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EB-2007-0905

IN THE MATTER OF the Ontario Energy Board Act, 1998, S.O.
1998, c. 15, (Schedule B);

AND IN THE MATTER OF an Application by Ontario Power
Generation Inc. pursuant to section 78.1 of the Ontario Energy Board
Act, 1998 for an Order or Orders determining payment amounts for
the output of certain of its generating facilities.

INTERROGATORIES OF
CANADIAN MANUFACTURERS & EXPORTERS (“CME")
TO ONTARIO POWER GENERATION INC. (*OPG”)

1. Reference: Drivers of Revenue Deficiency, Ex.A1, T3, S1
Issue Nos.: 2.1,2.2,51,53and 7.1
Issues: 2.1  What is the appropriate capital structure for OPG’s regulated business

for the 2008 and 2009 test years? Should the same capital structure be
used for both OPG’s regulated hydroelectric and nuclear businesses?
If not, what capital structure is appropriate for each business?

2.2  What is the appropriate return on equity (ROE) for OPG’s regulated
business for the 2008 and 2009 test years? Should the ROE be the
same for both OPG’s regulated hydroelectric and nuclear businesses?
If not, what is the appropriate ROE for each business?

5.1  Arethe Operation, Maintenance and Administration (“OM&A") budgets
for the prescribed hydroelectric and nuclear business appropriate?

5.3  Arethe 2008 and 2009 human resource related costs (wages, salaries,
benefits, incentive payments, FTEs and pension costs) appropriate?

7.1 The proposed rate base includes the estimated net book value of
OPG’s nuclear fixed assets, which in turn includes amounts related to
OPG’s obligations to decommission the nuclear plants and manage
nuclear waste. Do the amounts fall within the parameters of
O. Reg 53/05? The proposed revenue requirement includes
depreciation of those nuclear fixed asset costs and a return on rate
base. Is this method of recovering nuclear fixed asset removal and
nuclear waste management costs appropriate? Or should alternative
recovery mechanisms be considered?

OPG has forecast a total revenue deficiency of $1,029.2M for its prescribed facilities for the 21 month test
period starting April 1, 2008, to December 31, 2009. This consists of $244.6M for the regulated hydro
electric facilities and $784.6M for the nuclear facilities over the test period. OPG has highlighted a number
of key drivers of this revenue deficiency, including capital structure and return on equity (“ROE"), nuclear
liabilities and various operating cost increases.

€) Please produce a spreadsheet which shows, on a segmented basis, all of the drivers of the
revenue deficiency for both the regulated hydro electric facilities and for the nuclear facilities. In
order to assist with the general format of this spreadsheet, we attach as an example, a
spreadsheet entitled “2007 Test Year - Drivers of Sufficiency/(Deficiency)” that was prepared by
Enbridge Gas Distribution Inc. (“EGD”) in EB-2006-0034.
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Reference: Business Planning and Budgeting Process, Ex.A2, T2, S1
Issue Nos.: 3.1,3.2,35,5.1and 5.3
Issues: 3.1  Arethe costs and financial commitments OPG is seeking to recover

under section 6(2)4 incurred to increase the output of, refurbish or add
operating capacity to a prescribed facility?

3.2 If so, are the costs and financial commitments within project budgets
approved for that purpose by the Board of Directors of OPG?

3.5 Is the additional capital spending (beyond the levels being recovered
under section 6(2)4) appropriate?

5.1 Arethe Operation, Maintenance and Administration (“OM&A") budgets
for the prescribed hydroelectric and nuclear business appropriate?

5.3  Arethe 2008 and 2009 human resource related costs (wages, salaries,
benefits, incentive payments, FTEs and pension costs) appropriate?

At Ex.A2, Tab 2, Schedule 1, OPG presents an overview of its business planning and budgeting process.
This process applies to Revenues and all expenditures, including capital, operating, and provision-funded
expenditures. OPG states that it established “a consistent framework of corporate strategic objectives,
resource guidelines and costing assumptions” and that the “key elements of this planning framework are
identified to the business units through business planning instructions provided by the Financial Planning
Dept. in Corporate Finance”. With respect to this business planning and budgeting process for the fiscal
years 2008-2009:

(@)
(b)
()
(d)
()

(f)

(9)

(h)

Please produce the “corporate strategic objectives, resource guidelines and costing assumptions”
referred to at Ex.A2, Tab 2, Schedule 1 page 1 of 13.

Please produce the planning instructions provided by the Financial Planning Dept. to the business
units.

Please produce the preliminary business plans and final business plans (if different) prepared by
the business units.

Please provide the consolidated financial outlook prepared by Corporate Finance.

Please produce the overviews of the consolidated preliminary results prepared by Financial
Planning. If not provided in the overviews, please identify material changes made in the financial
outlook and the underlying drivers.

Please produce reports or power point presentations addressing the business planning and
budget process presented to OPG’s President, CEO and/or senior management. If subsequent to
those reports or presentations any material modifications were made by, or on the basis of input
received from, OPG'’s President, CEO and/or senior management, please provide a description of
the modifications and produce the revised business unit plans.

Please produce the draft consolidated business plan (that was based on updated November
submissions) that was reviewed by OPG senior management and shareholder representatives.

If material changes were subsequently made to the finalized consolidated business plan submitted
to the OPG Board of Directors, please describe those changes and provide a copy of the finalized
consolidated business plan.



3.

CME Interrogatories
EB-2007-0905

Page 3 of 4
Reference: Proposed Changes to the Capital Structure and Return on Equity (“ROE")
Ex.C1,T1,S1
Issue Nos.: 2.1and 2.2
Issues: 2.1  What is the appropriate capital structure for OPG’s regulated business

for the 2008 and 2009 test years? Should the same capital structure be
used for both OPG’s regulated hydroelectric and nuclear businesses?
If not, what capital structure is appropriate for each business?

2.2  What is the appropriate return on equity (ROE) for OPG’s regulated
business for the 2008 and 2009 test years? Should the ROE be the
same for both OPG’s regulated hydroelectric and nuclear businesses?
If not, what is the appropriate ROE for each business?

OPG has confirmed that for the 2005 to 2007 fiscal years, it has operated under the auspices of the capital
structure (45% equity and 55% debt) that was reflected in information provided by OPG to the province for
use in setting the interim period payment amounts. For that same period, CME understands that OPG has
operated under the auspices of a 5% ROE based upon public pronouncements by the Province.

(@)

(b)

()

4,

What is OPG'’s understanding of the rationale on which its shareholder relied to establish the ROE
of 5% and the capital structure of 45% equity and 55% debt?

Please list and produce all documents, including electronic communications and power point
presentations in OPG'’s possession, relating to the determination by its shareholder of the 5%
ROE and the capital structure of 45% equity and 55% debt.

Please list and describe each of the criteria which were considered by OPG’s shareholder in
determining that a 5% ROE and a capital structure of 45% equity and 55% debt were reasonable.

Reference: Proposed Changes to the Capital Structure and Return on Equity (“ROE")
Ex.C1,T1, S1

Issue Nos.: 2.1and 2.2

Issues: 2.1  What is the appropriate capital structure for OPG’s regulated business

for the 2008 and 2009 test years? Should the same capital structure be
used for both OPG’s regulated hydroelectric and nuclear businesses?
If not, what capital structure is appropriate for each business?

2.2  What is the appropriate return on equity (ROE) for OPG’s regulated
business for the 2008 and 2009 test years? Should the ROE be the
same for both OPG’s regulated hydroelectric and nuclear businesses?
If not, what is the appropriate ROE for each business?

For the fiscal years 2005 to 2007, OPG has operated under the auspices of a capital structure comprised
of 45% common equity and 55% debt, with a ROE of 5%. For the 2008 and 2009 fiscal years, OPG
proposes a capital structure comprised of 57.5% common equity and 42.5% debt, with a ROE of 10.5%.

(@)

(b)

To what extent will the revenue deficiency for OPG’s prescribed facilities for the 21 month test
period starting April 1, 2008, to December 31, 2009, reduce if the capital structure is maintained at
45% equity and 55% debt? Please provide the resulting revenue deficiency reduction for the
regulated hydroelectric business segment and the regulated nuclear business segment
separately.

To what extent will the revenue deficiency for OPG’s prescribed facilities for the 21 month test
period starting April 1, 2008, to December 31, 2009, reduce if the ROE claimed by OPG of 10.5%



(©)

(d)
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is reduced to 5%? Please provide the resulting revenue deficiency reduction for the regulated
hydroelectric business segment and the regulated nuclear business segment separately.

Please show the extent to which revenue the deficiency will change with every 100 basis points of
ROE above or below 5%. Please provide the resulting revenue deficiency reduction for the
regulated hydroelectric business segment and the regulated nuclear business segment
separately.

To what extent will the revenue deficiency for OPG’s prescribed facilities for the 21 month test
period starting April 1, 2008, to December 31, 2009, reduce if the capital structure is maintained at
45% equity and 55% debt and the ROE is maintained at 5%7? Please provide the resulting
revenue deficiency reduction for the regulated hydroelectric business segment and the regulated
nuclear business segment.

Reference: Niagara Tunnel Project, Ex.D1, T1, S1, page 3 of 10

Issue No.: 3.1
Issue: 3.1  Arethe costs and financial commitments OPG is seeking to recover

under section 6(2)4 incurred to increase the output of, refurbish or add
operating capacity to a prescribed facility?

OPG’s 2007 Actual Capital Expenditure was $84.3M versus the 2007 Budget of $229.4M. The reason for
this discrepancy relates to delay experienced with the Niagara Tunnel Project which was $144.6M under
budget in 2007.

(@)

(b)

Please produce all reports, updates or memoranda presented to OPG'’s President, CEO, Board of
Directors and/or senior management, by OPG staff or consultants, including PowerPoint
presentations, that address delays with the Niagara Tunnel Project and/or the under spending of
the 2007 budget.

Please produce all communications from OPG’s President, CEO, Board of Directors and/or senior
management to OPG staff with respect to the 2007 Actual Capital Expenditure of $84.3M versus
the 2007 Budget of $229.4M.

OTT01\3422495\1
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