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May 7, 2014
Ms. Kirsten Walli

Board Secretary

Ontario Energy Board

P.O. Box 2319, 27th Floor

2300 Yonge Street

Toronto, ON  M4P 1E4

	Re:
	Ontario Power Generation 2014/2015 Payment Amounts Application
Prioritization of Final Issues List
Board File No. EB-2013-0321


Dear Ms. Walli:
I am writing on behalf of Association of Major Power Consumers of Ontario (AMPCO), Consumers Council of Canada (CCC), Canadian Manufacturers & Exporters (CME), Energy Probe, London Property Management Association (LPMA), School Energy Coalition (SEC), and Vulnerable Energy Consumers Coalition (VECC) (the “Parties”) regarding further submissions on the prioritization of the Issues List in accordance with Procedural No. 5 dated April 3, 2014.  In Procedural Order No. 5 the Board indicated it is making provision for a Settlement Conference on all issues and an oral hearing on any unsettled primary issues.

The Parties jointly reviewed the Final Issues List to exchange views and identify issues which they consider to be primary or secondary.  In the event settlement on these specific issues is not reached at the Settlement Conference scheduled to commence on May 21, 2014, the Parties propose that primary issues be dealt with by way of an oral hearing whereas, secondary issues could be dealt by way of a written hearing.  For each issue, the Parties considered the need for further exploration and testing of the evidence by way of cross examination, as well as its materiality, in determining which issues on the Final Issues List should be treated as primary versus secondary.
Secondary Issues

The Parties consider the following issues to be secondary issues and, if unsettled, the Parties submit these issues could be appropriately dealt with by way of a written hearing. 

Issues: 
 3.2, 6.11, 6.12, 6.13, 6.14, 6.15, 7.1, 7.2, 10.1, 11.1, 11.2, 11.3, and 12.1.
Primary Issues

The Parties consider the following issues to be primary issues and, if unsettled, the Parties submit these issues should be dealt with by way of an oral hearing:
1. GENERAL 

1.1 
Has OPG responded appropriately to all relevant Board directions from 

previous proceedings? 

1.2 
Are OPG’s economic and business planning assumptions for 2014-2015 

appropriate? 

1.3 
Has OPG appropriately applied USGAAP accounting requirements, including 

identification of all accounting treatment differences from its last payment order 

proceeding? 

1.4 
Is the overall increase in 2014 and 2015 revenue requirement reasonable 

given the overall bill impact on customers? 

The Parties submit that all of the General Issues relate to the key planning assumptions in the application that underpin the determination of all of the Applicant’s revenue and expense forecasts, total revenue requirement and resulting customer impacts.  Similarly, prior Board orders, and whether the Applicant has followed them, are bound to come up in many areas.  With the impact of OPG’s proposed changes to pension and OPEB costs alone, the Parties predict that the Board will want to hear evidence and Parties will want to cross-examine on USGAAP conversion.
The Parties further submit Issue 1.4 is a priority issue.  The overall increase in payment amounts is a concern for ratepayers.
As a result Issues 1.1 to 1.4 should be considered as primary issues available for further examination at the oral hearing, if the issues are unsettled.  

2. RATE BASE 

2.1 
Are the amounts proposed for rate base appropriate? 

The Parties consider Issue 2.1 a primary issue, as the determination of both hydroelectric and nuclear in-service additions and capital expenditures (discussed later) have a direct effect on appropriate rate base.  
The Parties note that OPG has identified issue 2.1 as a priority issue as well.
 

3. CAPITAL STRUCTURE AND COST OF CAPITAL 

3.1 
What is the appropriate capital structure and rate of return on equity for the 

currently regulated facilities and newly regulated facilities?  

The Parties submit OPG’s capital structure and appropriate return on equity require further examination in this proceeding given the inclusion of Newly Regulated Hydroelectric facilities as prescribed facilities under amended Reg. 53/05.  The inclusion of the newly regulated hydroelectric facilities raises the issue of the appropriate capital structure and return on equity.  Parties expect that this issue will require cross-examination and submit Issue 3.1 should be treated as a primary issue. 
4. CAPITAL PROJECTS 

Regulated Hydroelectric 

4.1 
Do the costs associated with the regulated hydroelectric projects that are subject to section 6(2)4 of O. Reg. 53/05 and proposed for recovery (excluding the Niagara Tunnel Project), meet the requirements of that section? 
4.2 
Are the proposed regulated hydroelectric capital expenditures and/or financial 

commitments reasonable? 

4.3 
Are the proposed test period in-service additions for regulated hydroelectric 

projects (excluding the Niagara Tunnel Project) appropriate?

4.4 
Do the costs associated with the Niagara Tunnel Project that are subject to 

section 6(2)4 of O. Reg. 53/05 and proposed for recovery, meet the 

requirements of that section? 

4.5 
Are the proposed test period in-service additions for the Niagara Tunnel 

Project appropriate?
The biggest single impact on the payment amounts is the Applicant’s significant capital spending plan.

Given the size of the proposed spending levels and in-service additions and the inclusion of newly regulated hydroelectric facilities as prescribed facilities, the Parties submit that OPG’s Hydroelectric capital spending and in-service additions related to the Niagara Tunnel Project as well as other capital projects should be considered a priority issue to be examined further in the oral hearing, if unsettled. There is an added importance with respect to hydroelectric capital expenditures and test year additions, as this application is the base for OPG’s upcoming hydroelectric IRM. 
Nuclear 

4.6 
Do the costs associated with the nuclear projects that are subject to section 

6(2)4 of O. Reg. 53/05 and proposed for recovery, meet the requirements of 

that section? 

4.7

Are the proposed nuclear capital expenditures and/or financial commitments 

reasonable? 

4.8 
Are the proposed test period in-service additions for nuclear projects 

(excluding those for the Darlington Refurbishment Project) appropriate? 

4.9 
Are the proposed test period in-service additions for the Darlington 

Refurbishment Project) appropriate? 

4.10 
Are the proposed test period capital expenditures associated with the 

Darlington Refurbishment Project reasonable? 

4.11 
Are the commercial and contracting strategies used in the Darlington 

Refurbishment Project reasonable? 

4.12 
Does OPG’s nuclear refurbishment process align appropriately with the 

principles stated in the Government of Ontario’s Long Term Energy Plan 

issued on December 2, 2013?

Given the scale of the proposed spending levels and in-service additions and resulting impact on the payment amounts, the Parties submit that OPG’s nuclear capital spending and in-service additions related to the Darlington Refurbishment Project and other capital projects should be considered a priority issue to be examined further in the oral hearing, if unsettled.  

In addition, the Parties submit that Issue 4.11 related to the commercial and contracting strategies used in the Darlington Refurbishment Project (DRP) is an important issue that will inform a future prudence review of the DRP and as such is should be considered a primary issue that may require further examination if unsettled. With respect to Issue 5.12, the Parties submit that given OPG’s role in the Government’s Long Term Energy Plan, and  since it is interrelated to Issues 4.9-4.11, it should be considered a priority and one to be further examined at the oral hearing, if unsettled.
The Parties note OPG’s position that Issue 4.5 is appropriately a priority issue given that it encompasses the Niagara Tunnel Project, but Issue 4.3 is not.  OPG also considers Issue 4.9 to be a priority issue since it deals with the Darlington Refurbishment Project, but not Issue 4.8.
  OPG has also identified Issues 4.1, 4.4, 4.10 and 4.11 as priority issues.

5. PRODUCTION FORECASTS 

Regulated Hydroelectric 
5.1 
Is the proposed regulated hydroelectric production forecast appropriate? 

5.2

Is the estimate of surplus baseload generation appropriate?   

5.3 
Has the incentive mechanism encouraged appropriate use of the regulated hydroelectric facilities to supply energy in response to market prices? 

5.4 
Is the proposed new incentive mechanism appropriate?   

The Parties submit that OPG’s hydroelectric production forecast is a primary issue given its importance in the determination of payment amounts and OPG’s assumptions underpinning this forecast require further examination and testing if the issue is unsettled.

OPG has proposed a new Hydroelectric Incentive Mechanism that includes consideration of surplus baseload generation.  The Parties submit Issues 5.2, 5.3 and 5.4 should be considered primary issues given the proposed change and the resulting impact on costs.
Nuclear 

5.5 

Is the proposed nuclear production forecast appropriate?

The Parties submit that for reasons similar to the hydroelectric production forecast, this issue should be considered a primary issue.  OPG’s proposed nuclear production forecast was a key consideration in OPG’s last payment amounts application and Parties submit that it is once again in this proceeding.
6. OPERATING COSTS 

Regulated Hydroelectric 

6.1 
Is the test period Operations, Maintenance and Administration budget for the 

regulated hydroelectric facilities appropriate? 

6.2 
Is the benchmarking methodology reasonable?  Are the benchmarking results 

and targets flowing from those results for the regulated hydroelectric facilities 

reasonable? 

Nuclear 

6.3 
Is the test period Operations, Maintenance and Administration budget for the 

nuclear facilities appropriate? 

6.4 
Is the benchmarking methodology reasonable?  Are the benchmarking results 

and targets flowing from those results for the nuclear facilities reasonable? 

6.5 
Is the forecast of nuclear fuel costs appropriate? Has OPG responded 

appropriately to the suggestions and recommendations in the Uranium 

Procurement Program Assessment report? 

6.6 
Are the test period expenditures related to continued operations for Pickering 

Units 5 to 8 appropriate? 

6.7 
Is the test period Operations, Maintenance and Administration budget for the 

Darlington Refurbishment Project appropriate? 

Corporate Costs 

6.8 
Are the 2014 and 2015 human resource related costs (wages, salaries, 

benefits, incentive payments, FTEs and pension costs) appropriate? 

6.9 
Are the corporate costs allocated to the regulated hydroelectric and nuclear 

businesses appropriate? 

6.10 
Are the centrally held costs allocated to the regulated hydroelectric business 

and nuclear business appropriate?

The Parties submit that given the proposed level of spending related to hydroelectric and nuclear OM&A costs, and corporate costs and the significant impact of these costs in the determination of revenue requirement, Issues 6.1 to 6.10 should be considered as primary issues. 
The Parties submit that the appropriateness of the underlying test periods OM&A budgets, benchmarking activities (methodology, targets and results), human resources costs (staffing, compensation and pension), allocated costs, are a significant area of concern and will require testing of the evidence and exploration through cross-examination. This is evident by the number of interrogatories asked on these issues. 
In addition, there were a number of important directions by the Board from the previous proceedings in which OPG’s response will require further exploration by cross-examination, including nuclear fuel costs, nuclear benchmarking, nuclear staffing levels, overtime costs, and pension and OPEB costs. 

The Parties note OPG has identified Issue 6.8 as a primary issue.

7. OTHER REVENUES

Bruce Nuclear Generating Station 

7.3 
Are the test period costs related to the Bruce Nuclear Generating Station, and 

costs and revenues related to the Bruce lease appropriate?

Parties submit that Issue 7.3 should be categorized as a primary issue. The calculation of the Bruce Nuclear Generation Station lease costs and revenues is a complex and material issue which requires further exploration by way of cross-examination. As an example, OPG’s adoption of US GAAP has raised significant concerns regarding the proper amount reflected in the Application.
 
8. NUCLEAR WASTE MANAGEMENT AND DECOMMISSIONING LIABILITIES 

8.1 
Is the revenue requirement methodology for recovering nuclear liabilities in 

relation to nuclear waste management and decommissioning costs 

appropriate?  If not, what alternative methodology should be considered? 

8.2
 
Is the revenue requirement impact of the nuclear liabilities appropriately 

determined?

Parties submit that Issues 8.1 and 8.2, regarding OPG’s revenue requirement methodology and impact of its nuclear liabilities in relation to waste management and decommissioning costs should be categorized as a primary issue. OPG’s nuclear asset retirement obligations (ARO) and nuclear segregated funds (ARC) reflect a very significant portion of OPG’s costs ($847.5M) and will require further examination.  While OPG is applying the previously approved methodology, the Board will need to determine if it is still appropriate considering the adoption of the newly approved Ontario Nuclear Funds Agreement Reference Plan.   Further, there are significant cost changes as a result of the methodology that need to be scrutinized by way of an oral hearing. 
9. DEFERRAL AND VARIANCE ACCOUNTS 

9.1

Is the nature or type of costs recorded in the deferral and variance accounts 

appropriate?  

9.2 
Are the balances for recovery in each of the deferral and variance accounts 

appropriate? 

9.3 
Are the proposed disposition amounts appropriate? 

9.4 
Is the disposition methodology appropriate? 

9.5 
Is the proposed continuation of deferral and variance accounts appropriate?

9.6

Is OPG’s proposal to not clear deferral and variance account balances in this 

proceeding (other than the four accounts directed for clearance in EB-2012-0002)

appropriate? 

9.7 
Is OPG’s proposal to make existing hydroelectric variance accounts applicable 

to the newly regulated hydroelectric generation facilities appropriate? 

9.8 
Is the proposal to discontinue the Hydroelectric Incentive Mechanism Variance 

Account appropriate? 

9.9 
What other deferral accounts, if any, should be established for the test period?

As the Board observed in OPG’s previous EB-2012-0002 proceeding, OPG’s deferral and variance accounts are numerous and highly complex, not just because of past decisions but also the regulatory framework.  Parties submit that Issues 9.1-9.9, which are interrelated amongst themselves and with other proposed priority issues, should be categorized as primary as they are very material (2013 projected year-end balance of $1,713M)
 and will require further exploration and cross-examination at the oral hearing. 
The Parties wish to emphasize that categorizing an issue as primary does not necessarily mean that the issue will be subject to oral examination. Even if the issue is not settled, it is common for the parties to reduce the scope of the oral hearing through clarifications and discussion with a utility at the Settlement Conference.  Parties will advise the Board after the Settlement Conference if there are issues (or parts of issues) which are deemed priority issues that ultimately could proceed with written submissions.  In addition the Parties intend to work together on cross examination to ensure the hearing process is as efficient and effective as possible.
Please do not hesitate to contact me if you have any questions or require further information.

Sincerely yours,
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Adam White

President

Association of Major Power Consumers in Ontario
Copies to: 
OPG



Intervenors

� PO#4, Page 6


� OPG Letter re: Priority Issue List dated March 31, 2014


� PO#4, Page 6


� PO#4, Page 6


� See Technical Conference Tr.2, p.117-119


� H1-1-1-Table 1
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