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OVERVIEW OF DEFERRAL AND VARIANCE ACCOUNTS

1.0 PURPOSE

This evidence summarizes the existing variance and deferral accounts for OPG’s regulated
assets. These accounts were established pursuant to the OEB’s decisions in EB-2007-0905,
EB-2009-0038 and EB-2009-0174.

2.0 PROPOSED CLEARANCE OF ACCOUNTS

OPG is seeking approval to clear the projected December 31, 2010 balances in its existing
variance and deferral accounts as discussed in Ex. H1-T2-S1. The balances in the accounts
are shown in Ex. H1-T1-S1 Table 1. These balances would be cleared through payment

amount riders as calculated in Ex. H1-T2-S1 Table 1 and Table 2.

3.0 OVERVIEW

The OEB approved 12 variance and deferral accounts in EB-2007-0905 (December 2008), a
Tax Loss Variance Account in EB-2009-0038 (May 2009), and two additional accounts in EB-
2009-0174 (October 2009).

The entries recorded in these accounts in 2008 and 2009 were calculated in accordance with
the methodology approved by the OEB in EB-2007-0905. The projected additions to these
accounts for 2010 (see Ex. H1-T1-S1 Table 1d) are determined in accordance with the
methodology approved in the OEB'’s decision on OPG’s Accounting Order Application (EB-
2009-0174). The entries in the Tax Loss Variance Account are made in accordance with the
OEB's direction in EB-2009-0038. OPG has applied interest to the monthly opening balances
of these accounts at the interest rates set by the OEB from time to time pursuant to the

OEB'’s interest rate policy for variance and deferral accounts.

OPG proposes to clear the balances in its variance and deferral accounts as at December
31, 2010 as described in Ex. H1-T2-S1.
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3.1 Development of Accounts since EB-2007-0905

The OEB’s Decision in EB-2007-0905 approved the following variance and deferral accounts

effective April 1, 2008:

° Hydroelectric Water Conditions Variance Account

° Ancillary Service Net Revenue Variance Account — Hydroelectric and Nuclear Sub
Accounts

° Pickering A Return to Service Deferral Account

. Nuclear Liability Deferral Account

. Nuclear Development Variance Account

. Capacity Refurbishment Variance Account

o Nuclear Fuel Cost Variance Account

o Income and Other Taxes Variance Account

. Bruce Lease Net Revenues Variance Account

° Hydroelectric Interim Period Shortfall (rider D) Variance Account

. Nuclear Interim Period Shortfall (rider B) Variance Account

In response to a Motion by OPG, the OEB ordered OPG to establish a Tax Loss Variance
Account effective April 1, 2008 (EB-2009-0038). In addition, in response to an Accounting
Order Application (EB-2009-0174) by OPG, the OEB approved the methodologies for making
entries, after December 31, 2009, in the variance and deferral accounts approved in EB-
2007-0905. In that same decision, it also ordered OPG to establish the following two
additional accounts:

° Hydroelectric Deferral and Variance Over/Under Recovery Variance Account

° Nuclear Deferral and Variance Over/Under Recovery Variance Account

In addition, the EB-2009-0174 Decision and Order approved the continuation of nuclear
payment rider A beyond December 31, 2009, and the continued amortization and recovery of
the approved December 31, 2007 balances in the following accounts:

e Ancillary Services Net Revenue Variance Account — Nuclear Sub Account

e Transmission Outages and Restrictions Variance Account

o Pickering A Return to Service Deferral Account
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o Nuclear Liability Deferral Account

¢ Nuclear Development Deferral Account, Transition

Ex. H1-T1-S1 Table 1 shows the year-end balances in each account for 2007, 2008 and
2009 and projected balances for 2010. Exhibit H1-T1-S1 Tables 1a through 1d are continuity
tables which show the opening balance for each account, variances recorded during the
period (labelled “Transactions”), amortization subtracted for the period, interest added for the
period and the closing balance for each account. In Tables 1 and 1a, the starting point for
each account is the year-end 2007 balance. The 2007 year-end balances are as approved
by the OEB in the EB-2007-0905 Payment Order with the exception of four accounts; the
Hydroelectric Water Conditions, Ancillary Services Net Revenue - Hydroelectric,
Transmission Outages and Restrictions and Ancillary Services Net Revenue — Nuclear
variance accounts. The individual balances provided for these four accounts by OPG in EB-
2007-0905 were not correct, but the total balance for all four accounts is correct. OPG is
proposing to correct the individual account balances as part of this Application. There is no
financial impact of making this correction as the errors in the individual accounts are

offsetting.

4.0 EXISTING DEFERRAL AND VARIANCE ACCOUNTS COMMON TO
HYDROELECTRIC AND NUCLEAR

4.1 Ancillary Service Net Revenue Variance Account — Hydroelectric and Nuclear
Sub Accounts

Exhibit H1-T1-S1 Table 1 provides these sub-account balances for 2007, 2008, and 2009
and the projected balances for 2010. Derivation of the hydroelectric sub-account variance is
shown in Ex. H1-T1-S1 Table 3. Derivation of the nuclear sub-account variance is shown in
Ex. H1-T1-S1 Table 7.

These accounts track variances from actual ancillary services net revenue to the 2008 - 2009
test period forecast as reflected in the revenue requirement approved by the OEB. Ancillary
services include operating reserve, reactive support/voltage control service, automatic

generation control and black start capability. OPG has recorded differences between actual
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ancillary services net revenue for 2008 and 2009 and the forecast amounts approved in EB-
2007-0905 for those years in these accounts. The forecast additions for 2010 are consistent
with the EB-2009-0174 Decision and Order which requires OPG to compare 2010 revenues

to a forecast derived from the 2008 and 2009 values approved in OPG'’s last rate application.

For a full discussion of hydroelectric ancillary service revenues see Ex. G1-T1-S1. For a full

discussion of nuclear ancillary service revenues see Ex. G2-T1-S1.

The EB-2009-0174 Decision and Order approved the continued amortization and recovery of
the approved December 31, 2007 balance through the continuation of nuclear payment rider
A.

4.2 Income and Other Taxes Variance Account
Exhibit H1-T1-S1 Table 1 provides the account balances for 2008 and 2009, and the
projected balance for 2010. The derivation of entries in the Income and Other Taxes
Variance Account is shown in Ex. H1-T1-S1 Table 13.

This account records the financial impact on the regulated hydroelectric and nuclear revenue
requirement due to variations in municipal property taxes, payments in lieu of capital taxes,
and income taxes resulting from changes in tax rates or rules, new assessing or
administrative practices of tax authorities, tax re-assessments for past periods, and court

decisions for other taxpayers that affect OPG’s tax position.

The OEB directed OPG to calculate a benchmark income tax expense for OPG’s regulated
operations in accordance with the EB-2007-0905 Decision, and before the consideration of
any tax loss carry forwards for 2008 and 2009. This benchmark income tax expense is used
to calculate variations in income taxes that are recorded in this account. See Ex. F4-T2-S1
Table 9 for the derivation of the benchmark income tax expense. The benchmark income tax
expense for the 21 month period April 1, 2008 to December 31, 2009 is $66M. OPG also
calculated a benchmark tax expense for 2010, which will be used as the basis for

determining variances that will be recorded in this account during 2010. The 2010
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benchmark income tax expense is equal to the annualized 2008 - 2009 benchmark income
tax expense, that is, 12/21 of the tax provision from the 21 month 2008 - 2009 test period.
This approach is consistent with the methodology approved in the Accounting Order Decision

(EB-2009-0174) for the determination of “reference plan” numbers for 2010.

OPG has recorded three! entries in this account, consisting of (i) an entry based on the
results of a tax audit received in mid-2008; (i) a reduction in income tax rates effective
January 1, 2010; and (iii) a reduction in the capital tax rate effective January 1, 2010. The

entries are described below and are presented in Ex. H1-T1-S1 Table 13.

The entry related to the results of the tax audit is a credit back to ratepayers for Investment
Tax Credits based on expenditures that qualify as Scientific Research and Experimental
Development (“SR&ED”) activities. See Ex. F4-T2-S1 section 7.1.

OPG has recorded a regulatory liability pertaining to these credits for the period April 1, 2008
to December 31, 2009 because the OM&A and capital expenditures that gave rise to these
tax credits were included in OPG’s revenue requirement for this period. OPG expects to
record an additional liability for 2010 in accordance with the EB-2009-0174 Decision and
Order. The Investment Tax Credit reduces income tax expense in the year the expenditures
are incurred, and is taxable the following year. Therefore, in the following year, the regulatory
liability is reduced by the amount of taxes payable. The derivation of this account balance is
shown in Ex. H1-T1-S1 Table 13.

There is a reduction in income tax rates (Federal and Provincial) starting in January 2010
from 31.21 per cent (the weighted average for the 21 month period April 2008 to December
2009) to 29 per cent (annualized rate based on the effective dates for these reductions).
OPG has recorded a credit back to ratepayers in this account for this reduction in income tax

rates.

1 A fourth entry relating to an unburned nuclear fuel expense adjustment is identified in Ex H1-T1-S2, page 4,
line 23 and Ex H1-T1-S2, Table 6.
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There was also a reduction in the capital tax rate effective January 1, 2010 from 0.225 per
cent to 0.150 per cent and a further reduction effective July 1, 2010 to nil. OPG has recorded
a credit back to ratepayers in the Income and Other Taxes Variance Account for this

reduction in capital tax rates.

4.3 Tax Loss Variance Account

Exhibit H1-T1-S1 Table 1 summarizes the account balances for 2008 and 2009, and the
projected balance for 2010. The projected balance as at December 31, 2010 is $491.4 M.
The derivation of the entries in the Tax Loss Variance Account is shown in Ex. H1-T1-S1
Table 4. Details regarding the calculation of tax losses for these years are presented in EX.
F4-T2-S1 Table 7. Amounts in this account are allocated to Hydroelectric and Nuclear based
on the proportion of revenue requirement reduction incorporated into the EB-2007-0905

Payment Order for each business.

On January 28, 2009, OPG filed a Notice of Motion for a review and variance of the OEB’s
Decision with Reasons in EB-2007-0905. In the May 11, 2009 Decision and Order on this
motion (EB-2009-0038), the OEB agreed that the evidentiary record established and
supported a link between OPG’s regulatory tax losses and the revenue requirement
reduction incorporated in the 2008 - 2009 approved payment amounts. In linking the revenue
requirement reduction to regulatory tax losses, the OEB ordered the establishment of a Tax
Loss Variance Account effective as of April 1, 2008. This account records any variance
between the tax loss amount which underpins the EB-2007-0905 Order, and the tax loss
amount resulting from the re-analysis of prior period tax returns based on the OEB'’s

directions in the EB-2009-0038 Decision as to the recalculation of those tax losses.

The OEB’s Decision and subsequent Payment Amounts Order in EB-2007-0905 included
directions that resulted in a revenue requirement reduction of $341.2M for the period April 1,
2008 to December 31, 2009. The directed reduction consists of $168.7M, which represents
22 per cent of OPG’s revenue deficiency in EB-2007-0905; and, $172.5M for the elimination
of any tax provision for this period (see the EB-2007-0905 Payment Amounts Order
Appendix A Tables 1 and 2, line 23).
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The calculation of the $341.2M reduction is presented below:
Revenue requirement reduction of 22 per cent of deficiency required $168.7 million
by the OEB (reference EB-2007-0905; Payment Amounts Order
Appendix A, Table 3, note 3)
Foregone tax expense on revenue requirement reflected in approved $66.0 million
payment amounts or the “benchmark tax expense” discussed in EXx.
F4-T2-S1 section 5 (reference Ex. F4-T2-S1 Table 9, line 21)
Total before gross-up for tax on additional revenue $234.7 million
Tax on $234.7M plus gross-up
= ($234.7 x tax rate/ (1-tax rate)) where the weighted average tax $106.5 million
rate for the period April 1, 2008 — December 31, 2009 is 31.21 per
cent
Total $341.2 million

OPG has recalculated its tax losses for the period April 1, 2005 to March 31, 2008 to be
$110.9M. This value can be found in Ex. F4-T2-S1 Table 7, line 24. This amount of tax
losses translates to a revenue requirement reduction of $50.3M as shown in Ex. H1-T1-S1

Table 4, line 2. This amount was calculated as follows:

Revenue requirement reduction = $110.9M x tax rate / (1 — tax rate)
=$110.9M x 0.3121 / (1- 0.3121)
= $50.3M

The difference between the $341.2M incorporated in the current approved payment amounts
for April 1, 2008 to December 31, 2009 and the revenue requirement reduction of $50.3M
available based on the recalculated tax losses is $290.9M and is the amount of the entry in
the Tax Loss Variance Account for the period April 1, 2008 — December 31, 2009 as
presented in Ex. H1-T1-S1 Table 4 line 3.
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As a result of the re-calculated tax loss amount plus interest, OPG has a balance of $294.3M
in the Tax Loss Variance Account as at December 31, 2009 as presented in Ex. H1-T1-S1

Table 1, line 4 and line 17.

Since the 2008 - 2009 payment amounts continue in 2010, OPG is forecasting to record an
addition of $195.0M in 2010, which is equal to the annualized value (i.e.,12/21) of the
$341.2M revenue requirement reduction incorporated in the payment amounts for the 21-
month test period from April 1, 2008 — December 31, 2009.

5.0 EXISTING HYDROELECTRIC VARIANCE AND DEFERRAL ACCOUNTS
5.1 Hydroelectric Water Conditions Variance Account
Exhibit H1-T1-S1 Table 1 presents the balances in this account. Exhibit H1-T1-S1 Table 2

shows derivation of the entries to this account.

The Hydroelectric Water Conditions Variance Account captures the financial impact of
differences between forecast and actual water conditions on OPG's regulated hydroelectric
production. The regulated hydroelectric rate is based on a forecast of the total production
and the total costs for the regulated hydroelectric facilities in the test period. The production
forecast in turn is based on a forecast of water availability. Water availability is affected by a
numbers of factors (e.g., local and total basin inflows, temperature, precipitation, humidity,
and wind). These variables are entered into the hydroelectric production model to determine
the forecast energy production. Details of the production forecast methodology are described
in Ex. E1-T1-S1.

In order to determine the production impact of changes in water conditions, the actual flow
values for 2008 and 2009 were entered into the hydroelectric production model, holding all
other variables constant. The resulting production based on actual flows is then compared to
the original energy production based on forecast flows to determine the deviations from
forecast. The revenue impact of the production variance is determined by multiplying the
deviation from forecast, as described above, by the approved hydroelectric payment amount
per EB-2007-0905.
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OPG pays gross revenue charges (“GRC”) to the Ontario Electricity Financial Corporation
(“OEFC"), the Niagara Parks Commission, and the Minister of Finance. These payments are
based on production. As such, changes to energy production (as described above) also
change OPG’s GRC payments. Changes in GRC are also recorded in this account. For a full

discussion of gross revenue charges see Ex. F1-T4-S1.

The basis for recording entries to this variance account in 2010 is consistent with the method
approved by the OEB in the EB-2009-0174 Decision and Order. The 2010 forecast for this
variance account is based on the difference between forecast production in OPG’s 2010
business plan and production based on the monthly reference values approved by the OEB
in the EB-2009-0174 Decision and Order. The monthly reference values are derived from the
2009 forecast values for January, February, and March, and an average of 2008 and 2009

forecast values from April through December.

The revenue impact is determined by multiplying the deviation from forecast by the
hydroelectric payment amount approved in EB-2009-0905 Decision. The GRC impact is
calculated by multiplying the production deviation by the GRC rate. Exhibit H1-T1-S1 Table 1
provides a summary of the account balances for 2007, 2008, and 2009 and the projected
balance for 2010.

5.2 Interim Period Shortfall (Rider D) Variance Account

Exhibit H1-T1-S1 Table 1 presents the account balances for 2008, 2009 and the projected
balance for 2010. The derivation of annual transactions in this account is shown in Ex. H1-
T1-S1 Table 11.

This account records the difference between the regulated hydroelectric revenue shortfall
amount for the period from April 1, 2008 to November 30, 2008, and the regulated
hydroelectric payment rider D amounts recovered in the period from December 1, 2008 to

December 31, 2009, based on actual regulated hydroelectric production.
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5.3 Hydroelectric Deferral and Variance Over/Under Recovery Variance Account

The derivation of this account balance is shown in Ex. H1-T1-S1 Table 11.

The EB-2009-0174 Decision and Order directed OPG to establish this account on January 1,
2010 to record the over collection of regulated hydroelectric variance account balances that

are recovered through the regulated hydroelectric payment amount.

6.0 EXISTING NUCLEAR VARIANCE AND DEFERRAL ACCOUNTS

6.1 Pickering A Return to Service (“PARTS”) Deferral Account

Exhibit H1-T1-S1 Table 1 presents the account balances for 2007, 2008, and 2009 and the
projected balance for 2010. The derivation of amortization amounts for this account is shown
in Ex. H1-T1-S1 Table 5.

This account was established by O. Reg. 53/05 and the approved balance, net of
accumulated amortization, from the EB-2007-0905 Decision is $183.8M with a recovery
period ending December 31, 2011. With the exception of interest, there were no additions to
the PARTS deferral account after 2007. For the first quarter of 2008, OPG amortized the
balance in the PARTS deferral account based on costs that were being recovered through
the regulated rates approved by the Province, which were in effect until March 31, 2008.
Beginning April 1, 2008 the December 31, 2007 balance was amortized on a straight-line
basis over 45 months as approved by the OEB in EB-2007-0905. Therefore, the approved
December 31, 2007 balance will be fully amortized by December 31, 2011. The EB-2009-
0174 Decision and Order approved the continued amortization and recovery of the approved
December 31, 2007 balance in this account through the continuation of nuclear payment
rider A.

6.2 Nuclear Liability Deferral Account

Exhibit H1-T1-S1 Table 1 presents the account balances for 2007, 2008, and 2009 and the
projected balance for 2010. The entries in this account over this period are shown in Ex. H1-
T1-S1 Tables 1b, 1c and 1d.
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OPG will incur costs associated with decommissioning its nuclear facilities and managing
used fuel and intermediate level waste. These costs are recognized as expenses over the life
of the nuclear stations and are included in payment amounts because they are part of the
cost of operating the nuclear stations. The nuclear liability deferral account was established
in 2007 in accordance with section 5.2(1) of O. Reg. 53/05 to capture the revenue
requirement impact of any change in OPG'’s nuclear decommissioning liability arising from an

approved reference plan under the Ontario Nuclear Funds Agreement (“ONFA”).

In EB-2009-0905, the OEB approved the recovery of the balance in this account as at
December 31, 2007 over a period of 33 months, beginning April 1, 2008. The EB-2009-0174
Decision and Order approved the continued amortization and recovery of the approved
December 31, 2007 balance in this account through the continuation of nuclear payment
rider A. From January 1, 2010, entries to this account will only be required if there is a new
approved reference plan after December 31, 2009. OPG’s accounting and regulatory

treatment of nuclear liabilities is discussed in Ex. C2-T1-S1.

6.3 Nuclear Development Variance Account

Exhibit H1-T1-S1 Table 1 presents the account balances for 2007, 2008, and 2009 and the
projected balance for 2010. The derivation of transactions for this account is shown in Ex.
H1-T1-S1 Table 6.

OPG established a Nuclear Development Variance Account in accordance with section 5.4 of
the Regulation. The purpose of this account is to ensure that OPG recovers differences
between actual non-capital costs incurred and firm financial commitments made for planning
and preparation for the development of proposed new nuclear generation facilities and the
amount included in payment amounts for these activities. OPG’s nuclear development

activities are described more fully in Ex. D2-T2-S1.

The EB-2009-0174 Decision and Order approved the continued amortization and recovery of
the approved December 31, 2007 balance in this account in 2010. The 2010 entry was
developed using the method approved in the EB-2009-0174 decision. The projected balance
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for 2010 is based on the difference between the forecast expenditures for nuclear
development for 2010 in OPG’s 2010 - 2014 Business Plan compared to the forecast

amounts included in the payment amounts in EB-2007-0905.

OPG also established a Nuclear Development Deferral Account, Transition in accordance
with section 5.3 of the Regulation. The OEB approved recovery of the balance in this account
as at December 31, 2007 in EB-2007-0905. The OEB also directed that the balance in the
Nuclear Development Deferral Account, Transition as at April 1, 2008 be transferred into the

Nuclear Development Variance Account.

6.4 Transmission Outages and Restrictions Variance Account
Exhibit H1-T1-S1 Table 1 presents the account balances for 2007, 2008, 2009, and the
projected balance for 2010.

The OEB approved the recovery of the balance in this variance account as at December 31,
2007 over a period of three years in EB-2007-0905. The OEB also accepted OPG'’s proposal
to stop recording additional transactions in this account effective April 1, 2008. Therefore, the
only transactions in this account from 2008 to 2010 are the application of interest and the
recording of amortization expense. After the account balance is fully amortized the account

will end.

6.5 Capacity Refurbishment Variance Account

Exhibit H1-T1-S1 Table 1 presents the account balances for 2007, 2008, and 2009 and the
projected balance for 2010. The derivation of these balances is shown in Ex. H1-T1-S1 Table
8.

This account was established pursuant to O. Reg.53/05, section 6(2)3, to record variances
between the actual capital and non-capital costs, and firm financial commitments incurred to
increase the output of, refurbish or add operating capacity to a prescribed generation facility
and the amounts for these purposes included in the approved payment amounts. Entries in

this account include:
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o Expenditures for Pickering B Refurbishment undertaken pursuant to a directive that OPG
received from the Province on June 16, 2009 as discussed in Ex. F2-T2-S3.

o Expenditures for Darlington Refurbishment undertaken pursuant to a directive that OPG
received from the Province on June 16, 2009 as discussed in Ex. D2-T2-S1.

o Expenditures for the Pickering B Continued Operations and Fuel Channel Life Cycle
Management projects, which increase the output of the station as discussed in Ex. F2-
T2-S3.

The EB-2009-0174 Decision and Order approved the continued accumulation of entries to
this account by comparing 2010 actual expenditures to a forecast derived from 2008 and

2009 forecast values.

6.6 Nuclear Fuel Cost Variance Account

Exhibit H1-T1-S1 Table 1 presents the account balances for 2008, 2009 and the projected
balance for 2010. The derivation of the balances in this account is shown in Ex. H1-T1-S1
Table 9.

This account records the difference between forecast and actual nuclear fuel expenses. The
variances in 2008 and 2009 were determined in accordance with the OEB-approved
methodology which involves comparing the nuclear fuel cost rate ($/MWh), as reflected in the
OEB-approved revenue requirement and production forecast, against the actual nuclear fuel
cost rate ($/MWh) applied to the actual nuclear production. The variance was determined by

multiplying the difference in the nuclear fuel cost rate by the actual production in each month.

The EB-2009-0174 Decision and Order approved OPG’s proposal to measure monthly
variances in 2010 by taking the monthly difference of actual costs or revenues and the OEB-
approved forecasts for the period April 1, 2008 to December 31, 2009. The monthly forecasts
will be derived from the 2009 forecast values for January, February and March, and an
average of 2008 and 2009 forecast values from April through December. See Ex. E2-T1-S1
for additional details on the nuclear production forecast and methodology and Ex. E2-T1-S2

for period-over-period comparisons of the nuclear production forecast.
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6.7 Bruce Lease Net Revenues Variance Account

Exhibit H1-T1-S1, Table 1 presents the variance account balances for 2008, 2009 and the
projected balance for 2010. The derivation of the balances in this account is shown in Ex.
H1-T1-S1 Table 10. See Ex. G2-T2-S1 for details regarding the actual Bruce revenues and

costs for 2008, 2009, and the projected amounts for 2010.

The Bruce Lease Net Revenues Variance Account was established by the OEB in EB-2007-
0905 and became effective April 1, 2008. This account captures differences between the
forecast costs and revenues related to the Bruce lease that are factored into the nuclear
revenue requirement, and OPG’s actual revenues and costs in respect of Bruce facilities.
The projected balance for 2010 was determined in accordance with the methodology
approved in the EB-2009-0174 Decision and Order.

In 2008 and 2009, OPG compared actual Bruce lease net revenues credited to customers for
the month through current payment amounts to the actual net revenues realized by OPG for
that month based on Generally Accepted Accounting Principles (“GAAP”) as required by the
EB-2007-0905 Decision. The difference was recorded in the Bruce Lease Net Revenues
Variance Account. The net lease revenue included in the 2008 to 2009 revenue requirement
was approved as part of the EB-2007-0905 Payment Order. This net revenue is divided by
the forecast nuclear production to determine a rate that reflects the portion of the regulated
nuclear rate that relates to the Bruce facilities. This rate was multiplied by actual monthly
production in 2008 and 2009, and represents the amount of Bruce lease revenue credited to
customers in the month. This amount was compared to actual net revenue realized by OPG
in each month and the difference was recorded in the Bruce Lease Net Revenue Variance

Account.

6.8 Interim Period Shortfall (Rider B) Variance Account

The derivation of the balances in this account is shown in Ex H1-T1-S1 Table 12.

This account records the differences between the nuclear revenue shortfall amount for the
period April 1, 2008 to November 30, 2008 and the nuclear payment rider B amounts

recovered in the period from December 1, 2008 to December 31, 2009 based on actual
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nuclear production. Exhibit H1-T1-S1 Table 1 summarizes the account balances for 2008,

and 2009 and projected balances for 2010.

6.9 Nuclear Deferral and Variance Over/Under Recovery Variance Account

Exhibit H1-T1-S1 Table 1 summarizes the account balances for 2008, and 2009 and
projected balances for 2010. As described in Ex H1-T2-S1, the amount proposed for
recovery is the projected 2010 year end balance adjusted to recognize the over collection of
revenue forecast to result from continuation of Nuclear Rider A during January and February,
2011.

The EB-2009-0174 Decision and Order approves the establishment of this account, effective
April 1, 2008, to capture the difference between forecast and actual production during the
test period relating to nuclear payment rider A and rider C. The derivation of the balances in
this account is shown in Ex H1-T1-S1 Table 12.
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Table 1
Summary of Deferral and Variance Accounts
Closing Account Balances - 2007 through 2009 and 2010 Amount Proposed for Recovery ($M)
2010
Year End Proposed
Line Balance for
No. Account 2007* 2008 2009 Recovery
(@ (b) (c) (d)
Regulated Hydroelectric:
1 |Hydroelectric Water Conditions Variance 6.3 (21.6) (55.3) (84.3)
2 |Ancillary Services Net Revenue Variance - Hydroelectric 7.2 (2.4) (16.0) (22.3)
3 |[Income and Other Taxes Variance 0.0 (0.2) (0.3) (7.5)
4 |Tax Loss Variance 0.0 20.2 47.1 78.6
5 |Interim Period Shortfall (Rider D) 0.0 (0.3) (2.2) (2.3)
6 |Over/Under Recovery Variance - (2010) 0.0 0.0 0.0 (8.1)
7 |Total 135 (4.2) (26.6) (45.8)
Nuclear:
8 |Pickering A Return To Service Deferral 183.8 129.5 81.8 33.1
9 [Nuclear Liability Deferral 130.5 132.3 86.2 39.1
10 [Nuclear Development Variance 11.7 (21.7) (55.6) (95.3)
11 |Transmission Outages and Restrictions Variance 1.8 14 0.7 0.1
12 |Ancillary Services Net Revenue Variance - Nuclear (1.8) (1.9) (0.6) 0.3
13 |Capacity Refurbishment Variance 0.0 (5.7) (2.9) 0.4
14 [Nuclear Fuel Cost Variance 0.0 (3.1) (20.9) 15
15 [Bruce Lease Net Revenues Variance 0.0 258.1 327.9 315.3
16 [Income and Other Taxes Variance 0.0 (11.9) (20.5) (36.3)
17 |Tax Loss Variance 0.0 105.9 247.2 412.8
18 [Interim Period Shortfall (Rider B) 0.0 0.2 4.7 4.8
19 |Over/Under Recovery Variance - Nuclear (Rider A&C) 0.0 0.3 7.7 7.7
20 |Over/Under Recovery Variance - (2010) 0.0 0.0 0.0 9.2
21 |Total 325.9 583.4 655.7 692.5
22 |Grand Total 339.4 579.1 629.1 646.7
Notes:
1 2007 balances are as approved by OEB in Payment Order EB-2007-0905 with the exception of Hydroelectric Water

Conditions, Ancillary Services Net Revenue-Hydroelectric, Transmission Outages and Restrictions and Ancillary Services
Net Revenue-Nuclear variance accounts. The individual balances provided for these four accounts by OPG in

EB-2007-0905 were not correct, but the total balance for all four accounts is correct. OPG is proposing to correct the

individual account balances as part of this Application. There is no financial impact of making this correction as the errors

in the individual accounts are offsetting.
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Table 1a
Deferral and Variance Accounts
Continuity of Account Balances - 2007 to March 2008 ($M)
Year End
Line Balance First Quarter 2008 Balance
No. Account 2007* Transactions | Amortization Interest March 2008
(@ (b) (c) (d) (e)
Regulated Hydroelectric:
1 [Hydroelectric Water Conditions Variance 6.3 1.7 0.0 0.1 8.0
2 |Ancillary Services Net Revenue Variance - Hydroelectric 7.2 (0.5) 0.0 0.1 6.8
3 |Income and Other Taxes Variance 0.0 0.0 0.0 0.0 0.0
4 |Tax Loss Variance 0.0 0.0 0.0 0.0 0.0
5 |Interim Period Shortfall (Rider D) 0.0 0.0 0.0 0.0 0.0
6 |Over/Under Recovery Variance - (2010) 0.0 0.0 0.0 0.0 0.0
7 |Total 135 11 0.0 0.2 14.8
Nuclear:
8 |Pickering A Return To Service Deferral 183.8 0.0 (24.1) 2.6 162.3
9 [Nuclear Liability Deferral 130.5 313 0.0 2.1 163.9
10 |Nuclear Development Variance 11.7 3.8 0.0 0.2 15.6
11 |Transmission Outages and Restrictions Variance 1.8 0.0 0.0 0.0 1.8
12 |Ancillary Services Net Revenue Variance - Nuclear (1.8) (0.2) 0.0 (0.0) (2.1)
13 |Capacity Refurbishment Variance 0.0 0.0 0.0 0.0 0.0
14 |Nuclear Fuel Cost Variance 0.0 0.0 0.0 0.0 0.0
15 |Bruce Lease Net Revenues Variance 0.0 0.0 0.0 0.0 0.0
16 |Income and other Taxes Variance 0.0 0.0 0.0 0.0 0.0
17 |Tax Loss Variance 0.0 0.0 0.0 0.0 0.0
18 |Interim Period Shortfall (Rider B) 0.0 0.0 0.0 0.0 0.0
19 |Over/Under Recovery Variance - Nuclear (Rider A&C) 0.0 0.0 0.0 0.0 0.0
20 |Over/Under Recovery Variance - (2010) 0.0 0.0 0.0 0.0 0.0
21 |Total 325.9 34.8 (24.1) 4.9 341.6
22 |Grand Total 339.4 36.0 (24.1) 5.2 356.4
Notes:
1 2007 balances are as approved by OEB in Payment Order EB-2007-0905 with the exception of Hydroelectric Water

Conditions, Ancillary Services Net Revenue-Hydroelectric, Transmission Outages and Restrictions and Ancillary Services

Net Revenue-Nuclear variance accounts. The individual balances provided for these four accounts by OPG in
EB-2007-0905 were not correct, but the total balance for all four accounts is correct. OPG is proposing to correct the

individual account balances as part of this Application. There is no financial impact of making this correction as the errors

in the individual accounts are offsetting.
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Table 1b
Deferral and Variance Accounts
Continuity of Account Balances - April 2008 to December 2008 ($M)
Year End
Line Balance April-December 2008 Balance
No. Account March 2008 | Transactions | Amortization Interest 2008
(@ (b) (©) (d) (e)
Regulated Hydroelectric:
1 [Hydroelectric Water Conditions Variance 8.0 (26.8) 2.7) (0.2) (21.6)
2 |Ancillary Services Net Revenue Variance - Hydroelectric 6.8 (6.1) (3.1) 0.1 (2.4)
3 |Income and Other Taxes Variance 0.0 (0.2) 0.0 0.0 (0.2)
4 |Tax Loss Variance 0.0 20.0 0.0 0.2 20.2
5 JInterim Period Shortfall (Rider D) 0.0 (0.3) 0.0 0.0 (0.3)
6 |Over/Under Recovery Variance - (2010) 0.0 0.0 0.0 0.0 0.0
7 |Total 14.8 (13.4) (5.8) 0.1 (4.2)
Nuclear:
8 |Pickering A Return To Service Deferral 162.3 0.0 (36.7) 4.0 129.5
9 |Nuclear Liability Deferral 163.9 0.0 (35.6) 4.0 132.3
10 |Nuclear Development Variance 15.6 (34.1) (3.2) 0.0 (21.7)
11 |Transmission Outages and Restrictions Variance 1.8 0.0 (0.5) 0.0 1.4
12 |Ancillary Services Net Revenue Variance - Nuclear (2.2) (0.3) 0.5 (0.1) (1.9)
13 |Capacity Refurbishment Variance 0.0 (5.7) 0.0 (0.2) (5.7)
14 |Nuclear Fuel Cost Variance 0.0 (3.1) 0.0 (0.0) (3.2)
15 |Bruce Lease Net Revenues Variance 0.0 257.4 0.0 0.8 258.1
16 |[Income and other Taxes Variance 0.0 (11.7) 0.0 (0.2) (11.9)
17 |Tax Loss Variance 0.0 104.7 0.0 1.2 105.9
18 |Interim Period Shortfall (Rider B) 0.0 0.2 0.0 0.0 0.2
19 |Over/Under Recovery Variance - Nuclear (Rider A&C) 0.0 0.3 0.0 0.0 0.3
20 [Over/Under Recovery Variance - (2010) 0.0 0.0 0.0 0.0 0.0
21 |Total 341.6 307.7 (75.5) 9.6 583.4
22 |Grand Total 356.4 294.4 (81.3) 9.7 579.1
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Table 1c
Deferral and Variance Accounts
Continuity of Account Balances - 2008 to 2009 ($M)
Year End Year End
Line Balance 2009 Balance
No. Account 2008 Transactions | Amortization Interest 2009
G (b) (©) (d) (e)
Regulated Hydroelectric:
1 [Hydroelectric Water Conditions Variance (21.6) (29.7) (3.6) (0.4) (55.3)
2 |Ancillary Services Net Revenue Variance - Hydroelectric (2.4) (9.4 (4.2) (0.1) (16.0)
3 |Income and Other Taxes Variance (0.2) (0.2) 0.0 0.0 (0.3)
4 |Tax Loss Variance 20.2 26.6 0.0 0.3 47.1
5 JInterim Period Shortfall (Rider D) (0.3) (2.0) 0.0 (0.0) (2.2)
6 |Over/Under Recovery Variance - (2010) 0.0 0.0 0.0 0.0 0.0
7 |Total (4.2) (14.6) (7.7) (0.2) (26.6)
Nuclear:
8 |Pickering A Return To Service Deferral 129.5 0.0 (49.0) 1.3 81.8
9 |Nuclear Liability Deferral 132.3 0.0 (47.5) 1.3 86.2
10 |Nuclear Development Variance (21.7) (29.3) (4.3) (0.4) (55.6)
11 |Transmission Outages and Restrictions Variance 1.4 0.0 (0.7) 0.0 0.7
12 |Ancillary Services Net Revenue Variance - Nuclear (1.9) 0.7 0.7 (0.0) (0.6)
13 |Capacity Refurbishment Variance (5.7) 2.9 0.0 (0.2) (2.9)
14 |Nuclear Fuel Cost Variance (3.1) 17.7) 0.0 (0.1) (20.9)
15 |Bruce Lease Net Revenues Variance 258.1 66.3 0.0 3.4 327.9
16 |[Income and other Taxes Variance (11.9) (8.4) 0.0 (0.1) (20.5)
17 |Tax Loss Variance 105.9 139.6 0.0 1.7 247.2
18 |Interim Period Shortfall (Rider B) 0.2 4.5 0.0 0.0 4.7
19 |Over/Under Recovery Variance - Nuclear (Rider A&C) 0.3 7.3 0.0 0.0 7.7
20 [Over/Under Recovery Variance - (2010) 0.0 0.0 0.0 0.0 0.0
21 |Total 583.4 166.0 (100.7) 7.0 655.7
22 |Grand Total 579.1 1515 (108.4) 6.9 629.1
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Table 1d
Deferral and Variance Accounts
Projection of Account Balances - Dec 31, 2010 ($M)
2010
Year End 2010 Proposed
Line Balance Forecast Forecast Forecast for
No. Account 2009 Transactions | Amortization Interest Recovery
G (b) (c) (d) (e)
Regulated Hydroelectric:
1 |Hydroelectric Water Conditions Variance (55.3) (28.6) 0.0 (0.4) (84.3)
2 |Ancillary Services Net Revenue Variance - Hydroelectric (16.0) (6.2) 0.0 (0.2) (22.3)
3 |Income and Other Taxes Variance (0.3) (7.2) 0.0 (0.0) (7.5)
4 |Tax Loss Variance 47.1 31.2 0.0 0.3 78.6
5 |Interim Period Shortfall (Rider D) (2.2) 0.0 0.0 (0.0) (2.3)
6 |Over/Under Recovery Variance - (2010) 0.0 (8.1) 0.0 (0.0) (8.1)
7 |Total (26.6) (19.0) 0.0 (0.2) (45.8)
Nuclear:
8 |Pickering A Return To Service Deferral 81.8 0.0 (49.0) 0.3 33.1
9 |Nuclear Liability Deferral 86.2 0.0 (47.5) 0.3 39.1
10 [Nuclear Development Variance (55.6) (35.0) (4.3) (0.4) (95.3)
11 [Transmission Outages and Restrictions Variance 0.7 0.0 0.7) 0.0 0.1
12 |Ancillary Services Net Revenue Variance - Nuclear (0.6) 0.2 0.7 0.0 0.3
13 [Capacity Refurbishment Variance (2.9) 3.3 0.0 (0.0) 0.4
14 [Nuclear Fuel Cost Variance (20.9) 22.4 0.0 (0.1) 15
15 |Bruce Lease Net Revenues Variance 327.9 (14.3) 0.0 1.7 315.3
16 [Income and Other Taxes Variance (20.5) (15.7) 0.0 (0.2) (36.3)
17 |Tax Loss Variance 247.2 163.8 0.0 1.8 412.8
18 |Interim Period Shortfall (Rider B) 4.7 0.0 0.0 0.0 4.8
19 [Over/Under Recovery Variance - Nuclear (Rider A&C) 7.7 0.0 0.0 0.0 7.7
20 [Over/Under Recovery Variance - (2010) 0.0 9.2 0.0 0.0 9.2
21 |Total 655.7 133.9 (100.7) 3.6 692.5
22 |Grand Total 629.1 115.0 (100.7) 3.4 646.7
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Table 2
Hydroelectric Water Conditions
Summary of Annual Amounts - 2008 through 2010
Line Jan-Mar Apr-Dec
No. Account 2008 2008 2009 2010"
(a) (b) (c) (d)
1 |Forecast Production - EB-2007-0905 / EB-2009-0174 (GWh) 4,409 12,032 17,377 16,840
2 |[Calculated Actual Production (GWh) 4,359 13,258 18,621 18,055
3 [Difference (GWh) 50 (1,226) (1,244) (1,215)
4 |Revenue @ 36.66 $/MWh (33.0 $/MWh for Q1 2008) ($M) 1.7 (45.0) (45.6) (44.5)
5 |GRC/Water Rental® ($M) 0.0 18.2 15.9 15.9
6 [Net Amount for Variance Account ($M) 1.7 (26.8) (29.7) (28.6)
Notes:
1 2010 figures derived from EB-2007-0905 OEB approved forecast as described in Decision and Order
in EB-2009-0174.
2 Details regarding GRC and Water Rental are explained in Ex. F1-T4-S1.
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Table 3
Ancillary Services Net Revenue - Hydroelectric
Summary of Annual Amounts - 2010 through 2012 ($M)
Line Jan-Mar Apr-Dec
No. Account 2008 2008 2009 2010
(@) (b) (c) (d)
Forecast Revenue - EB-2007-0905 / EB-2009-0174* 10.2 24.3 33.1 32.9
Actual Revenue? 10.7 30.5 42.5 39.1
3 |Variance (0.5) (6.1) (9.4) (6.2)
Notes:
1 2010 figure derived from EB-2007-0905 OEB approved forecast as described in

Decision and Order in EB-2009-0174.

2 Value for 2010 is OPG's current forecast of the 2010 actual value.
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Table 4
Tax Loss Variance
Summary of Annual Amounts - 2008 through 2010 ($M)
Line
No. Account Nuclear Hydroelectric Total
(@) (b) (©
April 2008 - Dec 2009 Amounts:
1 |EB-2007-0905 Decision Revenue Requirement Reduction ' 286.6 54.6 341.2
Revenue Requirement Reduction Available from Recalculated Tax
2 23 42.3 8.0 50.3
Losses”
3 |[Required Recovery (line 1 - line 2) 244.3 46.5 290.9
Annual Amounts 2008, 2009 and 2010:
4 |April - December 2008 (line 3/21 x9) 104.7 20.0 124.7
5 2009 (line3/21x12) 139.6 26.6 166.2
6 |2010 (linel/21x12) 163.8 31.2 195.0
7 |Total 408.1 7.7 485.8
Notes:
1 Asexplained in Ex. H1-T1-S1, Revenue Requirement Reduction resulting from EB-2007-0905 Decision
is calculated as follows:
22% of Deficiency (EB-2007-0905 Payment Order Appendix A, Table 3, Note 3) 168.7
Foregone tax expense reflected in approved payment amounts (Ex. F4-T2-S1 Table 9, line 21) 66.0
Total before gross-up for tax on additional revenue 234.7
Tax and gross-up (before tax amount x .3121 / (1-.3121) 106.5
Total 341.2
2 As explained in Ex. H1-T1-S1, Revenue Requirement Reduction available from recalculated tax losses
is calculated as follows:
Recalculated Tax loss for Apr 05 - Mar 08 (Ex. F4-T2-S1 Table 7, line 24) 110.9
Revenue requirment reduction available after tax adjustment (Tax loss x .3121 / 1-.3121) 50.3
3 Above amounts are allocated to Hydroelectric and Nuclear in the same proportion as in the EB-2007-0905
Payment Amounts Order, Appendix A, Table 3, Note 3,as follows:.
Regulated Hydroelectric: 16%

Nuclear: 84%
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Line
NoO. Account ltem Amount ($M)
(a) (b)
Jan-Mar 2008:
1 |Reference Plan ($M) 96.7
2 |Production (TWh) 53.0
3 |Rate ($/MWh) (line 1/ line 2) 1.82
4 [Actual production (TWh) 13.2
5 [Jan-Mar 2008 Amortization (line 3 x line 4) 24.1
6 |December 2007 Approved Balance ($M) 183.8
7 |Approved Amortization Period (Months) 45.0
8 [Monthly Amortization ($M) (line 6 / line 7) 4.1
9 |Apr-Dec 2008 (line 8 x 9 months) 36.8
10 |2009 (line 8 x 12 months) 49.0
11 {2010 (line 8 x 12 months) 49.0
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Table 6
Nuclear Development
Summary of Cost Deferrals and Variances - 2008 through 2010 ($M)
Line Jan-Mar Apr-Dec
No. 2008 2008 2009 2010*
@ (b) (c) (d)
Forecast Costs - EB-2007-0905 /
1 1 0.0 56.6 67.2 70.0
EB-2009-0174
2 |Actual Costs? 3.8 22.5 37.9 35.0
3 [|Variance 3.8 (34.1) (29.3) (35.0)
Notes:
1 2010 figure derived from EB-2007-0905 OEB approved forecast as described in

2

Decision and Order in EB-2009-0174.

See Ex. F2-T7-S1, Table 1. Value for 2010 is OPG's current forecast of the 2010 actual value.
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Table 7
Ancillary Services Net Revenue - Nuclear
Summary of Annual Amounts - 2008 through 2010 ($M)
Line Jan-Mar Apr-Dec
No. Account 2008 2008 2009 2010"
(a) (b) (c) (d)
Forecast Revenue - EB-2007-0905 / EB-
1 1 0.7 2.2 3.1 3.1
2009-0174
2 |Actual Revenue® 0.9 2.5 2.4 2.9
3 [Variance (0.2) (0.3) 0.7 0.2
Notes:
1 2010 figure derived from EB-2007-0905 OEB approved forecast as described in

2

Decision and Order in EB-2009-0174.
See Ex. G2-T1-S1, Table 1. Value for 2010 is OPG's current forecast of the 2010 actual value.
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Table 8
Capacity Refurbishment
Summary of Cost Deferrals and Variances - 2008 through 2010 ($M)
Line Jan-Mar Apr-Dec
No. 2008 2008 2009 2010
CY (b) (c) (d)
Forecast Costs - EB-2007-0905 / EB-2009-0174"
1 |Pickering B Refurbishment 0.0 4.6 5.1 55
2 |Darlington Refurbishment 0.0 13.9 22.7 21.1
3 |Fuel Channel Life Cycle Management Project 0.0 0.0 0.0 0.0
4  |Pickering B Continued Operations 0.0 0.0 0.0 0.0
5 Total Forecast Costs 0.0 18.5 27.8 26.6
Actual Costs®
6 |Pickering B Refurbishment 0.0 6.1 4.3 1.2
7 |Darlington Refurbishment 0.0 6.7 21.7 5.5
8 |Fuel Channel Life Cycle Management Project 0.0 0.0 0.0 9.7
9 |Pickering B Continued Operations 0.0 0.0 4.8 13.5
10 Total Actual Costs 0.0 12.8 30.8 29.9
Variance
11 |Pickering B Refurbishment (line 6 - line 1) 0.0 15 (0.8) (4.3)
12 |Darlington Refurbishment (line 7 - line 2) 0.0 (7.2) (1.0 (15.6)
13 |Fuel Channel Life Cycle Management Project (line 8 - line 3) 0.0 0.0 0.0 9.7
14 |Pickering B Continued Operations (line 9 - line 4) 0.0 0.0 4.8 135
15 |Variance (line 10 - line 5) 0.0 (5.7) 29 3.3
Notes:
1 2010 forecast figure derived from EB-2007-0905 OEB approved forecast as described in

2

Decision and Order in EB-2009-0174.
Value for 2010 is OPG's current forecast of the 2010 actual value.
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Table 9
Nuclear Fuel Cost Variance
Summary of Annual Amounts 2008 through 2010
Line
No. Account 2008 2009 2010*
(a) (b) (c)
1 |Reference Plan’- Fuel Costs ($M) 108.2 180.4 288.7
2 |Reference Plan - Nuclear Generation (TWh) 38.3 49.9 88.2
3 |Reference Plan Fuel Rate ($/MWh) (line 1/ line 2) 2.84 3.62 3.27
4 |Actual Fuel Costs ($M) 97.6 154.9 173.6
5 |Actual Generation® (TWh) 35.5 47.6 46.2
6 |Actual Fuel rate ($/MWh) (line 4 / line 5) 2.75 3.25 3.76
7 |Fuel Rate Variance ($/MWh) (line 6 - line 3) (0.086) (0.361) 0.5
8 |[Nuclear Fuel Cost Variance ($M) (line 7 x line 5) (3.1) (17.7) 22.4
Notes:
1 2010 figures derived from EB-2007-0905 OEB approved forecast as described in
Decision and Order in EB-2009-0174.
2 Reference Plan is budget as per EB-2007-0905.
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Table 10
Bruce Lease Net Revenue
Summary Calculation of Year End Account Balances - 2008 to 2010
Line
No. Account 2008 2009 2010
(a) (b) (c)
1 |Actual Lease Net Revenue' ($M) (179.9) 37.4 115.0
Reference Plan:
2 |Lease Net Revenue - Apr 08-Dec 2009 ($M) 191.9 191.9 191.9
3 [Production - Apr 08-Dec 2009 (TWh) 88.2 88.2 88.2
4 |Rate Credited to Customers per Payment Order EB-2007-0905 ($/MWh) 2.18 2.18 2.18
5 [Actual Production (TWh) 35.6 47.6 46.2
6 |Amount Credited to Customers in Payment Order EB-2007-0905 ($M) 77.5 103.7 100.5
(line 4 x line 5)

7 |Lease Net Revenue Variance ($M) (line 6 - line 1) 257.4 66.3 (14.3)

1 See Ex. H1-T1-S1 Table 10a for derivation.
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Table 10a
Bruce Lease Net Revenue Variance Account
Calculation of Bruce Lease Net Revenue - Actual 2008 and 2009 and Projected 2010
Line Jan 1 - Mar 31 Apr 1 -Dec 31
No. Account 2008 2008 2008 2009 2010
Revenue':
1 |Lease Revenue 64.3 193.8 258.1 41.4 234.3
2 |Services Revenue 2.7 7.6 10.4 7.3 12.4
3 |Total Bruce Revenue 67.1 201.4 268.5 48.7 246.6
Costs?:
4 |Depreciation 15.3 45.7 61.0 60.4 34.5
5 [Property Tax (13.2) 12.1 (2.0) 12.9 13.1
6 [Capital Tax 0.9 2.7 3.6 3.4 1.1
7 |Accretion 66.7 200.7 267.4 279.3 282.4
8 [(Earnings) Losses on Segregated Funds 21.8 162.2 183.9 (386.2) (268.8)
9 |Used Fuel Storage and Disposal 3.2 10.8 14.0 14.4 16.7
10 |Waste Management Variable Expenses 0.9 2.7 3.6 3.1 0.9
11 |Interest 4.8 14.5 19.3 18.7 13.2
12 |Income Tax (0.2) (70.1) (70.1) 5.3 38.6
13 |[Total Costs 100.4 381.2 481.7 11.3 131.7
14 |Bruce Lease Net Revenue (line 3 - line 13) (33.3) (179.9) (213.2) 37.4 115.0
Notes:
1 Ex G2-T2-S1 Table 2 for 2008, 2009 and 2010.

2

Ex G2-T2-S1 Table 5 for 2008, 2009 and 2010.
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Table 11
Hydroelectric Deferral and Variance Over/Under Recovery and Interim Period Shortfall (Rider D) Variance Accounts
Summary of Annual Amounts - 2008 through 2010
Line
No. Item 2008 2009 2010
(a) (b) (©)
Interim Period Shortfall (Rider D) Variance Account:
1 Hydroelectric Reference Plan Production (TWh) 1.6 18.5
2 Hydroelectric Actual Production (TWh) 1.6 19.4 19.3
3 Production Variance (TWh) (line 1 - line 2) (0.2) (0.9)
4 | Rider D Rate for Dec. 2008 to Dec. 2009 ($/MWh) 2.18 2.18
5 [Hydroelectric Interim Period Shortfall (Rider D) Variance ($M) (line 3 x line 4) (0.3) (2.0)
Hydroelectric Deferral and Variance Over/Under Recovery Variance Account:
6 | Hydroelectric Deferral and Variance Over/Under Recovery Rate® ($/MWh) 0.42
7 Hydroelectric Actual Production (TWh) 19.3
8 Hydroelectric Deferral and Variance Over/Under Recovery Variance - 2010 ($M) (line 6 (8.1)
x line 7) '
Notes:
1 From EB-2007-0905 Payment Amounts Order.
2 The recovery rate of $0.42/MWh = $13.4M / 32.01 TWh. $13.4M is the approved recovery for Hydroelectric variance accounts

for 2008-2009 per the EB-2007-0905 Payment Amounts Order, Appendix F. 32.01 TWh is the approved production per the

EB-2007-0905 Payment Amounts Order, Appendix E, Table 1, lines 4 and 8.
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Table 12
Nuclear Over/Under and Interim Period Shortfall Variance Accounts
Summary of Annual Amounts 2008 through 2010
Line
No. Iltem 2008 2009 2010
(a) (b) (€)
1 ([Nuclear Reference Plan Production (TWh) 4.6 49.9 50.8
2 |Nuclear Actual Production (TWh) 4.5 47.6 46.2
3 |Production Variance (TWh) (line 1 - line 2) 0.1 2.3 4.6
4 |Rider A & C Rate for Dec. 2008 to Dec. 2009" ($/MWh) 3.23 3.23
5 [Rider B Rate for Dec. 2008 to Dec. 2009* ($/MWh) 1.99 1.99
Nuclear Deferral and Variance Over/Under Recovery Variance (Rider A & C) ($M)
6 . . 0.3 7.3
(line 3 x line 4)
7 |Nuclear Interim Period Shortfall (Rider B) Variance ($M) (line 3 x line 5) 0.2 4.5
8 |Rider A Rate in 2010" ($/MWh) 2.00
Nuclear Deferral and Variance Over/Under Recovery Variance (Rider A - only for 2010)
9 . ) 9.2
($M) (line 3 x line 8)
Notes:
1 From EB-2007-0905 Payment Amounts Order.
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Table 13
Income and Other Taxes Variance Account
Summary of Annual Amounts - 2008 through 2010 ($M)
Line
No. Account 2008 2009 2010
@ (b) (©)
Scientific Research & Experimental Development (SR&ED) Expenditures and Investment Tax Credits (ITC):

1 |SR&ED Expenditures and ITC in Benchmark Tax Expense 0.0 0.0 0.0

2 [SR&ED ITC - Actual® 7.2 9.8 8.7

3 |Tax Benefit of SR&ED Capital Expenditures - Actual 4.7 0.0 23

4 |Tax on ITCs from Prior Years - Actual® 0.0 (1.4) (1.8)

5 |SR&ED Expenditures and ITC - Actual 11.8 8.4 9.3

6 |Variance Due to SR&ED Expenditures and ITC (Line 5 - Line 1) 11.8 8.4 9.3
Income Tax :

7 |Benchmark Regulatory Taxable Income® - 2010 Projection equals (119.2+91.8)/21 x 12) 119.2 91.8 120.6

8 [Income Tax Rate Differential (31.21% - 29%) 0.0 0.0 2.21%

9 |Income Tax Variance Due to Rate Reduction (line 7 x line 8) 0.0 0.0 2.7
Capital Tax:

10 [Forecast Capital Tax - EB 2007-0905* - 2010 (12.5+16.5)/21 x 12) 125 16.5 16.5
Forecast Taxable Capital - EB-2007-0905 7,387.8 7,340.7 7,360.9
Capital Tax Rate 0.15%

11 |Actual Capital Tax for 2010° 0.0 0.0 55

12 |[Capital Tax Variance Due to Rate Reduction (line 10 - line 11) 0.0 0.0 11.0

13 [Annual Variance as at December 31 (line 6 + line 9 + line 12) 11.8 8.4 22.9

Notes:
1 SR&ED credits are a regulatory liability of $17M for 2008 and 2009 ($7.2M for 2008 and $9.8M in 2009).

a b~ wN

Tax on ITC is calculated by multiplying the prior year SR&ED ITC by the federal tax rate.
From Ex. F4-S2-T1 Table 9 for 2008 & 2009, line 19.

From EB-2007-0905, Ex. F3-T2-S1 Table 2 (Regulated Hydroelectric) & Ex. F3-T2-S1 Table 4 (Nuclear).

From Ex. F4-T2-S1 Tables 2 and 4.
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UPDATE TO THE DEFERRAL AND VARIANCE ACCOUNTS

1.0 PURPOSE
The purpose of this exhibit is to provide updated information with respect to the expected
deferral and variance account balances at December 31, 2010 and to amend OPG's

clearance proposal for these accounts.

2.0 SUMMARY

OPG has new information with respect to the expected deferral and variance account
balances at December 31, 2010. This new information incorporates experience year to date,
and updates the forecasts for the balance of the year. The updated projection is presented in
Ex. H1-T1-S2, Table 1. The main changes to the expected balances are described in section
3.0 below.

The updated projection for December 31, 2010, including corrections and other adjustments
as discussed in section 3.2, shows a credit balance of ($17.4M) for regulated hydroelectric
and a debit balance of $690.1M for nuclear. The regulated hydroelectric credit balance has
decreased by $28.4M from ($45.8M) per Ex. H1-T1-S1, Table 1. The nuclear debit balance
has decreased by $2.4M from $692.5M per Ex. H1-T1-S1, Table 1.

To respond to concerns expressed by intervenors, OPG is proposing to clear the actual
audited balances as at December 31, 2010 rather than the forecast balances. The
calculation of the payment riders would use the same methods as described in Ex. H1-T2-S1
except that is would use the actual, audited balances. lllustrative riders consistent with the
updated projections are ($1.66)/MWh for regulated hydroelectric and $5.06/MWh for nuclear.
The final riders will be calculated based on the final audited account balances as of
December 31, 2010. The final balances and the auditors’ report on these balances will be
available to intervenors as part of the review process for the payment amounts order. This

proposal is described in more detail in section 4.0 below.
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3.0 UPDATED BALANCES AS AT DECEMBER 31, 2010

OPG has updated its projected deferral and variance account balances as at December 31,
2010. The updated projection is presented in Ex. H1-T1-S2, Table 1. The update
incorporates experience to date and updated forecasts for the balance of the year'. The
update also includes corrections and other adjustments identified since the filing of the
application on May 26, 2010. OPG will incorporate these changes into the final balances as
at December 31, 2010 and the calculation of the payment riders during the finalization of the

payment amounts order.

3.1 UPDATE BASED ON 2010 EXPERIENCE TO DATE
This section describes changes to projected December 31, 2010 account balances based on

actual experience to date and updated forecasts for the balance of the year.

3.1.1 Nuclear Accounts
The main changes to the projected balances of the nuclear accounts are to the Bruce Lease

Net Revenues Variance Account and the Nuclear Development Variance Account.

The updated forecast of transactions in the Bruce Lease Net Revenues Variance Account
during 2010 are a credit of approximately ($30M), as compared to a credit of ($14M) as filed
on May 26, 2010. The change is primarily due to the fact that the actual year to date earnings
on the nuclear segregated funds are higher than budgeted, partially offset by an update to
the valuation of the derivative embedded in the terms of the Bruce Lease agreement, as
described in Ex. G2-T2-S1, page 4, lines 14-21 and page 7, lines 17-30.

The transactions in the Nuclear Development Variance Account during 2010 are forecast to
be a credit of approximately ($44M), as compared to a credit of ($35M). This is due to lower

than expected expenditures associated with new nuclear at Darlington.

! Updates reflect experience to August 31, 2010 with the exception of earnings on nuclear segregated funds,
which reflect experience to September 30, 2010 and form part of the Bruce Lease Net Revenues Variance
Account.
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Changes in the Nuclear Fuel Cost Variance Account, the Bruce Lease Net Revenues
Variance Account and the Nuclear Over/Under Recovery Variance Account also reflect an

updated projection for 2010 nuclear production.

All nuclear variance and deferral accounts have been updated to reflect an OEB-prescribed
interest rate of 0.89 per cent effective July 1, 2010 for the remainder of the year, as

compared to 0.55 per cent assumed in the original filing of the application.

3.1.2 Regulated Hydroelectric Accounts
The main changes to the projected balances of the regulated hydroelectric accounts are to
the Hydroelectric Water Conditions Variance Account and to the Ancillary Services Net

Revenue Variance — Hydroelectric Sub Account.

The transactions in the Hydroelectric Water Conditions Variance Account during 2010 are
forecast to be a credit of approximately ($13M), as compared to a credit of ($28M) in the
original filing of the application. The lower credit entry is primarily a result of lower water

conditions than originally anticipated.

The transactions in the Ancillary Services Revenue Net Revenue Variance — Hydroelectric
Sub Account are forecast to be a debit of approximately $7M as compared to a credit of
($6M) as filed on May 26, 2010. This change is mainly due to lower than budgeted operating
reserve and automatic generation control revenues from the regulated hydroelectric facilities

due to lower water conditions and lower than anticipated market prices.

All regulated hydroelectric variance accounts have been updated to reflect an OEB-
prescribed interest rate of 0.89 per cent effective July 1, 2010 for the remainder of the year,

as compared to 0.55 per cent assumed in the original filing of the application.

3.2 CORRECTIONS AND ADJUSTMENTS
This update also contains corrections and adjustments to the deferral and variance account

balances, as outlined below.
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The 2009 actual costs for the Fuel Channel Life Cycle Management Project were
inadvertently excluded in the calculation of the Capacity Refurbishment Variance Account
balance. The $2.5M in actual expenditures on this project can be found at Ex. F2-T3-S1,
Table 1, line 13, column (c). The effect of this correction is the addition of $2.6M
(including $0.1M in interest) to the Capacity Refurbishment Variance Account. Attached

Table 2 shows the impact of this correction on Ex. H1-T1-S1, Table 8.

Several accounts require the use of actual nuclear production in the calculation of
account transactions — the Nuclear Fuel Cost Variance Account, the Bruce Lease Net
Revenues Variance Account and the Nuclear Over/Under Recovery and Interim Period
Shortfall Variance Accounts. The actual production figures included in Ex H1-T1-S1,
Tables 9, 10 and 12 for 2008 and 2009 were incorrect and have been changed to reflect
the actual 2008 and 2009 nuclear production figures shown at Ex. E2-T1-S1, Table 1,
line 5, columns (b) and (c). The net effect of these corrections is the addition of a total of
$6.7M to the balances in the above accounts, including the impact on interest. Attached
Tables 3, 4 and 5 show the impact of this correction on Ex. H1-T1-S1, Tables 9, 10 and

12, respectively.

As noted in OPG’s response to interrogatory L-01-122, part (c), the projected balance of
the Income and Other Taxes Variance Account as at December 31, 2010 should reflect
the recovery from ratepayers of $11.1M (including $0.2M of interest) relating to an
unburned nuclear fuel expense adjustment resulting from the resolution of matters
pertaining to the audit of OPG’s 1999 taxation year. This amount represents an increase
to the regulatory tax expense of the prescribed facilities from April 1, 2008, the effective
date of the Income and Other Taxes Variance Account, to December 31, 2010 as
compared to the benchmark tax expense presented in Ex. F4-T2-S1, Table 9. Further
details on the tax audit adjustment giving rise to this entry in the account can be found in
confidential undertaking JTX 1.2. Attached Table 6 shows the impact of this correction on
Ex. H1-T1-S1, Table 13.
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4.0 MODIFIED CLEARANCE PROPOSAL

To respond to concerns expressed by intervenors, OPG is modifying its proposal to clear the
actual audited balances as at December 31, 2010 rather than the forecast balances. OPG is
providing for an external audit of the actual balances prior to the fixing of the payment
amounts and payment riders through the finalization process for the payment amounts order.
Therefore, OPG proposes that the OEB use its actual, rather than forecast, balances as at
December 31, 2010 as verified by OPG’s auditors for setting the payment riders. OPG does

not propose any changes to the recovery periods or methodology set out in Ex. H1-T2-S1.

The expected timing of the Board’s decision (i.e., late January or early February 2011) would
allow OPG sufficient time to have its December 31, 2010 actual balances audited by OPG’s
external auditors. These actual balances, the auditors’ report and any proposed adjustments
to the accounts resulting from the OEB’s Decision would be available for intervenors and
Board staff to review and comment on during the review process for the payment amounts
order. The auditors’ report would provide additional assurance to the OEB with respect to the
accuracy of the balances and is expected to be available in early February 2011. This timing

is consistent with the proposed effective date for new payment amounts of March 1, 2011.
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Table 1
Calculation of Deferral and Variance Account Recovery Rate Riders - Requlated Hydroelectric
Test Period Balances
Amortization Amortization Amortization Recovery Amount / Not
Line Projected Balance at Period 2011 2012 Rider Amortized
No. Account Description December 31, 2010 (Months) (Note 1) (Note 2) ((c)+(d)) ((a)-(e))
(@) (b) () (d) (e) ®
Regulated Hydroelectric:
1 |Hydroelectric Water Conditions Variance ($M) (84.3) 22 (38.3) (46.0) (84.3) 0.0
2 |Ancillary Services Net Revenue Variance - Hydroelectric ($M) (22.3) 22 (10.1) (12.1) (22.3) 0.0
3 |Income and Other Taxes Variance ($M) (7.5) 22 (3.4) (4.1) (7.5) 0.0
4 |Tax Loss Variance ($M) 78.6 46 17.1 20.5 37.6 41.0
5 |Interim Period Shortfall (Rider D) ($M) (2.3) 22 (1.0) (1.2) (2.3) 0.0
6 |Over/Under Recovery Variance - (2010) ($M) (8.1) 22 (3.7) (4.4) (8.1) 0.0
7 |Total ($M) (45.8) (39.5) (47.3) (86.8) 41.0
8 |2011 Production (March 1 - December 31) (TWh) 16.3
9 |2012 Production (TWh) 19.0
10 | Total Forecast Production (TWh) 35.3
11 |Regulated Hydroelectric Payment Rider ($/MWh) (2.46)
(line 7 / line 10)
Notes:
1 Column (a) amount X 10 months / amortization period in column (b).
2 Column (a) amount X 12 months / amortization period in column (b).
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Table 2
Calculation of Deferral and Variance Account Recovery Rate Riders - Nuclear
Test Period Balances
Amortization Amortization Amortization Recovery Amount / Not
Line Projected Balance at Period 2011 2012 Rider Amortized
No. Account Description December 31, 2010 (Months) (Note 1) (Note 2) ((c)+(d)) ((a)-(e))
(@) (b) (c) (d) (e) ®
Nuclear:

1 |Pickering A Return To Service Deferral ($M) 33.1 12 33.1 0.0 33.1 0.0
2 |Nuclear Liability Deferral ($M) 39.1 22 17.8 21.3 39.1 0.0
3 [Nuclear Development Variance ($M) (95.3) 22 (43.3) (52.0) (95.3) 0.0
4 |Transmission Outages and Restrictions Variance ($M) 0.1 22 0.0 0.0 0.1 0.0
5 |Ancillary Services Net Revenue Variance - Nuclear ($M) 0.3 22 0.1 0.1 0.3 0.0
6 |Capacity Refurbishment Variance ($M) 0.4 22 0.2 0.2 0.4 0.0
7 [Nuclear Fuel Cost Variance ($M) 15 22 0.7 0.8 15 0.0
8 |Bruce Lease Net Revenues Variance ($M) 315.3 22 143.3 172.0 315.3 0.0
9 [Income and Other Taxes Variance ($M) (36.3) 22 (16.5) (19.8) (36.3) 0.0
10 |Tax Loss Variance ($M) 412.8 46 89.7 107.7 197.4 215.3
11 |Interim Period Shortfall (Rider B) ($M) 4.8 22 2.2 2.6 4.8 0.0
12 |Over/Under Recovery Variance - Nuclear (Rider A&C) ($M) 7.7 22 35 4.2 7.7 0.0
13 |Over/Under Recovery Variance - (2010) ($M) (Note 3) (8.1) 22 (3.7) (4.4) (8.1) 0.0
14 |Total ($M) 675.2 227.1 232.8 459.9 215.3

15 (2011 Production (March 1 - December 31) (TWh) 40.3

16 |2012 Production (TWh) 50.0

17 | Total Forecast Production (TWh) 90.3

18 |Nuclear Payment Rider ($/MWh) (line 14/ line 17) 5.09

Notes:
1
2

Column (a) amount X 10 months / amortization period in column (b), with the exception of PARTS which is amortized over the 12 months of 2011.

Column (a) amount X 12 months / amortization period in column (b).

3 Over/Under Recovery Variance (2010) Variance Account has been adjusted for Rider A forecast to be collected in Jan & Feb 2011, as follows:
Over/Under Recovery Variance - Nuclear (Rider A&C) balance Dec 31, 2010 from Ex H1-T1-S1 Table 1 ($M)

Calculation of Rider A revenue collected January - February, 2011:

Forecast Energy Production Jan & Feb 2011 (TWh)
x Rider A ($/MWh)
= Forecast Rider A Revenue ($M)

Adjusted Over/Under Recovery Variance - Nuclear (Rider A&C) balance to be amortized ($M)

8.6
2.0

9.2

-17.3
(8.1)
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CLEARANCE OF DEFERRAL AND VARIANCE ACCOUNTS

1.0 PURPOSE
This evidence describes OPG’s proposed approach for clearing the deferral and variance

account balances described in Ex. H1-T1-S1.

2.0 SUMMARY

OPG is requesting test period payment riders for regulated hydroelectric and nuclear
production to amortize audited deferral and variance account balances as of December 31,
2010. These riders will reflect disposition for the period March 1, 2011 to December 31, 2012
of a portion of total deferral and variance account balances for regulated hydroelectric and

nuclear production, and will be calculated as described in sections 3, 4 and 5 of this exhibit.

The balances as at December 31, 2010 will consist of unamortized amounts that were
approved by the OEB for the period up to December 31, 2007; amounts that were recorded
in 2008 and 2009 pursuant to the methodology approved by the OEB in EB-2007-0905; and,
amounts to be recorded in 2010 pursuant to the methodology approved by the OEB in EB-
2009-0174. OPG is proposing to clear the 2010 actual balances rather than 2009 actual
balances as the bulk of the change in balances in 2010 consists of amortization as approved
in EB-2009-0174 and an addition to the Tax Loss Variance Account.

The EB-2007-0905 Decision and Order approved the clearance of deferral and variance
account balances as at December 31, 2007. The Order stated that these balances were to

be cleared over 21, 33 or 45 months from April 1, 2008, as shown in the chart below:
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Account Recovery Period

(Months)

Hydroelectric Water Conditions Variance Account 21
Ancillary Services Net Revenue Variance Account - Hydroelectric 21
Ancillary Services Net Revenue Variance Account — Nuclear 33
Transmission Outages and Restrictions Variance Account 33
Nuclear Liability Deferral Account 33
Nuclear Development Deferral Account 33
Pickering A Return to Service Deferral Account 45

The EB-2009-0174 Decision and Order approved the continuation of the nuclear payment

rider A beyond December 31, 2009, as well as the continued amortization and recovery of

the approved December 31, 2007 balances in the following accounts:

Ancillary Services Net Revenue Variance Account — Nuclear
Transmission Outages and Restrictions Variance Account
Pickering A Return to Service Deferral Account

Nuclear Liability Deferral Account

Nuclear Development Deferral Account

This decision has been reflected in the amortization amounts to be recorded for 2010 and the

projected variance and deferral account balances as at December 31, 2010.

As noted in Ex. H1-T1-S1, the EB-2009-0038 Decision and Order authorized the Tax Loss

Variance Account. The balance in this account has been allocated to hydroelectric and

nuclear sub accounts as described in Ex. H1-S1-T1, section 4.3.

OPG proposes to apply payment riders on its regulated hydroelectric and nuclear production

to recover the portion of the December 31, 2010 variance and deferral account balances to

be amortized during the test period.
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The methodology and rationale for the proposed recovery of deferral and variance account
balances is described in section 3.0. The recovery of hydroelectric variance account
balances is discussed in section 4.0. The recovery of nuclear deferral and variance account

balances is discussed in section 5.0.

3.0 METHODOLOGY
The use of payment riders in the form of a $/MWh rate is consistent with the OEB’s
Decisions in EB-2007-0905 and EB-2009-0174.

Riders are calculated in three steps. First, an amortization period is determined for each
account. Second, based on each account’'s amortization period, the amount to be amortized
during the test period is determined. Finally, the total amount to be amortized during the test

period is divided by forecast energy production to determine the payment amount rider.

OPG proposes that the same payment riders be used for both years of the test period as this
is easier to implement, and administer than different riders for each year. As the payment
riders are based on forecast production, any differences between forecast and actual
production will cause a variance which will be tracked in the Nuclear and Hydroelectric
Over/Under Recovery Variance Accounts consistent with EB-2009-0174. Interest will be

recorded on a monthly basis at the OEB’s prescribed interest rate.

4.0 RECOVERY OF HYDROELECTRIC VARIANCE ACCOUNTS
The method of calculation of the hydroelectric payment rider is shown in Ex. H1-T2-S1 Table
1 using the projected balances that were filed on May 26, 2010. The rider will be set during

the finalization process for the payment amounts order as described in Ex. H1-T1-S2.

OPG proposes to amortize the balance in the Tax Loss Variance Account over the 46 month
period from March 1, 2011 to December 31, 2014. This extended amortization period was

chosen to lessen ratepayer impact.
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Consistent with the Order in EB-2007-0905, OPG proposes to clear the balances in the
remainder of the Hydroelectric variance accounts by the end of the test period, in this case

from March 1, 2011 to December 31, 2012.

OPG proposes a single payment rider beginning March 1, 2011 to recover all hydroelectric
account balances. The use of one clearance period for most accounts is administratively
simple and aligns with the end of OPG's test period. It is also consistent with the recovery

period for hydroelectric variance accounts approved by the OEB in EB-2007-0905.

The balance in each variance and deferral account as at December 31, 2010 is amortized on
a straight line basis commencing March 1, 2011 and ending December 31, 2012, or
December 31, 2014 in the case of the Tax Loss Variance Account. The total amortization
expense over this 22-month period March 1, 2011 to December 31, 2012 is divided by the

production forecast for that period to calculate the payment amount rider.

5.0 RECOVERY OF NUCLEAR DEFERRAL AND VARIANCE ACCOUNTS
The method of calculation of the nuclear payment rider is shown in Ex. H1-T2-S1 Table 2
using the projected balances that were filed on May 26, 2010. The rider will be set during the

payment order finalization process as described in Ex. H1-T1-S2.

Because the current $2.00/ MWh Rider A continues until changed by the OEB, there will be
an over collection of revenue related to Rider A for January and February of 2011. OPG has
estimated this over collection based on forecast nuclear production for those months and has
adjusted the December 2010 projected balance in the Nuclear Deferral and Variance
Over/Under Recovery Variance Account in Ex. H1-T2-S1 Table 2. OPG proposes to clear the

adjusted balance in this account.

Consistent with the payment order in EB-2007-0905, OPG proposes a single payment rider

to recover nuclear account balances.
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OPG proposes to amortize the projected December 31, 2010 balances in the Nuclear
deferral and variance accounts on a straight line basis using amortization periods for the

various accounts as follows.

The balance remaining in the Pickering A Return to Service (PARTS) Deferral account will be
amortized over 12 months (January 1, 2011 to December 31, 2011), consistent with the
OEB’s EB-2007-0905 Decision which established a 45-month amortization period for this

account commencing April 1, 2008.

The balance in the Tax Loss Variance Account will be amortized over the 46 month period
from March 1, 2011 to December 31, 2014. This extended amortization period was chosen

to lessen ratepayer impact.

All other account balances will be amortized over the 22 months commencing March 1, 2011
and ending December 31, 2012. The use of a single clearance period for the majority of

accounts is administratively simple and is aligned with the end of OPG’s test period.

Having determined the amortization amount for each account, the sum of these amortization
amounts for the individual accounts is then divided by the nuclear production forecast for the

period March 1, 2011 to December 31, 2012 to calculate the payment amount rider.






Filed:2010 -10-08

EB-2010-0008
Exhibit H1-3-1

M E RC E R Attachment 1

161 Bay Street
P.O. Box 501

@c MARSH MERCER KROLL Toronto, Ontario M5J 2S5
GUY CARPENTER OLIVER WYMAN +1 416 868 2000

Fax +1 416 868 0322
www.mercer.ca

Private & Confidential
Nathan Reeve

Vice President, Financial Services
Ontario Power Generation Inc.
700 University Avenue, H7 F25
Toronto, Ontario M5G 1X6
Canada

08 October 2010

Subject: Projected Pension and Non-Pension Benefit Expense for Fiscal Years 2011 and
2012

Dear Nathan:

The purpose of this letter is to provide updated projections of pension and non-pension
benefit expense for 2011 and 2012 requested by Ontario Power Generation Inc.
("OPG").

The projected employee benefit expense for 2011 and 2012 for the registered pension plan
(RPP) and the other plans (i.e. the supplementary pension plans (SPP), non-pension post
retirement plans, and post employment (i.e., long term disability) benefit plans) sponsored by
OPG are summarized below. Further details are provided in Appendices Al through A4

respectively.

Projected Benefit Expense
($millions) 2011 2012
Registered Pension Plan $284.7 $331.9
Other Plans’ 265.2 271.8
Total $549.9 $603.7

As requested, for each plan we are providing projected benefit expense under Section 3461
of the Canadian Institute of Chartered Accountants Handbook (“CICA 3461”) only, assuming
CICA 3461 continues unchanged for fiscal 2011 and beyond. The projections do not take
into account the transition to International Financial Reporting Standards in 2011 or 2012.

! The sum of the projected benefit expense for the SPP, the non-pension post retirement plans and
post employment benefit plans. The breakdown by plan is shown in the enclosed appendices.

Mercer (Canada) Limited Consulting. Outsourcing. Investments.
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08 October 2010

Nathan Reeve

Ontario Power Generation Inc.

A summary of the assumptions and methods used in these projections is provided in
Appendix B.

Projected benefit expense for 2011 and 2012 has increased substantially from the estimated
2010 benefit expense. This increase is largely as a result of the decrease in accounting
discount rates since December 31, 2009, which results in a projected increase in employer
service costs as well as projected actuarial losses at December 31, 2010 that would be
amortized into expense over the projection period. Actual discount rates and market
conditions as at January 1, 2011 and January 1, 2012 may result in the 2011 and 2012
benefit expense being different than projected.

Should you have any questions or concerns, please call us.

Sincerely,

Michael Reid, FSA, FCIA Darryl Leach, FSA, FCIA
Principal Partner

(in respect of pension arrangements) (in respect of non-pension arrangements)
Copy:

Ms Ann Edwards, Ontario Power Generation Inc.
Ms Colleen Sidford, Ontario Power Generation Inc.
Mr. Malcolm Hamilton, Mercer

Mr. Hrvoje Lakota, Mercer

Ms Cheryl Ibbotson, Mercer

Ms Winnie Guo, Mercer
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Appendix Al:

Ontario Power Generation Inc.
Registered Pension Plan
($millions)

Summary of Accounting Position at end of Previous Year
Accrued benefit obligation
Market value of assets
Surplus (deficit)
Unamortized past service costs
Actuarial losses/(gains) not subject to amortization due to asset smoothing
Actuarial losses/(gains) not subject to amortization due to corridor
Actuarial losses/(gains) subject to amortization
Accrued benefit asset (liability)

Components of Expense for the Year
Current service cost
Interest cost
Expected return on plan assets
Amortization of past service costs
Amortization of net actuarial loss (gain)
Total

Prepared by Mercer (Canada) Limited

Filed:2010 -10-08
EB-2010-0008
Exhibit H1-3-1
Attachment 1

2011 2012 |
10,546.9 11,051.6
8,345.3 9,083.7
(2,201.6) (1,967.9)
9.6 -
1,047.6 521.3
1,054.7 1,105.2
1,226.9 1,673.9
1,137.2 1,332.5
230.7 237.6
604.9 633.9
(662.7) (679.1)
9.6 -
102.2 139.5
284.7 331.9
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Appendix A2:

Ontario Power Generation Inc.
Supplementary Pension Plans
($millions)

Summary of Accounting Position at end of Previous Year
Accrued benefit obligation
Market value of assets
Surplus (deficit)
Unamortized past service costs
Actuarial losses/(gains) not subject to amortization due to asset smoothing
Actuarial losses/(gains) not subject to amortization due to corridor
Actuarial losses/(gains) subject to amortization
Accrued benefit asset (liability)

Components of Expense for the Year
Current service cost
Interest cost
Expected return on plan assets
Amortization of past service costs
Amortization of net actuarial loss (gain)
Total

Prepared by Mercer (Canada) Limited
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2011 2012 |
218.3 231.3
(218.3) (231.3)
0.5 -

21.8 23.1
31.4 27.5
(164.6) (180.7)

7.7 8.0
12.7 13.4

0.5 -

2.6 2.3
23.5 23.7
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Appendix A3:

Ontario Power Generation Inc.
Non-Pension Post Retirement Plans
($millions)

Summary of Accounting Position at end of Previous Year
Accrued benefit obligation
Market value of assets
Surplus (deficit)
Unamortized past service costs
Actuarial losses/(gains) not subject to amortization due to asset smoothing
Actuarial losses/(gains) not subject to amortization due to corridor
Actuarial losses/(gains) subject to amortization
Accrued benefit asset (liability)

Components of Expense for the Year
Current service cost
Interest cost
Expected return on plan assets
Amortization of past service costs
Amortization of net actuarial loss (gain)
Total

Prepared by Mercer (Canada) Limited
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2011 2012 |
2,113.4 2,228.6
(2,113.4) (2,228.6)

13.7 12.0
211.4 222.8
287.5 249.9

(1,600.8) (1,743.9)

57.3 59.9

121.9 128.5
1.8 1.8

26.1 22.7

207.1 212.9
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Appendix A4

Ontario Power Generation Inc.
Post Employment Plans
($millions)

Summary of Accounting Position at end of Previous Year
Accrued benefit obligation
Market value of assets
Surplus (deficit)
Unamortized past service costs
Actuarial losses/(gains) not subject to amortization due to asset smoothing
Actuarial losses/(gains) not subject to amortization due to corridor
Actuarial losses/(gains) subject to amortization
Accrued benefit asset (liability)

Components of Expense for the Year
Current service cost
Interest cost
Expected return on plan assets
Amortization of past service costs
Amortization of net actuarial loss (gain)
Total

Prepared by Mercer (Canada) Limited
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2011 2012 |
278.9 284.4
(278.9) (284.4)

2.0 1.6
27.9 28.5
14.9 12.9

(234.1) (241.4)
21.0 21.6
11.8 12.0

0.4 0.4

1.4 1.2
34.6 35.2
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Appendix B: Assumptions and Methods

In our projection of the benefit expense for 2011 and 2012, we have assumed that the 2010
benefit expense for the supplementary pension plans, non-pension post retirement plans,
and post employment plans, are the same as those provided in our Report on Pension
Expense and Disclosure for the Fiscal Year Ending December 31, 2009 and in our Report
on Non-Pension Post Retirement and Post Employment Benefit Expense and Disclosure for
the Fiscal Year Ending December 31, 2009 respectively (both dated January 2010) (the
“December 31, 2009 Disclosure Reports”). The 2010 benefit expense for the registered
pension plan has been revised slightly from that shown in the December 31, 2009
Disclosure Reports to reflect that the employee contribution rate for members represented
by PWU was increased part way through 2009.

With the exception of the changes outlined below, assumptions, data and methods for
projecting the 2011 and 2012 expense are the same as those described in the December
31, 2009 Disclosure Reports.

In producing the projected benefit expense for 2011 and 2012 in respect of each of the
benefit plans, we have made the following assumptions:

= The liability discount rate used in determining the estimated year-end liabilities for fiscal
years ending December 31, 2010 and December 31, 2011 as well as the estimated
benefit expense for fiscal years 2011 and 2012 will be 5.70% per annum for the pension
and non-pension post retirement plans and 4.40% per annum for the post employment
plan. The actual discount rates for the 2011 and 2012 expense will not be known until
December 31, 2010 and December 31, 2011 respectively. These discount rates have
been determined using the same model as was used to determine the discount rates at
December 31, 2009. With respect to the discount rates, we note that the Canadian
Institute of Actuaries (“CIA”) is scheduled to release an educational note on methods for
determining discount rates used for reporting under CICA 3461 in the latter part of 2010
which may result in a change to the method used to determine OPG'’s discount rates
under CICA 3461. As instructed, we have not made any allowance for any possible
changes to discount rates as a result of the CIA educational note.

= There will be no decontrol activities, plan changes, or any other significant events
between January 1, 2010 and December 31, 2012 that would have an impact on pension
and non-pension expense.

» The demographics of the plan population would remain stable and that the Expected
Average Remaining Service Lifetime (EARSL) would remain at the current level of 12
years for the pension plans and 11 years for the non-pension plans as determined in the
December 31, 2009 Disclosure Reports.
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The projected benefit expense in respect of the RPP also reflects the following:

= The projected market value of assets as at December 31, 2010 is based on the actual
market value of assets at August 31, 2010 projected assuming that the fund will earn a
rate of return, net of expenses, on a market value basis, of 0.0% during the last four
months in 2010. From January 1, 2011 to December 31, 2012 the fund is assumed to
earn, on a market value basis, 7.0% per annum net of expenses.

= |n the calculation of the market-related value of assets at the end of 2010, we have taken
into account the market conditions up to August 31, 2010 and assumed the market
return on equities would be 0.0% during the last four months in 2010.

* The 2011 and 2012 employer contributions to the RPP were assumed to be $480 million
and $530 million respectively. The increase from OPG'’s current funding level of
approximately $270 million per annum is largely a result of declines in discount rates on
both a going concern and solvency bases relative to those in the Report on the Actuarial
Valuation for Funding Purposes as at January 1, 2008, dated September 2008 (the
“2008 Funding Report”) and asset returns being lower than assumed in that report.

= The employer contributions for 2011 are based on a projected financial position at
January 1, 2011 under both a going concern and a solvency basis (i.e. the bases on
which OPG’s minimum contribution requirements are determined). Actual experience to
January 1, 2011 and market conditions as at January 1, 2011 may result in the 2011
minimum contribution requirements being more or less than the $480 million assumed.

= Based on the estimated financial position of the RPP at January 1, 2011, it is likely that
OPG will be required to file valuation reports for the RPP on an annual basis. Thus itis
assumed that another valuation would be required as at January 1, 2012. Actual
experience to, and market conditions at, that date may result in the 2012 minimum
contribution requirements being more or less than the $530 million assumed.

= Going concern and solvency liabilities have been projected based on membership as at
January 1, 2009 as summarized in the December 31, 2009 Disclosure Reports.

= For purposes of determining the financial position on a going concern basis, the
assumptions and methods are the same as those described in the 2008 Funding Report
except it is assumed that the discount rate will be 5.30%. The going concern real
discount rate reflects market conditions as at August 31, 2010 using an assumed future
rate of inflation of 2.0% per annum. This discount rate has been determined using the
same methodology as was used in determining the discount rate for the 2008 Funding
Report including the determination of any margins for adverse experience. The basis
used to determine the discount rate is reviewed at each funding valuation date, thus the
methodology used in determining the discount rate for future valuations may change.
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= For purposes of determining the solvency liabilities, the same methods have been used
as outlined in the 2008 Funding Report with assumptions updated to reflect market
conditions and guidance from the CIA on the cost of purchasing annuities as at August

31, 2010. Comments with respect to estimating the cost of purchasing annuities outlined
in the 2008 Funding Report continue to apply.

= For purposes of determining the financial position on a solvency basis, it has been
assumed that OPG will elect to smooth assets and liabilities, as currently permitted
under Ontario regulations. It is our understanding that OPG will evaluate this option
when the January 1, 2011 funding valuation is being prepared and will decide at that
time whether to make such an election.

= For purposes of determining the solvency liabilities, is has been assumed that OPG will
continue to elect to exclude the value of future indexing, as currently permitted under
Ontario regulations.

= For purposed of determining the minimum required contributions, it has been assumed
that OPG will not utilize any funding relief options, as currently permitted under Ontario
regulations, when determining the minimum required special payments.

The estimated 2010 expense and the projected 2011 and 2012 expense for the post
employment plan is based on a valuation as at December 31, 2009. The change in liabilities
due to a change in the economic basis is deferred and amortized and the balance of the
change is accounted for immediately in the year, therefore the annual expense for the post
employment plan can only be finalized when a valuation using the year-end data has been
completed (e.g., at the end of 2010 for the 2010 expense). To develop the projection of the
post employment benefits expense for 2011 and 2012, we assumed service cost and benefit
payments would both increase with inflation. As noted, due to the nature of the terminal
accounting approach and the sensitivity of results to changes in demographic data it is
difficult to project the post employment benefits expense and actual results will likely vary
from those presented.
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ESTABLISHMENT OF NEW AND/OR CONTINUATION OF
EXISTING DEFERRAL AND VARIANCE ACCOUNTS

1.0 PURPOSE
This evidence provides a summary of the deferral and variance accounts for which OPG is

seeking approval to continue or establish for the test period.

2.0 OVERVIEW

OPG’s deferral and variance account proposals are presented under the following two
categories:

e The continuation of certain existing deferral and variance accounts

e New accounts

Unless otherwise stated, OPG proposes to record in the approved variance and deferral
accounts the difference between the amounts included in the approved payment amounts
and the actual costs and revenues. In addition, OPG proposes to record interest on both
existing and new deferral and variance accounts. Interest will be applied to the monthly
opening balances of these accounts at the interest rate set by the OEB from time to time

pursuant to the OEB'’s interest policy for variance and deferral accounts.

During the portion of the test period before the effective date of new payment amounts
(proposed to be March 1, 2011), OPG will record entries to the existing accounts using the
same methods used to derive 2010 entries, pursuant to the Accounting Order in EB-2009-
0174.

3.0 CONTINUED ACCOUNTS
The company requests approval to continue the following existing deferral and variance

accounts:

Accounts Common to Hydroelectric and Nuclear
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o Ancillary Service Net Revenue Variance Account — Hydroelectric and Nuclear Sub-
Accounts
¢ Income and Other Taxes Variance Account

e Tax Loss Variance Account

Hydroelectric Variance and Deferral Accounts
e Hydroelectric Water Conditions Variance Account

e Hydroelectric Deferral and Variance Over/Under Recovery Variance Account

Nuclear Variance and Deferral Accounts

e Pickering A Return to Service Deferral Account
¢ Nuclear Liability Deferral Account

¢ Nuclear Development Variance Account

o Capacity Refurbishment Variance Account

e Nuclear Fuel Cost Variance Account

e Bruce Lease Net Revenues Variance Account

¢ Nuclear Deferral and Variance Over/Under Recovery Variance Account

The need for these accounts and their operation is described in further detail in the

remainder of this section.

3.1 Accounts Common to Hydroelectric and Nuclear

3.1.1 Ancillary Services Net Revenue Variance Account — Hydroelectric and Nuclear Sub

Accounts

The Ancillary Services Net Revenue Variance Account was established by O. Reg. 53/05
and approved by the OEB in EB-2007-0905. This account is required because ancillary
services revenues are difficult to forecast accurately and the underlying circumstances
leading to variances between forecast and actual revenues are beyond OPG’s ability to
manage or control since they are a function of changing demand and system/grid operating
requirements. This account will record the difference between the forecast ancillary revenues

included in the payment amounts and the actual ancillary revenues during the test period.
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This account needs to continue in order to clear the 2010 year-end balance, and to record

additions during the test period as a result of the forecast risks highlighted above.

3.1.2 Income and Other Taxes Variance Account

The OEB approved the establishment of this account in EB-2007-0905. A similar account is
also available to electricity distributors. This account will capture the financial impact on
revenue requirement due to variations from those assumed in the approved payment
amounts during the test period, in municipal property taxes, payments in lieu of capital taxes,
property taxes, and income taxes due to changes in tax rates or rules, new assessing or
administrative practices of tax authorities, tax re-assessments for past periods, and court
decisions for other taxpayers that affect OPG’s tax position. OPG continues to be subject to
tax audits from prior years dating back to 2000, which could result in changes to tax
treatments that may impact similar transactions during the test period. This account needs to
continue in order to clear the 2010 year-end balance, and to record additions during the test

period as noted above.

3.1.3 Tax Loss Variance Account
The Tax Loss Variance Account was approved by the OEB in May 2009 in EB-2009-0038 as

described in Ex. H1-T1-S1. This account needs to continue in order to clear the 2010 year-

end balance, and to record additions during the test period before the effective date of new
payment amounts (proposed to be March 1, 2011). Following the effective date of new

payment amounts, the only entries in this account will be for interest and amortization.

3.2 Hydroelectric Variance and Deferral Accounts

3.2.1 Hydroelectric Water Conditions Variance Account

The Hydroelectric Water Conditions Variance Account was established by O. Reg. 53/05 and
approved by the OEB in recognition of the fact that water conditions are subject to a high
degree of forecast risk due to factors that are beyond OPG’s ability to manage or control,
such as weather. This account will record the financial impact of differences between the
water conditions underpinning the approved payment amounts and the actual water

conditions experienced during the test period. This account needs to continue in order to
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clear the 2010 year-end balance, and to record additions during the test period as a result of

the risks indicated above.

3.2.2 Hydroelectric Deferral and Variance Over/Under Recovery Variance Account

The Hydroelectric Deferral and Variance Over/Under Recovery Variance Account was
approved by the OEB in October 2009 in EB-2009-0174 to record the over collection of
hydroelectric variance account balances that were recovered through the hydroelectric
payment amount to be effective as of January 1, 2010. The projected over collection as at
December 31, 2010 will be cleared by the end of 2012, however, this account needs to
continue as OPG recovers variance and deferral account balances through payment riders
based on production. Because forecast production is used to determine the rider, and the
actual recovery in a particular year is based on actual production, there will be differences

that will need to be cleared in a future period.

3.3 Nuclear Variance and Deferral Accounts
3.3.1 Pickering A Return to Service (“PARTS") Deferral Account
The PARTS Deferral Account was established pursuant to subsection 5 (4) of O. Reg. 53/05.

This account needs to continue until the balance in it is cleared. In EB-2007-0905, the OEB
established a 45-month clearance period which ends in December 2011. The only entries in

this account during the test period will be for amortization and interest.

3.3.2 Nuclear Liability Deferral Account

The Nuclear Liability Deferral Account (transition) was established pursuant to section 5.1 of
the Regulation and was used to record the revenue requirement impact of any change in
OPG'’s nuclear decommissioning liability arising from a reference plan approved between
April 1, 2005 and the effective date of the OEB’s first payment order, as reflected in the
audited financial statements approved by OPG’s Board of Directors. The OEB authorized the
clearance of the balance in this account as at December 31, 2007 in EB-2007-0905. This
account will continue until the balance in it is cleared over the OEB-approved period of April
2008 to December 2010. OPG recorded additions to this account in the first quarter of 2008,
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and has only recorded interest and amortization since the second quarter of 2008. The

balance in this account will be cleared by December 2010.

Section 5.2 of the Regulation also approved the establishment of a Nuclear Liability Deferral
Account. This account will be used to record the revenue requirement impact of any change
in OPG’s nuclear decommissioning liability arising from an approved reference plan after the

OEB's first payment order, which was in December 2008.

The Regulation defines nuclear decommissioning liability as the liability of OPG for
decommissioning its nuclear generation facilities and the management of its nuclear waste
and used fuel. OPG’s current obligations relate to Pickering and Darlington that are operated
by OPG, as well as Bruce A and B that are leased by OPG to Bruce Power. This account
needs to continue to capture the revenue requirement impacts of future reference plan

changes between rate applications.

3.3.3 Nuclear Development Variance Account

The Nuclear Development Deferral Account, Transition was established in accordance with
section 5.3 of the Regulation. As provided in the Regulation, this account recorded
development costs incurred and firm financial commitments made on or after June 13, 2006
up to the effective date of the OEB'’s first payment order. The OEB approved recovery of the
$11.7M balance in this account as at December 31, 2007 in EB-2007-0905 and ordered that
OPG transfer the balance in this account into the Nuclear Development Variance Account

effective April 1, 2008. With the transfer of its balance this account ended.

The Nuclear Development Variance Account was established in accordance with section 5.4
of the Regulation and approved by the OEB in EB-2007-0905. This account ensures that
OPG recovers the differences between the actual non-capital costs, and firm financial
commitments incurred for planning and preparation for the development of proposed new
nuclear generation facilities after the effective date of the OEB’s December 2008 payment
amounts order, and the amount included for these purposes in the payment amounts, along

with the April 1, 2008 balance in the Nuclear Development Deferral Account, Transition that
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was transferred into this account in accordance with the OEB’s order. OPG’s nuclear
development activities are described in Ex. D2-T2-S1. This account is required to continue
during the test period in order to clear the balance as at December 31, 2010 and to record
potential additions during the test period related to ongoing nuclear development activities.
These potential additions will capture the difference between the nuclear development
expenditures included in the approved payment amounts and the actual expenditures during

the test period.

3.3.4 Capacity Refurbishment Variance Account

The OEB approved the establishment of the Capacity Refurbishment Variance Account in
EB-2007-0905. This account needs to continue in order to clear the balance in it as at
December 31, 2010. As discussed in Ex. D2-T2-S1 and Ex. F2-T2-S3, OPG intends to
continue nuclear refurbishment activities over the next several years, and proceed with
initiatives related to Pickering B continued operations. Potential variances in these projects

will be recorded in the Capacity Refurbishment Variance Account.

OPG has proposed to recover financing costs associated with its Darlington Refurbishment
project starting in the test period. The financing costs consist of a rate of return on capital
applied to the projected capital expenditures. To the extent that actual expenditures differ
from the forecast amounts included in approved payment amounts, OPG will record the

variance in the Capacity Refurbishment Variance Account.
OPG is not currently planning to commence any refurbishment of its regulated hydroelectric
facilities during the test period. Should OPG incur hydroelectric refurbishment costs for its

regulated facilities, the costs will be recorded in a separate sub-account.

3.3.5 Nuclear Fuel Cost Variance Account

The OEB approved the establishment of this account in EB-2007-0905 in recognition of the
fact that the primary driver of nuclear fuel costs is the commodity price of uranium which
fluctuates for reasons beyond OPG's control and is difficult to predict. Using the methodology

approved in EB-2007-0905, this account will record the difference between the nuclear fuel
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costs included in the approved payment amounts and the actual nuclear fuel costs during the
test period. This account needs to continue in order to clear the 2010 year-end balance and
to record additions during the test period. As described in Ex. F2-T5-S1, uncertainty in
factors such as the schedules for new uranium production, liquidation of additional
inventories, and the pace of worldwide nuclear expansion are expected to result in price

volatility and a range of potential market prices.

3.3.6 Bruce Lease Net Revenues Variance Account
The OEB ordered OPG to establish this account in EB-2007-0905 in order to ensure that

OPG recovers its actual costs associated with the Bruce facilities and adjusts the regulated

payment amounts by the actual revenues earned from the Bruce Lease. Certain components
associated with the Bruce lease, such as earnings on nuclear segregated funds, are market
driven and therefore difficult to predict. The earnings or losses on these funds can have a
significant financial impact on OPG'’s operations. During the test period, this account would
record the difference between the Bruce costs and revenues included in the approved
payment amounts and the actual Bruce costs and Bruce lease revenues realized. This
account needs to continue in order to clear the 2010 year-end balance and to record

additions during the test period.

3.3.7 Nuclear Deferral and Variance Over/Under Recovery Variance Account
The OEB approved establishment of this account, effective as of April 1, 2008, in EB-2009-

0174 to capture any over or under recovery of approved nuclear deferral and variance
account balances. Since these balances are recovered through payment riders (i.e., nuclear
payment riders A and C) that are calculated on a per MWh basis, differences between
forecast and actual production during the test period, including the portion of the test period
before the effective date of new payment amounts (proposed to be March 1, 2011)., will
create a variance. Because OPG is proposing to recover the balances in its variance and
deferral accounts through the use of payment riders, the Over/Under Recovery Variance

Account needs to continue as explained above in section 3.2.2.
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The OEB approved new payment amounts for OPG in December 2008, which were effective
as of April 1, 2008. As a result, OPG had a revenue shortfall for the period April 1, 2008 to
November 30, 2008. Rider C was established to allow OPG to recover nuclear payment rider
A (for recovery of nuclear variance and deferral accounts) for this period. With the exception
of interest and amortization, no additional amounts will be recorded in this account during the

test period related to nuclear payment rider C.

4.0 NEW ACCOUNTS
OPG requests approval to establish two new variance accounts:
¢ the IESO Non-Energy Charges Variance Account; and

¢ the Pension and Other Post Employment Benefits Cost Variance Account.

4.1 IESO Non-Energy Charges Variance Account

IESO non-energy charges are applied to all load customers in the Ontario wholesale market.
They are made up of a number of different components including; Uplift Charges, Debt
Retirement Charges, Rural Rate Assistance, Transmission Charges, Global Adjustment, etc.

For a detailed description of IESO non-energy charges, please refer to Ex. F4-T4-S1.

These charges are incurred by OPG to operate the regulated facilities and cannot be avoided
(while maintaining the ability to operate) nor can the energy to which the charges are
attached be supplied cost-effectively by an alternate source. Further, they are beyond

management’s ability to control.

These charges are difficult to forecast for two reasons. First, the charges fluctuate based on
the changes in the wholesale market (Global Adjustment being the largest and most volatile
of the components). Second, they are based on consumption which itself can fluctuate hour-
to-hour, or month-to-month. As a result of these two factors, the total amount of IESO non-

energy charges is very difficult to accurately forecast.

As seen in Ex. F4-T4-S2 Tables 1 and 2, variances associated with both nuclear and

regulated hydroelectric facilities have been material and have occurred in both directions in
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recent years. For example, in 2008 actual non-energy charges were under budget by 74 per
cent or $7.9M for nuclear and 42 per cent or $1.8M for regulated hydroelectric. Conversely,
2009 saw actual charges exceed budget by 95 per cent or $17.6M for nuclear and 108 per
cent or $6.6M for regulated hydroelectric. Further, the quantum of these charges has
increased dramatically since 2007, largely driven by depressed market prices and a
corresponding increase in Global Adjustment charges. A variance account for the total of
IESO non-energy charges associated with both nuclear and regulated hydroelectric facilities
will protect both OPG and ratepayers from over or under collection of these charges. Starting
on the effective date of new payment amounts, proposed to be March 1, 2011, this account
will record the difference between the IESO non-energy charges underpinning in the

approved payment amounts and the actual IESO non-energy charges.

4.2 Pension and Other Post Employment Benefits Cost Variance Account

OPG requests approval to establish a new variance account to be called the Pension and
Other Post Employment Benefits Cost Variance Account. This account would record the
difference between the pension and other post employment benefits (“OPEB”) costs reflected
in OPG’s approved payment amounts and the actual pension and OPEB costs for the

prescribed facilities and associated tax impacts.

As discussed in EB-2007-0905, OPG’s pension and OPEB costs are difficult to forecast and
often result in variances that are material*. As indicated in the Impact Statement filed by OPG
on September 30, 2010 (Ex. N-T1-S1, pages 2 to 4), the difference between the forecast
included in this application for pension and OPEB costs and the updated projection of
pension and OPEB costs is material (i.e., greater than $250M). This updated projection of
pension and OPEB costs for the prescribed facilities is based on a projected actuarial
accounting assessment of OPG-wide costs for the test period provided by OPG’s external
actuaries, Mercer, using data as of August 2010. The letter from Mercer setting out its
updated OPG-wide projection is presented in Attachment 1 to this exhibit. This OPG-wide

projection is then assigned to the prescribed facilities using the same methodology as was

! EB-2007-0905, Ex. J1-T3-S1, Page 13. Forecast variances of between $11M under-forecast and $130M over-
forecast on a company-wide basis.
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used in EB-2007-0905 and in this application. This methodology is described in Ex. F4-T3-

S1, page 24, lines 4 through 27.

The main drivers of variance for pension and OPEB costs are discount rates and pension
fund performance. These factors are both difficult to forecast and beyond OPG
management’s ability to control. As noted in pre-filed evidence at Ex. F4-T3-S1, pages 23
and 24, significant variability can occur between forecast and actual pension and OPEB
costs due to changes in economic conditions, demographics and other actuarial assumptions
used in determining these costs, as well as differences in actual experience, such as the

return on pension fund assets.

In EB-2007-0905, OPG proposed a variance account to capture the financial impact of
differences between forecast and actual discount rates used to determine pension and
OPEB costs. The primary arguments against OPG’s proposal in EB-2007-0905 were that
“the Board should take the same approach for variances in OPG’s pension and OPEB costs
as it does for other entities regulated by the Board,” and that OPG'’s focus on a single driver
of pension and OPEB cost changes (i.e., the discount rate) without considering potential
offsetting factors “amount[s] to single issue ratemaking.” Although it rejected OPG's
proposal in EB-2007-0905, the OEB noted that, “In the event that OPG’s actual pension and
OPEB costs during the test period are materially in excess of the amounts included in the
revenue requirement, OPG would have the ability to apply to the Board.®” The currently
forecast variance in these costs is in excess of $250M, as presented in Ex. N-T1-S1; an

amount which is material.

In addition, on April 9, 2010 the OEB issued its Decision with Reasons in EB-2009-0096
which included approval of a Pension Cost Differential Account for Hydro One Networks Inc.
“to track the difference between the actual pension costs booked using the actuarial

assessment provided by Mercer, and the estimated pension costs used in this filing.*”

2 EB-2007-0905 Decision with Reasons, November 3, 2008, page 125.
® Ibid. page 127.
* EB-2009-0096 Decision with Reasons, April 9, 2010, page 56.
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In light of the OEB’s findings in EB-2007-0905 and EB-2009-0096, OPG is proposing to
establish an account to track, for its prescribed facilities, the difference between the actual
pension and OPEB costs booked using the actuarial accounting assessments provided by
OPG'’s external actuaries, and the forecast of pension and OPEB costs included in the OEB-

approved payment amounts.

In addition to the differences between forecast and actual pension and OPEB costs, there is
expected to be a difference between forecast and actual regulatory tax deductions for
pension plan contributions and OPEB benefit payments. As OPG expects its pension plan
contributions to be higher than those included in the application, capturing this difference in
regulatory tax deductions in this account will partly offset the expected increase in pension
and OPEB costs. (The portion of the forecast contributions and benefit payments attributable
to the prescribed facilities per the May 26, 2010 filing is shown in response to interrogatory L-
01-085.) Accordingly, OPG proposes that the proposed Pension and Other Post Employment
Benefits Cost Variance Account also record the difference in the regulatory tax expense
resulting from the difference in pension plan contributions and OPEB benefit payments
included in determining the tax expense for the prescribed facilities in the OEB-approved
payment amounts and the portion of actual pension plan contributions and OPEB benefit

payments attributable to the prescribed facilities made by OPG.

OPG proposes to apply interest to the monthly opening balances of the account at the
interest rates set by the OEB from time to time pursuant to the OEB’s interest rate policy for

variance and deferral accounts.

The proposed variance account is symmetrical and would apply equally to positive and
negative variances and will result in payment amounts that are more accurate and fair to

both OPG and ratepayers.
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LIST OF ATTACHMENTS

Letter from Mercer dated October 8, 2010 re: Projected Pension and
Non-Pension Benefit Expense for Fiscal Years 2011 and 2012.
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Table 1
Update of Ex. H1-T1-S1 Table 1*
Summary of Deferral and Variance Accounts
Closing Account Balances - 2007 through 2009 and 2010 Amount Proposed for Recovery ($M)
2010
Year End Proposed
Line Balance for
No. Account 20072 2008 2009 Recovery
(@ (b) () (d)
Regulated Hydroelectric:
1 |Hydroelectric Water Conditions Variance 6.3 (21.6) (55.3) (68.9)
2 |Ancillary Services Net Revenue Variance - Hydroelectric 7.2 (2.4) (16.0) (9.5)
3 |Income and Other Taxes Variance 0.0 (0.2) (0.3) (7.5)
4 |Tax Loss Variance 0.0 20.2 47.1 78.7
5 |Interim Period Shortfall (Rider D) 0.0 (0.3) (2.2) (2.3)
6 |Over/Under Recovery Variance - (2010) 0.0 0.0 0.0 (8.0)
7 |Total 135 4.2) (26.6) (17.4)
Nuclear:
8 |Pickering A Return To Service Deferral 183.8 129.5 81.8 33.2
9 [Nuclear Liability Deferral 130.5 132.3 86.2 39.1
10 |Nuclear Development Variance 11.7 (21.7) (55.6) (105.0)
11 |Transmission Outages and Restrictions Variance 1.8 14 0.7 0.1
12 |Ancillary Services Net Revenue Variance - Nuclear (1.8) (1.9) (0.6) 1.0
13 |Capacity Refurbishment Variance 0.0 (5.7) (0.3) (1.3)
14 |Nuclear Fuel Cost Variance 0.0 (1.4) (15.7) 9.3
15 [Bruce Lease Net Revenues Variance 0.0 256.6 324.5 296.6
16 |Income and Other Taxes Variance 0.0 (7.8) (12.1) (25.2)
17 |Tax Loss Variance 0.0 105.9 247.2 413.3
18 |Interim Period Shortfall (Rider B) 0.0 0.3 6.6 6.6
19 |Over/Under Recovery Variance - Nuclear (Rider A&C) 0.0 0.6 10.7 10.8
20 |Over/Under Recovery Variance - (2010) 0.0 0.0 0.0 11.6
21 |Total 325.9 588.1 673.3 690.1
22 |Grand Total 339.4 583.9 646.7 672.7
Notes:
1 Figures reflect corrections, adjustments and 2010 year-to-date updates as described in Ex. H1-T1-S2, Section 3.
Updated values are in shaded cells
2 2007 balances are as approved by OEB in Payment Order EB-2007-0905 with the exception of Hydroelectric Water

Conditions, Ancillary Services Net Revenue-Hydroelectric, Transmission Outages and Restrictions and Ancillary Services
Net Revenue-Nuclear variance accounts. The individual balances provided for these four accounts by OPG in
EB-2007-0905 were not correct, but the total balance for all four accounts is correct. OPG is proposing to correct the

individual account balances as part of this Application. There is no financial impact of making this correction as the errors

in the individual accounts are offsetting.
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Table 2
Update of Ex. H1-T1-S1 Table 8 to Correct Omission of 2009 Fuel Channel Life Cycle Management Project Costs*
Capacity Refurbishment
Summary of Cost Deferrals and Variances - 2008 through 2010 ($M)
Line Jan-Mar Apr-Dec
No. 2008 2008 2009 2010
G (b) (©) (d)
Forecast Costs - EB-2007-0905 / EB-2009-0174"
1 |Pickering B Refurbishment 0.0 4.6 51 55
2 |Darlington Refurbishment 0.0 13.9 22.7 211
3 |Fuel Channel Life Cycle Management Project 0.0 0.0 0.0 0.0
4 |Pickering B Continued Operations 0.0 0.0 0.0 0.0
5 Total Forecast Costs 0.0 18.5 27.8 26.6
Actual Costs?
6 |Pickering B Refurbishment 0.0 6.1 4.3 1.2
7 |Darlington Refurbishment 0.0 6.7 21.7 5.5
8 |Fuel Channel Life Cycle Management Project 0.0 0.0 2.5 9.7
9 |Pickering B Continued Operations 0.0 0.0 4.8 13.5
10 Total Actual Costs 0.0 12.8 33.3 29.9
Variance
11 [Pickering B Refurbishment (line 6 - line 1) 0.0 15 (0.8) (4.3)
12 |Darlington Refurbishment (line 7 - line 2) 0.0 (7.2) (2.0) (15.6)
13 |Fuel Channel Life Cycle Management Project (line 8 - line 3) 0.0 0.0 2.5 9.7
14 |Pickering B Continued Operations (line 9 - line 4) 0.0 0.0 4.8 135
15 |Variance (line 10 - line 5) 0.0 (5.7) 5.5 3.3
Notes:
*  Updated values are in shaded cells.
1 2010 forecast figure derived from EB-2007-0905 OEB approved forecast as described in

Decision and Order in EB-2009-0174.
Value for 2010 is OPG's current forecast of the 2010 actual value.
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Table 3
Update of Ex. H1-T1-S1 Table 9 to Correct 2008 and 2009 Actual Production*
Nuclear Fuel Cost Variance
Summary of Annual Amounts 2008 through 2010
Line
No. Account 2008 2009 2010
(a) (b) (©)
1 |Reference Plan® - Fuel Costs ($M) 108.2 180.4 288.7
2 |Reference Plan? - Nuclear Generation (TWh) 38.3 49.9 88.2
3 |Reference Plan Fuel Rate ($/MWh) (line 1/ line 2) 2.84 3.62 3.27
4 |Actual Fuel Costs ($M) 97.6 154.9 173.6
5 |Actual Generation (TWh) 34.9 46.8 46.2
6 |Actual Fuel rate ($/MWh) (line 4/ line 5) 2.80 3.31 3.76
7 |Fuel Rate Variance ($/MWh) (line 6 - line 3) (0.039) (0.305) 0.486
8 |[Nuclear Fuel Cost Variance ($M) (line 7 x line 5) (1.4) (14.3) 22.4
Notes:
*  Updated values are in shaded cells.
1 2010 figures derived from EB-2007-0905 OEB approved forecast as described in
Decision and Order in EB-2009-0174.
5 Reference Plan for 2008 and 2009 is budget as per EB-

2007-0905.
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Table 4
Update of Ex. H1-T1-S1 Table 10 to Correct 2008 and 2009 Actual Production*
Bruce Lease Net Revenue
Summary Calculation of Year End Account Balances - 2008 to 2010
Line
No. Account 2008 2009 2010
(a) (b) (©)
1 |Actual Lease Net Revenue' ($M) (179.9) 37.4 115.0
Reference Plan:
2 |Lease Net Revenue - Apr 08-Dec 2009 ($M) 191.9 191.9 191.9
3 |Production - Apr 08-Dec 2009 (TWh) 88.2 88.2 88.2
4 |Rate Credited to Customers per Payment Order EB-2007-0905 ($/MWh) 2.18 2.18 2.18
5 |Actual Production (TWh) 34.9 46.8 46.2
6 |Amount Credited to Customers in Payment Order EB-2007-0905 ($M) 75.9 101.8 100.5
(line 4 x line 5)
7 |Lease Net Revenue Variance ($M) (line 6 - line 1) 255.8 64.4 (14.3)

Updated values are in shaded cells.
See Ex. H1-T1-S1 Table 10a for derivation.
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Table 5
Update of Ex. H1-T1-S1 Table 12 to Correct 2008 and 2009 Actual Production*
Nuclear Over/Under and Interim Period Shortfall Variance Accounts
Summary of Annual Amounts 2008 through 2010
Line
No. Item 2008 2009 2010
(a) (b) (c)
1 [Nuclear Reference Plan Production (TWh) 4.6 49.9 50.8
2 |Nuclear Actual Production (TWh) 4.4 46.8 46.2
3 |Production Variance (TWh) (line 1 - line 2) 0.2 3.1 4.6
4 |Rider A & C Rate for Dec. 2008 to Dec. 2009 ($/MWh) 3.23 3.23
5 |Rider B Rate for Dec. 2008 to Dec. 2009" ($/MWh) 1.99 1.99
Nuclear Deferral and Variance Over/Under Recovery Variance (Rider A & C) ($M)
6 . . 0.6 10.1
(line 3 x line 4)
7 [Nuclear Interim Period Shortfall (Rider B) Variance ($M) (line 3 x line 5) 0.3 6.2
8 |Rider A Rate in 2010" ($/MWh) 2.00
Nuclear Deferral and Variance Over/Under Recovery Variance (Rider A - only for 2010)
9 . . 9.2
(M) (line 3 x line 8)
Notes:
*  Updated values are in shaded cells.
1 From EB-2007-0905 Payment Amounts Order.
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Table 6
Update of Ex. H1-T1-S1 Table 13 to Incorporate Adjustment for Unburned Nuclear Fuel*
Income and Other Taxes Variance Account
Summary of Annual Amounts - 2008 through 2010 ($M)
Line
No. Account 2008 2009 2010
@ (b) (©)
Scientific Research & Experimental Development (SR&ED) Expenditures and Investment Tax Credits (ITC):
1 |SR&ED Expenditures and ITC in Benchmark Tax Expense 0.0 0.0 0.0
2 [SR&ED ITC - Actual® 7.2 9.8 8.7
3 |Tax Benefit of SR&ED Capital Expenditures - Actual 4.7 0.0 2.3
4 |Tax on ITCs from Prior Years - Actual® 0.0 (1.4) (1.8)
5 |SR&ED Expenditures and ITC - Actual 11.8 8.4 9.3
6 |Variance Due to SR&ED Expenditures and ITC (Line 5 - Line 1) 11.8 8.4 9.3
Income Tax :
7 |Benchmark Regulatory Taxable Income® - 2010 Projection equals (119.2+91.8)/21 x 12) 119.2 91.8 120.6
8 |[Income Tax Rate Differential (31.21% - 29%) 0.0 0.0 2.21%
9 |Income Tax Variance Due to Rate Reduction (line 7 x line 8) 0.0 0.0 2.7
10 [Benchmark Regulatory Taxable Income - Unburned Nuclear Fuel Adjustment 0.0 0.0 0.0
11 |Actual Unburned Nuclear Fuel Adjustment 13.0 13.2 9.4
12 [Variance in Taxable Income Due to Unburned Nuclear Fuel Adjustment (line 10 - line 11) (13.0) (13.2) (9.4)
13 |Income Tax Rate* 31.50% 31.00% 29.00%
14 [Income Tax Variance Due to Unburned Nuclear Fuel Adjustment (line 11 x line 13) (4.1) (4.1) (2.7)
Capital Tax:
15 [Forecast Capital Tax - EB 2007-0905° - 2010 (12.5+16.5)/21 x 12) 125 16.5 16.5
16 [Forecast Taxable Capital - EB-2007-0905 7,387.8 7,340.7 7,360.9
17 |Capital Tax Rate 0.15%
18 |Actual Capital Tax for 2010° 0.0 0.0 55
19 [Capital Tax Variance Due to Rate Reduction (line 15 - line 18) 0.0 0.0 11.0
20 |Annual Variance as at December 31 (line 6 + line 9 + line 14 + line 19) 7.7 4.3 20.2
Notes:
*  Updated values are in shaded cells.
1 SR&ED credits are a regulatory liability of $17M for 2008 and 2009 ($7.2M for 2008 and $9.8M in 2009).
2 Taxon ITC is calculated by multiplying the prior year SR&ED ITC by the federal tax rate.
3 From Ex. F4-S2-T1 Table 9 for 2008 & 2009, line 19.
4 Income Tax Rates for 2008 and 2009 are from Ex. F4-T2-S1 Table 6, line 32.
Income Tax Rate for 2010 is from Ex. F4-T2-S1 Table 5, line 31.
5 From EB-2007-0905, Ex. F3-T2-S1 Table 2 (Regulated Hydroelectric) & Ex. F3-T2-S1 Table 4 (Nuclear).

From Ex. F4-T2-S1 Tables 2 and 4.






