EB-2008-0272

IN THE MATTER OF the Ontario Energy Board Act
1998, S.0. 1998, c. 15, (Schedule B);

AND IN THE MATTER OF an Application by Hydro One
Networks Inc. for an Order or Orders approving or fixing
just and reasonable rates and other charges for the
transmission of electricity commencing January 1,
2009.

INTERROGATORIES
OF THE
SCHOOL ENERGY COALITION

|. Administration

1. Ref. Ex. A-12-1, Att. 7, S&P Ratings Report: At'pof the S&P report there is a
reference to HON's preparation for the Canadian oAoting Standards Board's
convergence to International Financial Reportirgn8ards (IFRS).

@) Please set out all steps HON has taken in respiedhi® change in
accounting standard, in particular as they relathe rate filing.

(b) Please specify any changes that HON has madeptariging to make to its
capitalization policy as a result of the plannedwargence to IFRS
standards.

2. Ref. Ex. A/14/1: Business Planning

@) Please provide, on a confidential basis if necgssacopy of the business
plan provided to HON Board of Directors for approva

3. A-14-1, Appendix A- Business Plan Assumptions

(@) Have any of the assumptions in Appendix A changedesthe application
was prepared?



(b)

(©)

(d)

In particular, have the assumptions for inflati@ter (which are based on
December 2007 data) and interest rates (which asedoon April 2008
data) changed as a result of the recent economtiteans.

If the answer to (a) or (b) is yes, please provseupdated assumptions and
provide the corresponding amendments to the OM&A&amital budgets.

With respect to labour escalation, HON has assuth&bo increase for
Society staff, a 3% increase for PWU staff, and%a idcrease for MCP.
What is the basis for the MCP assumption and whi/gseater than either
the PWU or Society escalation?

4, Ex. A/14/2: Economic Indicators
Pg. 4: there is a substantial increase in HON'ditcspreads for the 5-year, 10-year
and 30-year bond rates. The evidence, at p.5,ssthtd the credit spreads "are
based on the average of indicative new issue spread/larch 2008 obtained from
our Medium Term Note program dealer group for galahned issuance term."
(@) Please provide HON's understanding for the increasthe actual credit
spreads in 2008.
(b) Please explain the basis for assuming that theaserin credit spreads will
continue in 2009 and 2010.
Cost of Capital
5. Ref. Exhibit B1/2/1, and B2/1/2- Cost Rate for Debt
(@) Please explain how the Effective Cost Rate for eathhe three debt
issuances in 2009 and 2010 was determined.
(b)  With respect to the debt issued September 15, 20@8e effective cost rate
(5.5%) forecast or actual? If forecast, please idethe actual.
6. Ref. A/14/4, p.2-8
@ Is there a document or documents that summarizé{s) planned
Sustainment OM&A and capital program and providestifications along
the lines set out in this exhibit (i.e. summarisagget condition, reliability,
utilization and formulating a plan)? If so, plegsevide a copy.
L oad Forecast
7. Ex. A/14/3



(@  According to Exhibit E1/1/1, pg. 6, $36 million dhe 2010 revenue
deficiency is attributed to changes in load foredas2010. We have seen,
however, that economic conditions underlying theedast can change
significantly in a short period of time. Therefordges HON propose to
update its load forecast prior to the 2010 testr yeareduce the risk of
forecasting error?

(b) Pg. 15- difference between IESO and HON treatmé@@M. It appears
from Attachment B that one of the two main diffezenbetween the
treatment of CDM as between IESO and HON is th&QHKleducts demand
response programs from the OPA CDM forecast, wisdf€aN does not.

(1) What is IESO's rationale for deducting the impaétdemand
response programs from the CDM forecast?

(i) What is HON's rationale for not deducting demanspoase from
CDM?

(i)  Demand response programs typically only operatengyreriods of
extreme weather. Would HON's weather normalizati@thodology
not already account for the impact of extreme waatuch that
including the impact of demand response programsiasble
counting?

(c) Another main difference between IESO and HON fosexes the treatment
of embedded generation:

0] If possible, please separately identify the impdhe difference in
CDM definitions and the impact of the difference ite
definition/treatment of embedded generation (thdexnce currently
provides the impact for both combined- 400MW fomsoer 2009);

(i) Please provide a more detailed explanation of tfference in the
treatment of embedded generation as between IESD HDN,
including an explanation as to how each party (IES@ HON)
justifies its definition.

C1/2/2- Sustaining OM& A

8. The evidence states, at p. 2, that the increasingtaiming OM&

A expenditures for assets reaching mid to endfef'ill be alleviated in the longer term
through capital investments to replace these agssgts.” What proportion of the assets
currently being repaired or refurbished have todmaced within the next five years?



(@)

(b)

()

0C1/2/2: Sustaining OM&A: Stations

Pg. 10, line 21: Please provide the current denptgecaprofile of HON's
transformer assets.

Pg. 10, line 23: the evidence states that transomwil leaks are increasing
in volume because many of the leaking units haveptgary repairs or
temporary oil leak containment. Please explain wifientemporary repairs
or containment were done and why they were dorleainfashion.

Pg. 11-12- Stations: Environmental Management budde budget for
Environmental Management is increases by $5.6anillor 160%, between
2005 and 20009.

0] Please provide a breakdown of the drivers of tlueesse between
2005 and 2007 (from $3.5 million to $8.4 milliosgparated by new
work accomplishment (and the associated cost) afidtionary
increases.

(i) Please provide a breakdown of the drivers of tlueesse between
2007 and 2009, separated by new work accomplishrfard the
projected associated cost) and projected inflatyoimecreases.

10.  Exhibit C1/2/2, pg. 12: Sustaining OM&A: StatiorRBpwer Equipment- by 2010,
the Power Equipment budget will be nearly doubleawhwas in 2005 ($82 million vs.
$42.2 million in 2005, a 94% increase).

(@)

(b)

(€)

Provide the proportion of the increase from 2004 th due to inflationary
factors (wage escalation, materials, etc.);

For the proportion of the increase that is dueew work programs, please
specify what new work was accomplished;

Please provide greater detail as to what new wollkbe accomplished to
account for the $14.2 million (2009) and $22 miililncrease (2010) in
expenditures over 2008 in each of the test years.

11. Exhibit C1/2/2, p. 25: Sustaining OM&A: Stations: ndllary Systems
Maintenance: the budget for this program nearlybtksi from 2005 to 2010- from $9.9
million to $18.2 million. Please:

(@)

(b)

Provide the proportion of the increase from 200d th due to inflationary
factors (wage escalation, materials, etc.);

For the proportion of the increase in the test yehat is due to new work
programs, please specify what new work will be oawglished,;



12.

13.

(© Please provide the number of trouble calls from52@02007 as well as the
forecast numbers in 2009 and 2010.

(d) To the extent that a projected increase in troahlks accounts for increased
budget forecast in the test years, please quahgfympact.

C1/2/2, p. 33: Sustaining OM&A: Vegetation Manageine

The evidence states, at p. 35, that the proposaadspy for brush control and line
clearing will allow annual clearing of about 2,8idmetres of rights of way.

(@) Please provide the annual accomplishment for thesy2005-2008.

(b) Please explain any significant year over year vianan per unit costs.

Cl1/2/12, p. 45: Sustaining OM&A: Overhead Lines: rifled Corrective

Maintenance

14.

15.

@) Please provide the projected cost of the correctioek for the Sudbury-
Barrie 500kV lines and the London-Sarnia circugsweell as the basis for
the projections. (Provide costs for each year thatprojects have been or
will be underway.)

C1/2/3: Development OM&A

(@) The Research and Development function has incrdased$1.1 million in
2005 to a projected level of $9.2 million by 201(Please provide a
summary of all projects planned for 2009 and 2Q@&6ir associated costs,
and any "business case" type analysis that was tdosgprove the project.

(b) Please provide a breakdown of the $3.1 million ease in Standards
Development costs from 2007 to 2008, 2009 and 20AMat_newwork is
being accomplished and how were the costs buddet¢de test years?

C1/2/3: Development OM&A- Pre-Engineering work fBISP
(@  With respect to the anticipated $47.9 million ireq@ngineering work for

IPSP, the costs of which HON is proposing to traci "variance account":

0] Provide any updates that HON has received fronOiRé regarding
these projects now that the IPSP is under review;



(i) as there is no forecast of these expenditureg@s,raonfirm that the
account HON is requesting should properly be cakedeferral
account and not a variance account.

(i)  Please explain why these costs are being treatddeaslopment
OM&A instead of development capital.

16. C1/2/4- Operations OM&A

(@)  Operations costs increase from $28.4 million in 200 $33.1 million in
2009, a 17% increase. Please:

0] provide a breakdown of the increased expenditur@909 and 2010
over 2007 by cost driver, including increased frajrrequirements,
labour escalation, and the cost of hiring new jurgtaff to work
alongside more senior staff.

(i) with respect to the demographic issues identifieg.a2, line 10,
please provide the number of new staff who have Ied thus far.

(i) Provide the portion of the 2009 and 2010 budget©fmerations that
is made up of the cost of new hires being trainedgside senior
operators?

17. C1/2/8- Shared Services: Asset Management

The Asset Management budget increases substantralB009 over historical
levels. The evidence generally describes the wérkagh line item and provides
some general explanations for the increase in cbatsdoes not provide a specific
explanation as to how the increased budgets wekedrat.

(@  Therefore, for each of the line items in Table lrgegy & Business
Development, System Investment, etc.), please geo&n explanation as to
how the increase in expenditures from 2007 to 20{l0be spent, using a
bottom-up approach. For example, what additionatkwe forecast (over
2007 levels) and how was the cost of that new workcasted? Please
break down the costs by, for example, incremeraiblir costs, facilities
costs, etc.

(b) For incremental labour costs, please provide amysisaof the anticipated
number of additional staff dedicated to the assmtagement functions and
what functions they will be performing.

18. C1/2/8, pg. 15- Shared Services- Real Estate &likasi with respect to the Real
Estate & Facilities function, please provide a detabreakdown of the new facilities and



their cost as well as the increasing work progréms have led to an $9 million increase in
this budget over 2007 levels. For example,

(@) What new facilities are being added, and whatesa$sociated cost?;

(b)  What specific new work activities are planned, avitht are the costs of
each?

19. C1/2/9: Shared Services- Information Technology
Preamble: IT costs increase by $23.9 million in200er 2007, a 25% increase.

IT: Sustainment costs increase by $15.8 million2%%, in 2009 over 2007. At p.
2, HON states that a portion of the increase istdube Cornerstone Phase 1 and 2
projects moving from project status to "in-servic&hich means the costs to
sustain the applications move to Sustainment OM&sétE. Please:

(@) specify what portion of the increase in IT: Sustaémt is due to having
Cornerstone project move to in-service costs;

(b) provide a summary of the cost increases in IT: &nstent that are not
related to the Cornerstone project.

20. Ex. C1/2/9: Shared Services: Business Telecom: \Wagpect to the Business
Telecom IT budget, please provide a breakdown®gktttra $3.2 million forecast for 2009
over 2008 levels (an 18% increase), as follows:

(@  What proportion is due to the increased size ofHKEN workforce? How
many new employees does that represent?

(b)  What proportion is due to increase in costs fovises provided by Hydro
One Telecom and Bell?

(c) What other factors contribute to the increase?

21. C1/2/9: Shared Services: IT Management & Projechtf@b increases by $4.9
million in 2009 over 2007 (a 73% increase over tyears). The pre-filed evidence
provides a general description of the work to bdgomed in 2009/2010 but no specific
explanation for the large increase over histollieatls. Therefore:

(@) Please provide a breakdown of how the additiona® $dillion over 2007
will be spent, including what nework is planned and how that new work
has been budgeted (incremental labour costs, oxerietc.).

22. C1/2/12: Property Taxes: Please explain the pregeticrease in property taxes for
Transmission Lines from $38 million in 2007 to $#illion in 2009.



23.

24,

25.

26.

C1/3/1 and C1/3/2: Corporate Staffing and Compeénmsat

(@)

(b)

()

Please provide a breakdown of Table 3 at C1/3/20y major employee
groups (PWU, Society, MCP, Hiring Hall) and a futhbreakdown by
compensation components (base salary, overtimegfiken incentive
compensation, etc.)

If possible, please provide the component of Tabkt C1/3/2, p. 10 that
applies to the Transmission business.

Please provide the number of employees in eachaoy®@lgroup for the
years 2005-2010 (preferably FTE, but if that is passible, end of year) for
the years 2005-2010.

C1/3/1, pg. 3: Apprentice and Graduate TraininggPams

(@)

(b)

Please provide a chart showing the number of neesland graduates from
the Apprentice and Graduate Training programsHernyears 2004-2010.

Please provide the cost of the program for each yea

A/16/2: Compensation and Productivity Benchmarldisi

A/16/2, pg. 3: HON states in the pre-filed evidericat the "benchmarking study
results provide further support for Hydro One's ijp@s that its continued
productivity accomplishments offset its relativergmensation levels."

(@)

(b)

(€)

Please confirm that this statement reflects Hydng'© position and is not
necessarily that of Mercer/Wyman.

Given that its compensation levels are, on averhg® above the median
level, does HON agree that in order to be offsethigher productivity,

HON's productivity levels would also have to bensigantly above the

median?

It does not appear as though the Mercer/Wyman tepmyked at

productivity on a position by position basis. THere, does HON agree that
the results do not necessarily provide a justifccat(in terms of higher

productivity) for particular employee groups that above the market
median for compensation?

Ex. A/16/2, Attachment 1 (Mercer/Wyman Study)



27.

(@) For each of the benchmarks used (T&D CompensatomyVh sold, T&D
Compensation per Gross Asset Value, T&D Compensaiey KM of Line,
etc.) please provide the value for HON using 208@d

(b)  To the extent possible, please provide the numesaaitth denominator values
used to derive the values for each comparator ibleBa9-12 of the
Productivity study.

(© How did Mercer/Wyman define "Customer Service congagion"?

(d) Do the numerator and denominator for the Custoneevi& benchmarks
for HON (Tables 14-17) include the Transmissionibess? If so, would
these numbers not be skewed by the fact that thesmission business is
allocated a very small proportion of overall cusévroare costs?

C1/4/1: Costing of Work

(@) Please explain the 73% increase in the cost ofd F&alpervision and
Technical Support between 2005 and 2010;

(b) Please explain the 65% increase in the cost of @upctivities between
2005 and 2010.

(© Pg. 14: What assumptions regarding the cost of dieHON make for its
forecast of 2009/2010 Fuel cost shown in Table 882sCHON believe those
assumptions should be revised in view of the redeatatic reduction in
the cost of fuel?

Rate Base and Capital Expenditures

28.

Ex. D1/2, p. 1: In-Service Capital Additions

The variance in 2008 was approximately 13% of tiEBGpproved level of in-
service additions ($73.1 million of $577.8 milliorip-service additions for 2009
and 2010 are forecast to be 57% and 90% highepecésely, than the 2008
projected actual. Capital expenditures in 2007 ew7% lower than Board
approved amount [see Ex. D1/3/1, pg. 4] and in 2688 will be 12% lower.

@) How will HON ensure that its 2009 and 2010 workgyeons are reasonably
proximate to their projected levels given the peois HON has
encountered in 2007 and 2008 [as set out at EX3/Dj1/

(b) Please identify any risks that HON has identifiadttmay cause its 2009
and 2010 in-service additions to be lower thancgrdied.



29.

30.

31.

32.

(© What would the 2008 and 2009 revenue requiremepadainbe assuming
2009 and 2010 in-service additions are 15% |lowan the level projected?

Ref. Ex. D1/2.1, Asset Condition Assessment by Ratternational Ltd.

€)) Has Hatch International Ltd. or any of its subgi@ia bid on or been
selected to perform the work, or act as projectagan on any of the capital
projects planned by Hydro One? If so, please adwisich projects.

(b) Please explain how the results of the Asset Carditissessment were used
in preparing HON's capital budget for the test gearWhat specific
components of the capital budget were developeatrasult of the findings
of the Asset Condition Assessment?

D1/3/2: Sustaining Capital

€)) Pg. 6: Copper theft issues: the evidence statesHOA is spending $30.5
million in 2008 on improved security to address therease incidence of
copper theft.

(1) What is the value of the copper stolen from HONuatiy?

(b) Circuit breakers: how many breakers (oil and meat#civill be replaced in
2009 and 20107

(c) Please provide the expenditures for each of Oilcullir breakers and
Metaclad breakers for 2005 to 2007 (Table 3 pravidebreakdown for
2009 and 2010 only)

(d) The Investment Summary Document for Oil Circuit &er Replacements
(S1) states that performance has improved from -P@®@2 "since the onset
of annual replacement and refurbishment prograifitse’test year budgets,
however, propose a large increase in expenditén@s, an average of $1.6
million from 2005-2007, to an average of $16.9 mill from 2008-2010
(although this is for Circuit Breakers as a whol®lease explain why the
steady level of replacement in the years 2005-2@0insufficient going
forward.

Ex. D1/3/2- Sustaining Capital- Station Re-Invegstine

€)) How much of the test year budget is due to "de-ex&rgf Hydro One-
owned transmission facilities from facilities owndyy Ontario Power
Generation? Why is the "de-merger" necessary?

Ex. D1/3/2: Sustaining Capital- Power Transformers

10



33.

34.

(@)

(b)

©)

What portion of the transformer budget is for "wrpied (demand) capital
replacement of failed transformers? How does tlifferdfrom the years
2005-2007?

The evidence at pg. 20 refers to the design lifa gower transformer as
being 40-60 years. Is this what HON refers to asaihd of life region? Can
HON provide a narrower time frame to forecast whajor repairs and/or
replacement of transformers normally occurs?

Figure 6 on pg. 21 does not show a significantaase in the number of
transformers entering the "end of life" region @02 and 2010 over past
years.

0] Is the doubling in capital expenditures for powansformers due to
age issues or performance?

(i) Please provide a table showing the relevant pedoo®a metrics of
HON's power transformers from 2005 to 2008.

D1/3/3- Development Capital

(@)

(b)

What is HON seeking from the Board in this procagdwith respect to
Category 4 projects?

Please provide a list of Category 2 and 3 projéntduding their respective
cash flow during each of the test years and total)cthat were already
considered by the Board in a previous proceeding.

Exhibit G: Cost Allocation

(@)

Please provide a definition of which customersriio each of the four rate
pools.
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