n"".RemovingoPG'sadvantagesinfuelcostsandcapital
costs reueals relatively pooi finuncial performance at all three OPG facilities with respect to non-

fuel operating cost pãr MWh. Speciflrc drivers of performance vary flrom station to station and

will bà discuised in more detail later in the report, but overall the biggest drivers are; capability

factor, station size, CANDU technology, corporate cost allocation and potential controllable

costs. In more detail:

-l16-
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Factors Contributing to Performance - 3-Year Total Generating Cost per MWh
(Cont'd)

Darlington
. As stated above, fuel cost per MWh and capital cost per MW DER performed within

the best quartile for Darlington while the non-fuel operating cost per MWh performed

\¡r'orse than median
¡ The largest drivers of performance gap for Darlington are CANDU technology,

corporate allocations and potential controllable costs

. Due to strong generation performance at Darlington, capability factor does not

contribute negatively to performance.
. Station size actually provides an overall advantage for Darlington (due to 4 relatively

large units), it does not contribute negatively to performance

Pickering A
. As stated above, fuel cost per MWh and capital cost per MW DER performed within

the best quartile for Pickering A while the non-fuel operating cost per MV/h
performed worse than median

o The overall largest driver of cost per MWh for Pickering A during the review period is
capability factor

o Station size also negatively impacts cost per MWh for Pickering A (primarily driven
by relatively small units)

o The remaining large drivers of cost performance at Pickering A include CANDU
technology, corporate cost allocations, and potential controllable costs

Pickering B
o As stated above, fuel cost per MWh and capital cost per MW DER performed within

the best quartile for Pickering B while the non-fuel operating cost per MWh
performed worse than median

o Like Pickering A, the overall largest driver of cost per MWh for Pickering B over the

review period is capability factor
o Station size also negatively impacts cost per MWh for Pickering (primarily driven by

relatively small units)
o The remaining large drivers of cost performance at Pickering B include CANDU

technology, corporate cost allocations, and potential controllable costs

t2l



Numbers may not add due to rounding.

Table 1

Coroorate Suooort & Administrative Groups - OPG ($M)

Formerly Chief lnformation Office (ClO) including Real Estate and Corporate Supply Chain'

Corporate Supply Chain transferred to BS&lT.

Corporate centre includes Executive Office, Corporate Secretary, Corporate Business Development, and Law'
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Table 1

Notes:
1

2

3

.L(^

Line
No. Corporate Costs

2007

Actual
2008 .

Actual
2009

Actual
2010

Budqet
201',|

Plan
2012
Plan

(a) (b) (c) (d) (e) (f)

207.4 207.2 205.2 208.2 207.9
1 Þrrainacc Qanriaac .R. lTl 214.0
.,

Finance2 58.4 58.1 60.5 60.4 60.3 60.5

3 Human Resources 51.2 53.2 53.8 54.0 54.8 55.3

4 Corporate Affairs 43.3 49.4 47.1 55.8 51.7 þ4.ö

5 Coroorate Centre3 19.2 21.5 19.3 26.2 26.5 ¿ó.'l

6 Total 386.1 389.6 387.9 401.6 401.5 406.6



Aþ EB-2007-090s
OHt¡Rro Powen GeHeR¡rroN lxc.

The Board expects the next independent rev¡ew to include an evaluation of the cost

allocation methodology and cons¡deration of the Board's "3-prong test". This test was

addressed in the Board's decision for Enbridge Gas Distribution 2006 rates.3a That

decision stated:

The 3-prong test was defìned in the Board's Decision in EBRO 4931494 and can
be summarized as follows:

Cost incurrence: Were the corporate centre charges prudently incurred
by, or on behalf of, the companies for the provision of services required
by Ontario ratepayers?

Cost allocation: Were the corporate centre charges allocated
appropriatety to the recipient companies based on the application of cost
drivers/allocation factors supported by principles of cost causality?

CosVBenefìt: Did the benefits to the Company's Ontario ratepayers equal
or exceed the costs?

The costs must pass all three tests. lf a service, or the scope of service, is not
needed by the gas distribution utility, then the cost should not be recovered from
ratepayeri. fnls ¡s so even if the bènefits may exceed the costs in question.3s

The Board encourages OPG to continue with its benchmarking activities in the

corporate areas it has identified. While it is often advisable to consult with intervenors

where practicable in these activities, the Board will not require OPG to involve

intervenors in these activities at this time.

4.2 Corporate Costs - Regulatory Affairs

CCC submitted that OPG's regulatory affairs budget for 2009 should be reduced by

S0% because the 2008 budget, which included preparation of studies to support the

application, is not an appropriate baseline for the 2009 budget. CCC stated that a

variance account could be established to capture deviations from budget. SEC noted

the 85% increase in the Corporate Affairs budget between 2006 and 2008, and

submitted that costs for consultants and purchased services for regulatory affairs should

be subject to deferral account treatment because many of these fees are beyond OPG's

control and the timing of the next rate proceeding is uncertain.

* Eg-zoos-0001/EB-2005-0437, Decision with Reasons, February 9, 2006

tu tb¡d., pp. 79-Bo.

Decision with Reasons
November 3, 2008

61



Filed: 2010-08-12
EB-2010-0008

lssue 6.9
Exhibit L

Tab 1

Schedule 086
Page 1 of 1

Board Staff lnterroqatorv #086

3 Ref: Ex. F3-T1-S1
4
5 lssue Number: 6.9
6 lssue: Are the "Centralized Support and Administrative Costs" (which include Corporate
7 Support and Administrative Service Groups, Centrally Held Costs and Hydroelectric
8 Common Services) and the allocation of the same to the regulated hydroelectric business
9 and nuclear business appropriate?

10
I I lnterroqatorv
t2
13 The application notes that about 7Oo/o of Corporate Costs are allocated to the regulated
14 businesses and therefore about 70o/o of those costs are recovered through the regulated
l5 payment amounts. The Nuclear Phase 1 Benchmarking Report (Ex. F5-T1-S1) identifies one
16 of the key drivers affecting OPG Nuclear's Total Generating Cost performance gap to be
l7 Corporate Costs. A business plan has been provided for the Nuclear and Hydroelectric
l8 businesses. Please provide the business plan relating to Corporate Costs.

l9
20
2l Response
22
.23 Ex. F3-T1-S1, page 2 notes that "budgets for OPG's corporate groups are established
24 through the corporate business planning process." During this process, the corporate groups

25 develop their budgets based on guidelines established in the business plan instructions (Ex.

26 A2-T2-S1, page 10). These budgets are reviewed by the Chief Executive Officer ("CEO") in
27 the context of OPG's overall projected costs for the company. The individual corporate
28 function budgets undergo the same level of executive scrutiny as the generation business
29 unit plans and they are held to the same level of accountability for achieving financial and
30 operational targets as the generating business units.
3l
32 Business plan documents for the corporate functions are not prepared for OPG's Board of
33 Directors ('OPG Board") as part of the business plan approval. lnstead, the corporate
34 groups' budgets, once reviewed and approved by CEO, are incorporated into the
35 consolidated OPG business planning and financial information approved by OPG Board.

Àt-l

I
2

Witness Panel: Corporate Functions and Cost Allocation
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I VECC lnterroqatorv #025
2
3 Ref: Ex. F3-T1-S2
4
5 lssue Number: 6'9
6 lssue: Are the "Centralized Support and Administrative Costs" (whicft include Corporate

7 Support and Administrative Service Groups, Centrally Held Costs and Hydroelectric
g Common Services) and the allocation of the same to the regulated hydroelectric business

9 and nuclear business appropriate?
l0
I I lnterroaatoru
l2
13 With respect to total Corporate Support and Administrative Costs allocated between

14 regulated and unregulated operations, please provide a table showing total costs

l5 butgeted/actual brokèn down by corporate group (as per tables 1 and 2) for each year 2007-

l6 2012 inclusive.
t7
l8
l9 ResPonse
20
2l Please see the requested table below
22

Comparison of Corporate Support & Adminlstrative Costs ($M)

OPG

corporateGiolp

2007 i

Bultget

(ch(a) .

Gliange

: 2007 .

¡.iActual'

leþ(-c)

Change

2@8'

nciuâ¡ .

(eÞ(s)

Change

2008

Budgot

(a) (b) (c) (d) (e) (0 (s)

'| Finance 58.6 (0.2) 58.4 (0.3) 58.1 (4 8) 62.9

2 Corporate Affairs 24.6 (1.3) 23.3 5.9 29.2 (8.4) 37.6

3 Business Servlces & lTl 221.O (7.0) 2',t4.O (6.6) 207.4 (31.6) 239.0

4 Corporate Centre2 21.5 (2.31 19.2 2.3 21.5 (r.3) 22.8

5 Energy Markets 23.2 (3.2t 20.0 0.2 20.2 (1.3) 21.5

6 Human Resources tr.6 (3.4) 51 .2 2.0 53.2 0.8 52.4

7 Total 403.5 (17.41 386.1 3.5 389 6 (46 6) 436.2

23
24

Witness Panel: Corporate Functions and Cost Allocation



,11
Filed: 2010-08-12
EB-2010-0008
lssue 6.9
Exhibit L
fabß
Schedule 025
Page 2 of 2

Llne

No. Coçoate Group

2008

Actual

(c)-(a)

Change

2009

Actual

(c){e)

Change ,

2009

Budget

(a) (b) (c) (d) (e)

I F¡nance 58.1 2.4 60.5 (3.7) 64.2

9 Corporate Affalrs 29.2 (2.51 26.7 (11.0) 37.7

10 Business Services & lTl 207.4 (0.21 207.2 (29.5) 236.7

11 Corporate Centre2 21.5 (2.21 19.3 (3.6) 22.9

12 Energy Markets 20.2 0.2 20.4 (1.5) 21.9

13 Human Resources 53.2 0.6 53.8 0.0 53.8

14 Total 389.6 (1 7) 387.9 (4e.3) 437.2

Llne

No;.

. 2009;

. Àctual

(cF(a)

Ghànge

2010

Budget

(e){c)

Ohenge

2011

iPlan,

(sHg)

qhârige

2012

, Flân.

(a) (b) (c) (d) (e) (f) ß)

l5 F¡nanco 60.5 (0.1) 60.4 (0.1) 60.3 o.2 60.5

16 Corporate Affa¡rs 26.7 7.1 33.8 (3.3) 30.5 2.8 33.3

17 Business Servlces & lTt 207.2 (r.9) 205.3 2.8 208.1 (0.4) 207.7

t8 Corporate Centrel 19.3 6.9 26.2 0.3 26.5 't.6 28.1

19 Energy Markets 20.4 1.6 22.O (0.8) 21.2 0.3 21.5

20 Human Resources 53.8 0.2 54.0 0.8 54.8 0.4 55.2

21 Total 387.9 13.8 401.7 (0.3) 401.4 4.9 406.3

1 Fomedy Chief lnformation Office (ClO)

2 corporate centre includes Executive oflìce. corporate secretary. and Law

Witness Panel: Corporate Functions and Cost Allocation
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l6
t7
l8
l9
20
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22
23
24
25
26
27
28
29
30
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Board Staff lnterroqatorv #103

Ref: Ex. F3-T1-S2

lssue Number: 6.9
tssue: Are the "Centralized Support and Administrative Costs' (whicft 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?

lnterroqatoru

The Board in its 2008-2009 Decision did not make any adjustments to the Regulatory Affairs
budget on the clear expectation that OPG would be shortly filing another application.

ln that OPG decided to defer the filing of the Payment Amounts application to 2010, the
evidence indicates that inter-period variances in corporate support costs are in part due to
Regulatory Affairs related activity.

Please complete the table below (feelfree to add, as appropriate, to the ltem listing).

Resoonse

ln the table below, OPG provides historical actual and forecast information. OPG is unable to
complete the "Board Approved" columns because OPG did not present, and therefore the
OEB could not have approved, forecasts for the individual components of Regulatory Affaírs
costs in 2008 and 2009.

The amounts in the table below represent the costs attributable to regulated hydroelectric
and nuclear businesses. As well, legal costs included in the table are incurred and budgeted
by Law Division and do not form part of Regulatory Affairs budget.

Witness Panel: Corporate Functions and Cost Allocation
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Regulatory Affairs 

-

(a) (bt c (d) lel (f) (ql

ITEM ¿007 Actua
1008 Boân
Appro\ed

2008
Actual

\€riance
lbHâl

2009
Board

AôdôEd
2009

Actual
Eriânce
ldl-1.ì

2010
BrÍtôèl

20t I
Plan

2012
Plân

Recurrlng Cols
sal/wages. operâting exPense! 2.371 2,097 2,531 3,03! 3,f21 3,291

:8.2007{r905
61t

ã"-"fi -õr'ÃããiiÃräms riliãrìG 9l 49i
I ¡¡O7

sect¡on 30

other
tota I

24,

38( 2,t3i

:8.201o{oo8

legal costs r.50(
17 l-25{

¡nte ênor cosl âwards
sæt¡m 3(

I Agt

other
total 1t 4,54(

leoal costr 24 50( t.50(
ao(

¡nter\enor cosl eì^¡erds

. sect¡on 3(
other
total

10( 3ü 1,98t

5; 10¡ llt 13 121 14t

151 t0{ aa t3 1,72i 4,t7'l

fÊB Annual Assassment 34{ 9¡l¡ 90( r.501 1.50(

)tñer

total

;rând total 2,91t 5,241 4.0¿l{ E,79: 6,35r 9,57(

Witness Panel: Corporate Functions and Cost Allocation
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L MR. BARRETT: Yes. This interrogatory asked us to

2 produce a t,able which would break the reguJ.at.ory affairs

3 budget down int.o amounts, budget amounts relat.ed to

4 specific cases, hist,orically.

5 We cannot provide that. tab1e. That is noL how we

6 budget.

7 MR. BATTISTA: Could you give us a short synopsis of

8 how you do budget your reguJ-atory...

9 MR. BARRETT: f'le budget on cost caLegories, rather

10 than wibh reference to specific application.

1-1 So for example, w€ would have consulEants, inEervenor

'J"2 costs, OEB fees, buL we wouldn't have t.hose specifically

13 budgeÈed with reference Eo individual applicat,ions.

14 MR. BATTISTA: So you wouÌd have no sense, perhaps,

L5 what you expecE t.he prior proceeding, EB-20O'7-- I' should

L6 know the number 0905?

L7 MR. BARRETT: I¡le have actual data related to that

18 application and we have provided that. It is just that we

1-9 don't budget. t.hat way. You had asked for the budget

20 amounts and then a variance analysis, but we don't, budgeE

2L Ehat wây, so we can'L produce the variance analysis.

22 MR. KEIZER: Then moving on Eo Board Staff question

23 No. 29

24 MR. SHEPHERD: Excuse me. I bras trying t.o get t,he

25 but.ton to work.

26 MR. KEIZER: Oh, sorry.

2'7 MR. SHEPHERD: Maybe I misundersE.ood this question,

28 28.

ASAP Reporting Services Inc.
(613) s64-2727 (416) 861-8720



Filed: 2010-08-12 53EB-2010-0008 '
lssue 6.9
Exhibit L

Tab 1

Schedule 090
Page 1 of5

I Board Staff lnterroqatorv #090

2
3 Ref: Ex. FST2-S1
4
5 lssue Number: 6.9
6 lssue: Are the "Centralized Support and Administrative Costs" (whicft include Corporate

7 Support and Administrative Service Groups, Centrally Held Costs .and Hydroelectric
g Common Services) and the allocation of the same to the regulated hydroelectric business

9 and nuclear business appropriate?
l0
I I lnterroaatorv
t2
l3 a) Please populate the following table ( see attached)

14 b) Please prepare and populate a similar table for 2011

l5 ci Please prepare and populated a similar table for 2012
l6

Witness Panel: Corporate Functions and Cost Allocation
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Centralizcd Supoort and Adminstrative Costs

(f n thi('ssnds)

zl10
Budget

Amounl allocaled and/or ass¡gned and /or dilr¡buted

Itrrduldèd Bù3|m.. lrñ¡lr d llvdroclôclaa R.oúl.lôd ltuclcù
ç/o 5 % ¡

-lr¡mgrt Rgsources G¡ouo 54 tno

tecutuè Olfice Í 5563
lLa* I fF¡t

ffi Ám 5.â1
3 26 2'r8

rnance Grouo

C'lnlrollershrp $ 47840
5

lR¡sk Se¡vrce

1.æ5

CDoû.ete Afferfs Grouo
lSustaineble Oeveloomenl E 2.972

t 750
S 3.¡¡68ffi

fPuuÍ¡c ¡ra¡rs ¡ 16.6r5
¡ I,Zæ

fsv'Þ omce ¡ t.æ1

fusiñess SeMces & lT Í163 6m

neroY Mârkels Grouo , zzpo

Frt âtê

lReal Estâte Seryicss ¡ '13.789
18017

ffi ¡ 9.137
JFleet Services ¡æ6
[-v¡ce prãõ¡oeÃts omðe â17

otal ¡401.7

entrally Held Costs

lPensrorVOPEB
loPG woe lnsurance
lÑucþar lnsu¡ance

ISR&EO Tax Creo¡rs

lotner

lydroelecl.rc Commoñ Suooorl Cosls
I J¿,J5¿

Fot r a.ì- s r G*rené e S u ppo rt s 5.937
¡ 38,289

3rârr.J Tolal t700,873

I

2

3
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I
2

Response
a)

3
4
5

Ca ntra l¡zcd Support . nd Adm¡n*at¡vo Costs

(S in thousands) 8udßet
Amount.lloceted ând/or aslgned añd /or d¡strlbstGd

Ll¡reoulatcd Bus¡ñcas Lrrls J tslydroêþcl.E RcauLtcd lùclcâ.

e/o s oa $ ca $

{umañ Resources Group $ 54.012 29'/o r 5.532 10/o 2.223 670/t 36.257

:orpo.ate Centre Group

=xecuri€ 
ofllce f-$ 5563 270/. 1.506 304 792 690,6 3.464

s 11.O94 36o/o 3.955 110/. 1.571 500/o 5,564

CoDorate Secretariat s 4.240 270/. 1,t59 3o'6 148 690,6 2.973

CoÞorate Eusiness Oeælop s 5,2A1 l OOo/o 5,24r 06/. oo/"

s 26.217 4So/" I 1 .901 70h t.9to 170Á f 2-4()6

F¡nãnce G.oup
Control¡eFhip s 47.941 36o/õ 17.179 6o/o 2.A64 5Ao,$ 27.A9a

f.easury 25o/. 86.1 2o/o 72 730/. 2.521

Risk Se^¡c 3,602 s10a 1.434 80Ã 305 41o,1 1.¿159

emal Aud¡l 27./. I 117 4o,6 'r56 6901 2-as9

CFO Ofttce s r_246 306/o 390 4o/o 57 6501 83A

s 60.417 35o/1 2í.384 60¿ç 3,4r4 590Á 35.575

::ôóorâte Alfâiß Grouo
Suslainable Oewlopmenl s 2,972 450/o 1.350 140Á 417 41êA I,206

=a
$ 750 27o.6 203 30/r 26 690,6 s21

Ëmeeençv Preparedness s 3.464 25e/. a5a 70/o 2g 6aoÂ 2.356

Public AIYâ¡6 s 16.615 35cÁ 5.A13 12'/ô 1.990 s30a a-412

Rê9ulatory Aõa¡rs / Slrategtc
Planning s a.739 17 0Á 1.440 3Ao/o 3,27a 4Ao'\ ¡l.Ol5

SVP Ottce 35o.$ 450 5./e 66 600Á 775
3Oo/o 10,121 1Ao,a 6.O3() 32o/6 17.Aa1

Business Se^¡ces & fT '$ 163.45A 2Ac/. .15.566 50Â 7,527 6A9ó 1 1 0.365

v Markels GrouÞ s 21.990 7 4o/o 16,337 1 1o/o 2,339 15.4 3,31 4

ìeal Estatc
Real Estats se^¡ces $ 13.7a9 16o/o 2.180 ao/e 'r.o55 7?c'$ I O.555

ffi $ ra.or7 19cÁ 3.342 3o/o 573 7Ao/. 14.061

ffi 3 9,127 30o/4 2.?55 ooa 44 690/6 6.324

ffi G 306 240/. 75 401 12 720/o 219

ffi S ¿117 360 r50 3o/l 14 61 c,6 253
s 4r.655 210/a a,912

^oÀ
1.698 7 3o/6 31.416

Tolat Co.porale SuPPort E Admir 3 ¿aol,sazt 320Á 1 29.34ð 60Á 25,1a1 620ß 217,O15

t:entrâllv Held Costs
Pens¡on/OPEB $ r 18,500 220/o 26, r OO 4o/o ¡l.ztoo 7 4o/o aa.ooo

OPG wide lñsu.ance s 16,900 640/. 10,aoo 17'/o 2.AOO 200h 3.300

Nuclear lnsuranc s 4.6()0 oo/c oc.6 I OOe/6 4.500

Perlomance lñcenl¡€s s 45.AOO 210/< 1l 10() 50/" 2.300 7 10/. 32.4o0

IES() Non E s 54.700 33o/. 1A,300 18.4 'r o,10() 48c/. 26,300

SRaEO Tax Credil 130/. r .300 104 100 860/" a-60()

Other s 26.400 17cÀ 4.600 30Á aoo aoo¿ 21.OOO

3 2€O,9OO 27./o ¡ 69,6()() 8'/o s 2(),300 660r 3 17t,OOO

eclric Coñmon Support Cgsts
-lydroelect.ic Buiness Unrl s 32.352 7 2o/o 23.131 2A./o 8.918 oo/è

ffia s 5.a75 800/" 1.729 200,Á 't 146 Oo/o

a 3a,227 710/o 3 2a,153 26./o s 10,()64 06/o 3

Grañd Tolal s 7(,0-711 32o/o g 227,151 8o/o 3 55,545 60o/o t 4ra,or5

Witness Panel: Corporate Functions and Cost Allocation
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Centralized support and Adminstrative Costs

Amount elloc¡tcd .ndror 
"s¡gne 

d .¡d lar d¡*¡buted

15.,1l3

II1.7r3

Corporâte Suppol & AdministEtiü ¡¿lol,6¡3t
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Centralized SupÞort and Adminstrative Costs

Amount ¡lloo¡tod ¡ñdror ¡s¡gncd ¡nd rgr dlsttributod

tf1,3t3

al Ctporãte Support & Adminrstra(¡on

3 213.rOO

Hydrælectnc CØmoñ

z
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UNDERTAKING J1.4

Undertakinq

To complete Tables 1 and 2 on page 2 of 3 of Ex. L-1-88, to include information for Non-
Regulated Hydroelectric, Corporate, and Total OPG.

Response

Table 1 below provides IESO non-energy charges for the period 2007 - 2012. For 2OO7

- 2009, actual charges are presented. For 2010 - 2012 torecast charges are presented
at a business unit level as OPG does not forecast IESO non-energy charges or
withdrawals on an individualfacility basis.

OPG generating assets are wholesale customers connected to the transmission system.
Non-energy load charges are directly invoiced by the IESO.

OPG understands that the request for "Corporate" information pertains to its corporate
facilities which are 700 University Ave and the 800 Kipling Ave Complex both located in
Toronto.

I Numbers may not add due to rounding.

'2007 Sir Adam Beck 1 Non-Energy load charges include a $0.7M IESO credit received in May 2007.
3 Values are consistent with Ex. L-01-088 Table 1 except for lhe inclusion of unregulated amounts and
consistentwith Ex. F4-T4-S1, Table 1.
o Table 1 includes IESO non-energy charges for the Kipling Complex. Corporate Facilities amounts were not
included in the Total OPG IESO non-energy charges in Ex. F4-T4-S1, Table 1.

l5
l6
t7
l8
l9
20
2l
22

Table 1'
Actual (2007-09) and Forecast (2010-12) IESO Non-Enerqy Charqes ($M)

2007 2008 2009 2010 2011 2012
Darlinqton 1.8 1.6 8.5
Pickerino A 2.8 3.7 9.7
Pickerino B 5.2 5.3 17.9
Total Nuclear 9.8 10.6 36.1 26.3 30.3 33.5
Saunders 0.0 0.0 0.0
SirAdam Beck 1 rc.7Y 0.3 1.5
Sir Adam Beck 2 0.1 0.2 0.1
Sir Adam Beck PGS 3.2 3.4 10.5
DeCew 0.8 0.5 0.5
Total Req Hydro 3.4 4.3 12.7 r0.l ll.6 12.8
Total Unregulated
(Thermaland
[Jnreoulated Hvdrol

7.2 7.5 26.8 18.4 20.9 22.9

Total' 20.5 22.4 75.5 il.7 62.8 69.2
Coroorate Facilities' o.2 0.1 0.1 0.2 0.2 0.2
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The Kipling Complex is a wholesale customer resulting from its legacy direct connection

to the tranlmission system. As a result of this connection it is invoiced directly by the

IESO for non-energy charges. 700 University Ave is a retail customer supplied bya local

distribution company. Typìcally electricity distributors and resellers do not specify non-

energy load charges on their customer's invoices and therefore IESO non-energy

charges for 700 University have not been included in Table 1.

Table 2 below provides energy withdrawals in MWh for the period from 2007 - 2012-

ZOOT - 2009 are actual withdrawals and 2010 - 2012 are forecast withdrawals. For

corporate facilities, energy withdrawals are provided for both the Kipling Complex and

700 University Ave.

Table 2

Actual QooT - 09) andForecast(2010 - 2O12) Energy Withdrawffi
2007 2008 2009 2010 2011 2012

Darlinqton 155.583.160 123.85r'..713 176.872.126
Pickerino A 202,791.890 262.972.581 224,798.129
Pickerinq B 430,679.659 387.846.789 434.972.587
Total
Nuclear

789,054.709 774,674.083 836,642.842 807,164 807,164 807,164

Saunders 16.494 20.372 6.238
SirAdam
Beck t

24,094.095 23,349.137 33,666.085

Sir Adam
Beck 2

7,121.945 8,310.157 3,590.763

Sir Adam
Beck PGS

268,720.694 269,171.235 246,814.589

DeCew 2j43.934 1,377.555 983.038
Total Reg
Hvdro

302,097.162 302,228.456 285,060.713 300,658 300,658 300,659

Total
Unregulated
(Thermal
and
Unregulated
Hvdro)

734,920.755 691,452.800 721,016.338 504,726 504,726 504,726

Total 1.826.073 1,768,355 1,842,720 1.612.il8 1.612.548 1.612.548

Corporate
Facilitiesz

21,478 21,745 21,188 20,871 20,944 20,9M

l4

s Numbers may not add due to rounding.
6 Consistenl with Ex. L-01-088 Table 2 except for the inclusion of unregulated amounts.
7 Corporate Facilities includes energy withdrawals for the Kipling Complex and 700 Un¡versity. Non-OPG

commercial tenant energy withdrawals have been excluded from the Corporate Facilities total. Corporate

Facitities amounts were not included in the Total OPG IESO non-energy charges in Ex. F4-T4-S1' Table 1
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IESO non-energy charges are based on the withdrawal quantities (energy
consumption) shown in Table 2 above except for transrnission-related charges,
which are based on monthly peak demand.



Tcontcrd - oct L\ L02

1 tell you what. my next questions are. But can you tell me

2 w]¡y you haven't done any work on the nuclear side? IL's

3 such a $33 million for 2OL2 just on t.hese non-energy

4 charges, to say not.hing of Lhe commodity cost.s, nuclear

5 appears to use three times as much as hydro and I have to

6 system it uses a lot more t.han your real- estaLe services or

7 something like t,hat. Why haven't you done any energy

I efficiency improvements for nuclear?

g MR. PETERSON: I don't think I can answer that

LO question. I would point out that t.he consumption of the

11 nuclear sLations or any st.ation are to power auxiliary

12 required in the production of electricity.

l_3 MR. MTLLAR: Of course. I understand what. it's for

L4 buL I guess my point is you haven'E done anything to

15 improve efficiency yet at t.hose faciliLies thaL I can see.

l-6 MR. PETERSON: Not Ehat I 'm aware of -

17 MR. MILLAR: Okay. You also on the hydro side, I

18 believe you had listed seven projecls. However, only one

19 of them relates to a regulated Hydro facility, and that's

20 the Sir Adam Beck generating sLation. Iathy the focus on

2L non-regulated versus regulated? Do you know?

22 MR. NIAZZA: WeIl, it's really not necessarily a focus

23 on unregulated versus regulated. A lot of these energy

24 efficiencY

25 MS. CHAPLIN: I don'L Lhink you have the microphone

26 on.

27 MR. I4AZZA: Okay, sorry. What Ehis, I guess, chart or

28 page implies is that, really, it is our runner upgrade
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average PWU wages per employee have increased an average of 0.1o/o per year

between 2004 and 2010, and that the PWU wages have decreased by an average of

1.1o/o per year between 2006 and 2010. Hydro One also pointed to lower compensation

and benefits paid to recently hired and future Society represented and MCP staff.

Hydro One stated that it is cognizant of the limitations of the productivity section of the

Mercer Study. Hydro One claimed that Oliver Wyman provided clarification on the

productivity indicators which Hydro One believes the parties have disregarded. For

example, the study looked at both transmission and distribution MWh sold by the

company.

Board Findings
Hydro One and SEP argued that the Board should not refuse to allow a company to

recover costs unless the Board is satisfied that there is compelling evidence to show

that a company has acted imprudently in entering these contracts.

The Board does not questíon this argument but finds it necessary to place the argument

into the context of the "contract" that is at ¡ssue in this case. The presumption of a
company's prudence exists in the absence of information suggesting otherwise. The

information that leads to a challenge of the prudence in this case is the comparative

analysis related to the compensation levels of other similar businesses

Hydro One's response to the challenge is a claim that its higher compensation levels

are acceptable because of its higher productivity levels. The testing of the evidence

providing support for that claim has been the focus of this issue in the proceeding. The

Board accepts the evidence regarding the compensation comparisons. The Board finds

that this portion of the study is persuasive and notes that Hydro One accepts the results

as well.

The Board differentiates collective agreement contracts from other goods and service

related contracts in the context of a review of prudence. ln the typical scenario of

contracting for goods and services the company can go to the market place and solicit

offers from multiple service providers. lf the tendering parties are at arm's length from

the company the Board can rely on typical market forces and profit incentives to

determine that the costs incurred in association with the contract are prudent.

Decision with Reasons
May 28,2009
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The Board cannot rely on typical market forces to test the prudence of entering into a

collective agreement. With a collective agreement there is a single source supplier and

the nature of the relationship cannot be considered to be arm's length in the same

manner as stand alone independent goods and service providers. The Board's

examination cannot include an analysis of the myriad of compromises and trade-offs

assoc¡ated with collective bargaining. The subjectivity related to that exercise would

render it meaningless if not inoperable.

ln the Board's view, once a legitimate challenge to the prudence of the terms of the

collective agreement has been made, the only appropriate and likely the only practical

manner in which the Board can test the prudence is through the type of comparative

analysis filed in this application.

Many of the intervenors found fault with the productivity portion of the Mercer Study for

one reason or another. The Mercer Study may be illustrative of the challenges

associated with performing comparative analysis of this sort. However, Hydro One has

relied on the report to substantiate its claim that its compensation costs that are over

and above the median level of the compensation paid by its comparators is offset by its

higher than median productivity ranking among those same comparators. The Board

does not accept this claim.

The Board does not accept that the productivity portion of the Mercer Study can be

relied on to draw any conclusions on productivity. All of the key performance indicators

have inherent weaknesses due to the fact that none of the data that was collected from

the comparators was originally captured with the intent that it would also be used to

perform comparative analysis with other companies. There is no standardized industry-

wide method of capturing this particular data for comparison purposes. This results in
approximations and assumptions having to be made in order to perform the analysis.

The performance indicator that was the primary driver for Hydro One's relatively high

ranking was the compensation cost per MWh. Of the four performance measures

utilized in the report the Board considers this one to be particularly problematic. There

is no evidence supporting the purported correlation of the MWh sold and productivity.

MWh is a combination measurement of a quantum of load and time duration that the

load was placed on the system. ln essence the MWh sold measurement is a measure

of the system utilization. lt has not been demonstrated how the productivity efforts of a

Decision with Reasons
May 28,2009
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transmission company can be assessed by comparing the utilization factor of its system

to that of others.

ln the context of this application, Hydro One's projections indicate that an increase in

costs will occur through the test period. lt has also stated that it will likely experience a

substantial reduction in MWh sold due to the economic downturn. The Board would not

accept a calculation of the projected cost per MWh sold through the test period based

on these two assumptions to be predictive of a decline in Hydro One's productivity. ln

the Board's view the productivity efforts of Hydro One are intended to maintain the

system in a state that is ready for use at the design capacities for which it was built and

therefore costs per MWh sold cannot be used as an indication of productivity.

The Board has not been able to draw a conclusion on Hydro One's response to Energy

Probe's argument regarding the absence of all the local distribution companies'

distribution costs in the costs per MWh calculation. lt is not clear from the response

how the poínts raised by Energy Probe were either considered in the calculation or

discounted outright. ln any event, having declined to accept the proposition that costs

per MWh sold can be used as a productivity indicator, the Board considers the point

moot.

The Board concludes that it is appropriate to disallow some compensation costs

because these costs are substantially above those of other comparable companies and

the company has failed to demonstrate that productivity levels offset this situation. But

while the Board does not consider the productivity portion of the Mercer Study to be of

determinative value in support of the application it does not draw any negative

conclusions from the study either.

ln determining the appropriate disallowance the Board has also considered that Hydro

One has demonstrated effort and progress in managing the collective agreements that

were established by the predecessor company. However, it is worth noting that the

Board places little weight on the company's submission in its final argument that its

average annual increase per employee has remained very low over its recent history.

Hydro One has submitted evidence on the number of new hires it is training. This would

seem to have the effect of lowering the average income per employee and therefore

influence the analysis in the short term.

Decision with Reasons
May 28,2009
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Hydro One's evidence is that the revenue requirement would be $13 million less if it
were based on the median compensation level from the Mercer Study. Some parties

suggested that this amount should be disallowed. The Board does not believe that a

reduction of that magnitude is warranted; such a disallowance would imply that the

Mercer Study was precise and/or that there are no mitigating circumstances. The Board

has already indicated that while the full level of compensation has not been justified,

Hydro One has made strides in controlling these costs. The Board will disallow $4

million in each of the test years; this level of adjustment goes some way toward aligning

Hydro One's costs with other comparable companies. This disallowance is separate

from, and additíonal to, any labour cost reduction that results from the disallowance of

sustaining maintenance program costs made earlier in this Decision as well as any

labour cost reductions that result from the Board's findings related to certain

Development Capital projects covered in the Capital Expenditures section of this

Decision.

The intervenors and Board staff have commented that improvements should be focused

in the area of internal productivity comparisons. Hydro One provided evidence of

development work on its key performance indicators that it stated will provide year over

year performance comparisons. The Board does not consider the current internal

performance monitoring to be sufficient to determine that performance improvements

are actually being made.

Given the high proportion that compensation costs represent in the overall company

costs, the Board will always be interested in havíng the best evidence available to make

determinations of the prudence of these costs and as they relate to productivity. The

Board directs Hydro One to continue its key performance indicator development and to

improve on its cost allocation accounting processes with the objective of being able to

demonstrate improvements in efficiency and the value for dollar associated with its

compensation costs.

5.7 PROPERTY TAXES

Hydro One projected property taxes of $61.9 million in 2009 and $64.1 million in 2010.

This is an increase of 3.65% in 2009 and 3.10% in 2010 for the cost of property tax,

indemnity payments and rights payments.

Decision with Reasons
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Ave. Comp
FTEs per FTE Total

Regular 1 ,362.9 $1 16,500 $158,777,850
Non-Regular 921.0 $63,900 $52,461.900
Net lmpact ${ 06,315,950

Chart 1

Average Employee Gosts ($K) For Nuclear Business Filed: 2008-04-15
EB-2007-0905Year End 2005

Regular Non-Regular Difference Exhibit L

Base Salaryr 77.6 40.8 Tab 14

Overtimer 14.4 14.2 Schedule 18

lncentivesl,2 1 .6 0 Page 3 of 3
Otherr,s 4.4 8.9
Benefits¿ N/A 0

Pension/OPEBo 18.5 0

1165 æ.õ 52.6

Note: Staff calculations in coloured portions of table.
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