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BUSINESS PLANNING AND BUDGETING PROCESS

1.0 PURPOSE
This evidence presents an overview of OPG's business planning and budgeting process.

2.0 OVERVIEW

OPG'’s business planning and budgeting process is relevant to this Application because the
revenue requirement requested for the regulated hydroelectric and nuclear facilities is based
on OPG’s 2010 — 2014 Business Plan.

Section 3.0 provides an overview of the business planning and budgeting process. Section 4.0
sets out the business planning guidelines for the 2010 — 2014 Business Plan and section 5.0
sets out how expenditures are classified, the objectives of OPG'’s investment programs and
how project portfolios are developed across the company's business units. Section 6.0
describes the business case requirements for project release and section 7.0 describes the
post-implementation review process following the completion of a project.

3.0 BUSINESS PLANNING AND BUDGETING - PROCESS OVERVIEW

OPG’s business planning and budgeting process is a decentralized annual process
undertaken within a consistent corporate framework of strategic objectives, resource
guidelines, and costing assumptions. The key elements of this corporate framework are
identified to the business units through business planning instructions provided by Finance.
Within this framework, the individual business units develop their specific strategic and
performance objectives, and then identify and plan the work required to achieve these

objectives.

The key elements of the business planning process are as follows:

e The communication of the planning context.

e The identification of key operating, economic and other planning assumptions to be used
in development and costing of plans, including:
o Forecast escalation rates and burden rates for labour costing.
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Foreign exchange rate forecasts.

Interest rate forecasts.

The communication of the business planning framework is as follows:

o]

Communication of the business planning schedule including key timelines, milestones
and activities, through business planning instructions typically issued by Finance
during the second quarter.

Communication of the regulatory framework, including variance and deferral

accounts, pricing structures, and any incentive mechanisms.

» Development of a consolidated revenue, sales and production forecast by OPG’s Energy

Markets business unit, along with associated scenarios and sensitivities. This forecast

incorporates key production and reliability parameters from the nuclear and hydroelectric

business units.

The preparation of a consolidated financial outlook by Finance, based on inputs received

from across the organization. Business units provide their planned OM&A, capital and

provision-funded expenditures. Finance develops a comprehensive financial outlook by

supplementing this information with the following elements:

O

Forecast depreciation expense based on existing assets and forecasts of new
additions to the asset base.

Forecast borrowing requirements and associated financing costs, which are reviewed
with OPG’s Treasury department.

Nuclear liabilities, which are based on the lifecycle cost estimates for nuclear waste
management and decommissioning programs, and the associated required
decommissioning and used fuel fund contributions.

Income taxes payable which are forecast in conjunction with the Taxation
department.

Each business unit's plan also identifies key risks to forecast results and mitigation

initiatives.
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e Depending on the operational and/or financial issues facing OPG at the time, alternative
planning scenarios may be identified and modelled once the base case forecast has

been established.

e Individual business unit plans are reviewed with the President and Chief Executive
Officer (“CEOQ") and Chief Financial Officer (“CFO”) through a series of presentations,
usually during September and early October. Business units incorporate feedback and
redirection from these sessions into updated submissions, typically in early November.

o The draft consolidated business plan, based on these updated submissions, is reviewed
by OPG senior management. The plan is also reviewed with shareholder representatives.
The 2010 — 2014 Business Plan was finalized for submission to the OPG Board in
November 2009 for approval.

3.1 2010 - 2014 Business Planning Objectives

The 2010 - 2014 Business Planning Instructions, issued on June 3, 2009, are provided in
Attachment 1. In setting the context for the planning process, the Instructions recognized the
significant challenges facing OPG as it enters a transition phase for much of its generation,
and the challenges its customers face in terms of significant economic turmoil. Major
initiatives that impact OPG's regulated operations include: the Darlington Refurbishment
Project (see Ex. D2-T2-81), the Pickering B Continued Operations initiative (see Ex. F2-T2-
S3) and incorporating a “gap-based” approach to business planning in Nuclear (see Ex. F2-
T1-81).

In response to the financial environment, business units were directed to be aggressive in
managing their costs while maintaining their critical performance objectives. Specifically, the
business planning guidelines for 2010 required an $85M reduction in OM&A, compared o
previously planned levels for that year. Management’'s commitment to this reduction helped
offset the loss in revenue resulting from the deferral of the rate application.
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Guidelines for subsequent years in the plan recognized the need to maintain strict
expenditure control, and included:

» The continuation, into future years, of the 2010 cost reductions implemented by Nuclear.
» Adirection to all corporate support groups that they freeze their future years’ expenditure

at 2010 levels.

OPG's business units responded by submitting plans that have met the financial targets. The
cost reduction targets set by Finance are expected to be exceeded, with estimated savings
across all business units of $278M in 2011 - 2012, compared to the previous business plan.
At the same time, OPG faced a number of cost increases for new initiatives, including
increased expenditures on Pickering B Continued Operations. These increases total $150M
during 2011 - 2012, with the result that in 2011 - 2012, the total business unit expenditures
are forecast to be $128M lower than in OPG's previous business plan. Lower burden rates,
primarily due to lower pension and Other Post-Employment Benefits (“OPEB”) expense
resulting from more favourable economic conditions, contribute an additional $193M

reduction to business unit costs over the two years.

4.0 BUSINESS UNIT ACTIVITIES

Business planning within the business units starts in the spring of the year prior to the period
covered by the business plan with internal reviews of the current planning framework and
confirmation and updating of business objectives and priorities. The business units also
review the status of operational and performance plans and related capital and OM&A
expenditures, as well as identification of emerging issues. This process is supplemented by
additional planning direction identified at the corporate level. For example, as noted
previously, the 2010 - 2014 corporate business planning guidelines identified a requirement
to reduce 2010 OM&A by $85M compared to the levels established in the previous plan. Out

of this process, business unit objectives and priorities are determined.

Over the course of the early summer, initial plant and site business plans are developed.
Business unit management reviews these proposals and prioritizes projects and

expenditures to establish a preliminary business unit plan. Further details regarding business
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planning and budgeting processes within the business units are provided in Ex. F1-T1-S1

and Ex. F2-T1-S1.

The business units present their preliminary plans to the CEO and CFO in late September or
early October. These presentations identify key assumptions, operational or functional
objectives, key risks and uncertainties, resource requirements and analyses of year-over-
year changes in requirements, as well as changes from previous plans. During these

sessions, the CEO or CFO provides redirection on these plans as required.

Business units then resubmit their plans, typically in October or early November, and plans
are consolidated into a final draft corporate plan. The updated corporate plan is then
presented to the OPG Board for approval.

5.0 INVESTMENTS/PROJECTS

5.1 Classification of Expenditures

Expenditures on investments or projects are classified in accordance with Canadian GAAP
("GAAP”) as capital, OM&A, or charges against a previously established liability. Previously
established liabilities include the liability for fixed asset removal and nuclear waste

management (as discussed in Ex. C2-T1-S1).

Expenditures that are classified as capital are recorded as either fixed or intangible assets.

Specifically, OPG capitalizes the following types of expenditures:

e Acquisition and construction of new assets: expenditures related to the purchase, design,
development, construction or commissioning of a new asset that will provide benefits
beyond the current year and meet or exceed the defined materiality threshold are
capitalized.

* Rehabilitation/improvement/maintenance of existing assets: expenditures related to
existing assets must meet all of the following criteria to be capitalized:

o The benefits must extend beyond the current year.
o The level of expenditure must meet or exceed the materiality threshold.
o The expenditure must either extend the life or increase the output of the asset.
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o Replacement: expenditures for the replacement of a significant component/complete
capital asset are capitalized when the expenditures are expected to provide benefits

beyond the current year and meet or exceed the materiality threshold.

OPG capitalizes only those overhead costs that are directly attributable to the acquisition or
construction of an asset. Overhead costs that are not directly attributable to the acquisition or
construction of an asset such as the costs of the OPG Board, senior management, and most
of the costs of support functions including finance, legal, office management and

administration, and human resources, are expensed as incurred.

Expenditures that relate to a previously established liability are applied against the liability as
incurred. The most significant example of such expenditures relates to nuclear
decommissioning and used fuel management.

OM&A expenditures include general maintenance, repairs (up to and including major
disassembly/overhaul), operating costs and other expenditures that do not meet the criteria
for capitalization and do not relate to previously established liabilities. In addition, project
development costs incurred prior to the date that an alternative is selected for
implementation are charged to OM&A. The only exception is that payments to obtain an
option to acquire property, plant, and equipment are capitalized when the option is exercised.
Subject to the capitalization criteria above, project development costs are capitalized once
the preferred alternative for a new capital asset or capital improvement to an existing asset is
selected.

OPG’s capitalization policy is summarized in the decision tree below:
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OPG applies the following thresholds for the materiality assessment included in the decision

tree:

Generating Asset Classes
Administrative/Service Buildings
Telecom Equipment

Minor Fixed Assets*

Software

$200k per generating unit
$ 25k per building

$ 25k per item

$ 25k per item

$200k per application

*Minor fixed assets include portable assets used in OPG's administrative, construction,

transport or maintenance/service activities unless they are used directly for the generation of

energy or form integral components of a building.

Materiality thresholds are applied on individual items rather than on an aggregated basis.

Projects and/or work orders cannot be aggregated to qualify for capitalization. The exception

to this principle applies to aggregated identical items purchased for a single generating unit,
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or items that are part of a capital project where the project as a whole is evaluated against

the materiality threshold.

Following the adoption of CICA Handbook Section 3064 effective January 1, 2009, OPG
reclassified certain items previously considered to be fixed assets to intangible assets. These
items primarily included computer software. These intangible assets continue to be included
in OPG’s rate base (Ex. B1-T1-S1) and as a result, this reclassification has no impact on
OPG’s proposed revenue requirement.

5.2 Asset Management

OPG’s investments and initiatives are targeted at programs that will result in increased
generating capacity, extended service lives, improved performance, and reduced long-term
operations and maintenance costs.

In addition to improving performance of its existing assets, OPG also evaluates development
initiatives with respect to its regulated facilities which can include plant life extensions, plant
redevelopments or new supply developments. These development initiatives are typically
larger in size, have higher risk profiles and longer time horizons than the projects held within
the business unit portfolios. These potential investments are subject to more rigorous internal
evaluations and scrutiny during the approval process and, often, external third party reviews,
prior to the decision to proceed. Examples for the regulated facilities include Darlington
Refurbishment, Pickering Continued Operations, and the Niagara Tunnel.

5.3 Project Portfolios and Supporting Documentation

As part of the business planning process, business units submit project lists that have been
prioritized to maximize value and address regulatory requirements while considering risks,
corporate business objectives, asset management processes, and preliminary funding
guidelines. All projects necessary to meet work program requirements and having cash flows
within the business plan time horizon are listed. The total cost of the projects must be within
the preliminary funding guidelines.
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The project list is a snapshot of the project work intended to be done over the business ptan
horizon. As time progresses, priorities may be re-set and the project list may change as
dictated by the needs of the business. Details regarding the prioritization process are

provided later in this schedule.

5.3.1 Planning Business Cases

“Planning” business cases, or project screening forms in nuclear, are required for major
projects (projects with cash flows of at least $1M during the budget year and/or at least $4M
in any of the future years of the business planning horizon) that are planned to commence
over the first two years of the plan. Inclusion of a project in the business plan does not
constitute approval to proceed with the project. Request for project approval and release of
funds to commence work on a project is a separate process and requires a more
comprehensive business case summary (“BCS”). Business case requirements for project
release are discussed later in this schedule. Planning business cases are a preliminary and

usually more condensed version of the full BCS.

Planning business cases are prepared by the project sponsor’, with assistance and review
provided by the local controller. The extent of information provided in planning business
cases is commensurate with the nature of the project, the level of expenditure, and its stage
of development (and thus the level of information availability) at the time of inclusion in the
project listing.

Key information requirements for planning business cases include:

» need for the project

the project’s contribution to meeting OPG's business objectives

results to be delivered

L ]

quantifiable benefits

alternatives considered

' Project sponsor is the individual responsible for issuing a project charter, managing and communicating the on-
going business requirements related to the project and ensuring that a post implementation review is conducted
as required.
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e cash flow requirements

e impacts of not proceeding/deferrals

+ other considerations that can be used to establish a relative ranking and to facilitate

investment trade-offs as needed

5.3.2 Project Categorization
Investments must also be categorized according to the type of benefit they are expected fo

produce. Investments fall within the following three categories established by OPG:

» Value Enhancing — Discretionary investments that promise value creation or strategic
opportunities, such as added revenues, reduced costs, increased efficiencies, or new
business opportunities.

» Regulatory — Expenditures required to satisfy environmental, safety or other requirements
in law or regulation to allow the continued operation of existing facilities.

» Sustaining — Required to maintain existing infrastructure and facilities at their current
performance level.

5.3.3 Project Prioritization Process

As the business units compile their project lists, the total cost of all initially identified work
may exceed funding guidelines and/or the unit's capacity to undertake the work during the
planning period. Prioritization processes are then applied to assist with the selection of the
highest priority projects while remaining within the funding guidelines and resource
capabilities. Since business units manage different assets, prioritization approaches are also
unique to each business unit. The approach for regulated hydroelectric facilities is presented
in Ex. D1-T1-S1 and that for nuclear projects is presented in Ex. D2-T1-S1. However,
business unit prioritization approaches have common elements such as value, consideration

of risks, and regulatory compliance.

Business unit funding guidelines are established based on corporate strategies and priorities.
Corporate prioritization of specific projects is undertaken only if there are corporate
constraints with respect to spending or borrowing, or if the funding guidelines are exceeded
in the business unit plan submissions. The information submitted by the business units (e.g.,
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planning BCSs, business unit prioritized project listings, business plan presentations)
generally provide sufficient information to allow trade-offs at the corporate level should the

need arise.

6.0 BUSINESS CASE REQUIREMENTS FOR PROJECT RELEASE

Approval is required for the release of funds to undertake project work. The documentation
for seeking approval consists of a BCS, which provides a detailed analysis of alternatives
and the rationale for the recommended alternative.

Requests for releases of funds are approved in accordance with the OPG Organizational
Authority Register (“OAR”), which is provided in Attachment 2. The OAR sets out delegated
authorities within OPG, and defines approval limits for decisions made on behalf of the
corporation. Approval requirements for capital and OM&A projects are based on the amount
of funds being released, with more restrictive requirements for projects of a strategic nature
or unplanned work (projects not identified in the project portfolio during business planning).
The OAR also specifies authorities for approval of variances for previously released projects,
and for superseding releases where projects must be reconsidered due to significant scope
and/or cost changes.

There is also a process for functional review of a BCS to ensure that it meets the criteria for

the quality and completeness of the information required to enable an informed decision on

approval of the project release. The functional review is required where there is a significant

impact on the function or its deliverables. For example:

» Projects with substantial IT requirements should be reviewed by the Chief Information
Officer's (“ClO”) Department.

» Projects with significant legal or contractual issues should be reviewed by Law Division.

» Projects involving real estate transactions or leasing of office spaces should be reviewed
by Corporate Real Estate.

» Projects with significant labour relations or health and safety issues should be reviewed
by Human Resources.
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Business Case Summaries are prepared using the format established in OPG's BCS
Guidelines to ensure a consistent approach to developing investment proposals. The BCS
Guidelines establish the discount rates for OPG's economic evaluations for regulated assets.
The discount rate is currently 7 per cent, which is based on the OEB’s approved formula for
determining the cost of capital and the deemed capital structure approved by the OEB in EB-

2007-0905 as well as OPG’s long term view of the financial markets.

OPG uses a number of measures to assess development initiatives. As an initial screening
tool, a Levelized Unit Energy Cost (“LUEC") is developed for the investment and compared
to the LUEC of other investment options. A LUEC expresses all the future costs of a
generation option on a per unit of energy basis and is typically expressed as ¢/kWh in
constant dollars for a given year. The use of LUECs allows for comparison across different

investment options.

To assess an investment's value in the context of the overall Ontario electricity system, its
cost is evaluated against the estimated value to the electricity system of the additional
capacity and energy expressed on $/MWh basis - the system economic value ("SEV").
OPG'’s develops the SEV based on a number of inputs including forecast demand, fuel
prices, CO2 offset cost, cost of new generation (typically combined cycle and simple cycle
gas plants) and publicly available information on committed generation plans in Ontario (e.g.,
OPA contracts). OPG also considers relevant environmental legislation and policies (e.g., air
emission limits on SO2, NOx, particulates, mercury).

To test sensitivities, high and low values of the inputs are used to produce a range of
forecast SEV. OPG’s SEV forecasts are benchmarked against those developed by external
agencies as part of the internal validation process.

7.0  POSTIMPLEMENTATION REVIEW PROCESS

The post implementation review (“PIR”) process is used by OPG on a corporate-wide basis
to assess achievements following completion of capital and OM&A projects. Specifically, a
PIR is an appraisal process designed to evaluate whether planned results of a given
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investment have been met following project completion. The two main objectives of the PIR
process are to verify whether the benefits stated in the project business case were realized,
and to capture the lessons learned from each project so that they can be applied to improve

future projects and investment decisions.

Post implementation reviews follow a simplified or comprehensive format depending on the

size and scope of the investment involved.

7.1 Simpilified PIR

Focuses on validating if the stated benefits/results are realized as presented in the business
case for the project. All projects greater than $200k must undergo a simplified PIR as
specified in the PIR plan, ideally within six months of the project being completed. Exclusions
are those projects that have been earmarked by senior management to undergo a
comprehensive PIR because of high value (greater than $25M) or due to other factors.

7.2 Comprehensive PIR
A comprehensive PIR is an independent and broad review of a completed project. It is an
intensive exercise requiring a multi-disciplinary team, ideally independent from the project
team, to review all phases of a project. It provides detailed feedback on how the project was
developed, planned, and executed to help gather lessons for future investments. It is only
performed on a small number of projects due to the high resource requirements.
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If you require further information on business planning assumptions, schedules, or requirements,
please contact:

David Halperin — Director, Business & Financial Planning 592-6100
Sandra Radcliffe — Manager, Financial Forecasts 592-4062

Regarding OEB Regulatory processes and requirements:

Barb Reuber — Director, Ontario Regulatory Affairs 592-5419
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1.0 INTRODUCTION

This year's Business Planning process is occurring against a backdrop of unique financial circumstances,
Ontario has been particularly hard hit by the global financial meltdown and the restructuring of the domestic
automobile industry. At the same time, 2010-2014 Business Plan will span a critical period for OPG, during
which we will see dramatic changes in our operations and assets, as we reshape the generation portfolio to
meet future needs. Key elements of this transition include:

* Extending the "Continued Operations™ program at Pickering B, intended to confirm the easibility and
enhance confidence in being able to operate that plant beyond its current nominal service life.

Establishing the plans and approval milestones for refurbishing Darlington

Continuing to build the infrastructure required to support the new nuclear build project

Ongoing pursuit of medium and large-scale hydro-electric developments

The challenges associated with planning and executing these initiatives would be daunting at any time; the
fact that this year's process is occurring during a period of unprecedented economic turmoil, compounds our
task this year. The fact that many Ontario businesses are fighting for survival, and ratepayers are facing
economic hardship, means that we can expect unprecedented pressure to aggressively manage our costs,
while maintaining safe and prudent operations.

The objective of the 2010 -2014 planning process is to develop a 5-year consolidated business plan that:
o Establishes medium term (2010-2014) operational and financial targets, and resource requirements,
consistent with OPG's strategic objectives.
+ Establishes the budget and accountability base for the first year (2010).
+ Documents OPG'’s medium-term financial and operational outlook to be shared with financial
stakeholders (e.g., shareholder, banks, credit rating agencies, regulators) in order to maintain access to
capital markets.

Once approved by the OPG Board of Directors, the 2010-2014 Business Plan will form the basis of our
application to the Ontario Energy Board (OEB) for the determination of new rates for the output from OPG’s
regulated facilities for the January 1, 2011 to December 31, 2012 period.. Corporate Finance and Regulatory
Affairs will continue to integrate business planning and regulatory information requirements.

Recognizing the scope and complexity of the challenges we face this year, a number of changes are being
made to the business planning process. These improvements include:

Earlier roll out of process instructions

Two step process for top-down establishment of OM&A targets

Improving the transparency of plans — eg through benchmarking and gap analyses

Increased management oversight during the process

Earlier approval of the corporate plan (to facilitate preparation of the OEB application)

The overall timing of key elements of the business planning process is as follows:

Early May - Instructions issued, 2010 OM&A targets set

June — status reports on BU business plan development; OM&A targets for 2011 and beyond set
Early September — BU business plan submissions provided to Corporate Finance

Late September -- Senior Management reviews of BU plans

Mid October - Updated submissions to Finance

November — OPG Board approves 2010-2014 plan

Post Approval Activities (OEB related)

A more detailed schedule is shown is section 2.5.
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2.0 PLANNING CONTEXT Contact: David Halperin

2.1 VISION, CORE BUSINESS AND STRATEGY

Over the last five years, OPG has established itself as a performance-driven company and has regained the
confidence of its Shareholder. Today, OPG is seen as a responsible and credible generator, an important
contributor to the economy of Ontario, and a positive force in the communities in which it operates. This
perception is backed up by strong performance across a number of areas, including:

consistently strong safety results;

high levels of hydroelectric availability;

etter environmental performance;

continuing world class performance at Darlington and ongoing improvements at Pickering A&B; and
higher levels of net income - although a number of challenges remain on the road to financial
sustainability.

These accomplishments reflect a successful execution of the vision that has guided OPG over the last five
years. Looking forward, OPG's mandate is to cost-effectively produce electricity from its diversified
generating assets, while operating in a safe, open, and environmentally responsible manner.

OPG’s goal is to be a leader in clean energy generation and to have a major role in leading
Ontario’s transition to a more sustainable energy future.

To achieve this goal, OPG is focused on three corporate strategies

® performance excellence;
) generation development; - and
o developing and acquiring talent

Performance Excellence

Performance excellence is essential to OPG. Every business segment and corporate function exhibits
our commitment to generation, safety, the environment, and fiscal performance. It is through our focus on
performance excellence that OPG is able to efficiently and reliably provide electricity to the province and
deliver value to its Shareholder.

Nuclear Generating Assets
Performance excellence for OPG nuclear means safe, efficient and cost effective

operations, with prudent investments to improve reliability. Programs and initiatives have been
implemented that will continue to:

) improve safety performance; increase equipment reliability to reduce generation interruptions;

. plan and execute outages more efficiently to realize optimal generation potential;

. mitigate technological risks through essential and effective inspection and testing programs; and
. address workforce planning issues.

These initiatives, combined with ongoing cost control efforts, are expected to result in lower production unit
energy costs.

Hydroelectric Generating Assets

Performance excellence at OPG’s hydroelectric generating assets is defined as improving production in a

cost-effective and efficient manner. Programs and initiatives are underway to replace aging equipment

such as turbines, generators and transformers.

. OPG plans to increase the capacity of existing stations by 87 MW over the next five years by replacing
existing turbine runners with more efficient equipment. The replacement of control equipment will also
improve efficiency and accommodate market dispatch requirements. Aging civil structures will be
repaired, rehabilitated or replaced.
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° The hydroelectric business segment is strengthening its relationships with First Nations and local
communities.
® OPG is meeting the demographic challenges faced by its hydroelectric business unit by training staff to

perform new roles and by hiring new staff, including graduate trainees.

Fossil-Fuelled Generating Assets

Safety

OPG's safety culture is rooted in the belief that zero injuries can be a reality. OPG is committed to

achieving performance excellence in employee, contractor and public safety through continuous

improvement in its safety management systems and risk control programs and a corporate commitment to
achieving the goal of zero injuries in the workplace. OPG strives for continuous improvement through visible
leadership and commitment to safety, a strong safety culture where employees take personal responsibility
for safety, and maintaining effective safety management systems. To improve OPG's AIR going forward and
to strive for zero injuries, OPG is committed to reducing the number of workplace injuries through targeted
risk reduction programs.

Environmental Performance

OPG’s Environmental Policy states that “OPG will strive to continually improve its environmental
performance”, and commits OPG to meet all legal requirements and voluntary commitments, with the
objective of exceeding those standards where appropriate and feasible. Other goals include integrating
environmental factors into business planning and decision-making, and maintaining environmental
management systems which improve transparency in monitoring and reporting of OPG'’s environmental
performance. OPG monitors emissions into the air and water and regularly reports the results to regulators
that include the Ministry of the Environment, Environment Canada and the CNSC, as well as the public. OPG
also continues to address historical land contamination through its voluntary land assessment and
remediation program.

Financial Sustainability

OPG'’s financial priority, operating as a commercial enterprise, is to achieve a sustainable level of
financial performance. Inherent in this priority are the objectives of: earning an appropriate return on
OPG's regulated assets; receiving market prices for production from unregulated assets; identifying and
exploring efficiency improvement opportunities; and ensuring that sufficient funds are available to achieve
OPG's strategic objectives of performance excellence and generation development. OPG has employed
a number of strategies to achieve a level of sustainable financial performance.

Generation Development

With the aging of OPG's generating fleet, it is essential that focus be placed on generation development.

OPG pursues capacity expansion or life extension opportunities where it makes good business sense.
Increasing the production potential of existing infrastructure reduces the environmental impact of meeting
Ontario’s electricity demands. Pursuing opportunities to leverage existing sites and assets will enable OPG to
realize the additional benefits from these assets. OPG’s ongoing and planned major projects include nuclear

ilant refurbishment, new nuclear ieneration, new hidroelectric ieneration and plant upgrades,—
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Pickering Refurbishment Project

Work is proceeding on the feasibility study to refurbish the Pickering B nuclear generating station. This
includes an assessment of the station’s condition, an EA, and an Integrated Safety Review (“ISR”), which

is designed to ensure safe and secure operations of the station for the proposed future period. OPG has
submitted all required Safety Factor Reports to the CNSC. The CNSC continues to review these reports and
OPG is providing additional information as required. OPG is preparing the final ISR for submission in late
2009.

Darlington Refurbishment Project

Planning work for the assessment of the feasibility of refurbishing the Darlington nuclear generating

station began in early 2008. Planning for the plant condition assessment commenced in the second quarter
of 2008 and will continue throughout 2009. In addition, a number of technical studies are underway to
evaluate the condition of critical plant components in order to finalize the project’s scope. In late 2008,

OPG commenced the ISR process. The ISR Basis Document, which identifies the ISR scope and
methodology, was submitted to the CNSC in November 2008. The ISR is expected to be completed for
submission to the CNSC by late 2011.

New Nuclear Generating Units

In March 2008, the Minister of Energy announced a two-phase competitive Request For Proposal (‘RFP”)
process to select a nuclear reactor vendor for two units of baseload generation to provide 2,000 to
3,500 MW of generating capacity to the Ontario electricity grid.

. Phase one of the RFP process assessed the ability of the invited vendors to support a successful
construction licence application in compliance with Canadian regulatory requirements and to
successfully deliver the overall project, as well as to ascertain their financial strength and legal position.
Phase one was completed in June 2008 with Areva NP, Atomic Energy of Canada Limited, and
Westinghouse Electric Company advancing to phase two.

. Phase two of the competitive RFP process was launched in June 2008 to select a nuclear reactor
vendor who will design, develop, construct, and provide licensing and commissioning support, and fuel
supply, to a stand-alone two-unit nuclear power plant at the Darlington site. It is expected that the
preferred vendor will be announced in the late spring of 20089.

Niagara Tunnel

The progress of the tunnel boring machine continues to be slower than what was expected under the original
contractor schedule, primarily due to excess overbreak of the Queenston shale in the tunnel crown. A dispute
review hearing process was initiated earlier in 2008 to assess, among other things, whether the actual
subsurface conditions encountered are materially different from those that were anticipated as part

of the design-build contract. The Dispute Review Board issued its non-binding recommendations in late
August 2008. OPG and the contractor are using the Dispute Review Board recommendations as a basis

for negotiating revisions to the design-build contract. These revisions are expected to have a significant
impact on the project completion schedule and the cost estimate. The negotiations are underway and are
targeted for completion in the first quarter of 2009.

Upper Mattagami and Hound Chute
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Lower Mattagami

OPG is proceeding with a development plan to increase the generating capacity of four hydroelectric

Biomass Generation Opportunities

2.2 OPERATING ASSUMPTIONS

2.2.1 Fossil Long-term Asset Strategy

2.2.2 Interim Nuclear Operating and Investment Decisions

Nuclear's 2010 plan assumes implementation of Pickering B Continued Operations program over the years
2009- 2013. The program is intended to ensure the plants’ ability to operate through 2018. Continued
operations will extend the “window” within which decisions regarding Pickering Refurbishment can be made.
Planning for the Darlington refurbishment continues to assume a 2016 date for the initial refurbishment
outage.

2.3 SUPPORT FUNCTION REVIEW Contact: David Halperin
The dispositioning process for SFR opportunities was completed during 2008, and there are no specific
business plan-related reporting or analytical requirements. Business plans will reflect benefits from
opportunities implemented during the last two planning cycles.

2.4 REGULATORY REQUIREMENTS Contact: Barb Reuber

The 2010-2014 Business Plan will form the basis of OPG’s next rate submission to the OEB, which is planned
for March 2010 and will cover rate years 2011-2012. In preparing their plans and submissions, business

units should review issues raised in last summer’s hearing and subsequent OEB decision (November 3,
2008i as thei develoi ierformance ob'|ectives and exienditure ilans. *
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If you require additional information regarding requirements for preparation of the OEB application, please call
Barb Reuber at 416-592-5419.

2.5

SCHEDULE

As noted earlier, the business planning process features a number of changes this year in response to the
planning challenges we are facing. Key changes and new elements include the following;

Approval of the business plan is targeted for November 2009, one month earlier than in previous years,
to facilitate preparation of the corresponding OEB rate submission for filing on March 15, 2010. This
entails compressing activities at the back end of the schedule and will have little impact on BU
schedules.

Business plan instructions are being issued earlier than in previous years and expenditure guidelines
for OM&A are being established.

There will be a mid-process status report due to the Chief Financial Officer and Vice-President,
Business and Investment Planning, due late in June, to communicate the status of each Business
Units’ business plan development.

The Executive Committee will review and approve 2011 OM&A guidelines in July after consideration of
planning progress and issues

| Date Business Planning Activities
March 31 +  Executive Committee approves 2010-2014 Business Planning
arc Process proposal and confirms 2010 OM&A targets
May (early) Business Plan instructions issued
May (mid) Preliminary Energy Production Plan released
Y Board approves Fossil Asset Strategy (coal unit shutdown schedules)
BU status updates provided to Senior Management (details to be
June provided)
Updated Energy Production Plan reflecting May Board decision
regarding Fossil Asset Strategy)
July Executive Committee approves 2011 OM&A targets

June — August

Continuing site and BU plan development

Initial submissions to Finance Sept 8

September CEO/COO/CFO reviews Sept 21 - Oct 9
Potential Status report to OPG Board (Sept. 30)
Revised revenue & energy plan Oct 15
October Revised submissions to Finance Oct. 15
EC review Oct. 27
EC review Nov. 3 (if necessary)
November Board mail out Nov 11

Board approval Nov 19

Following the OPG Board’s approval of the plan,
for the 2011-2012 rate submission will commence,
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3.0 SPECIFIC BUSINESS PLANNING & BUDGETING INSTRUCTIONS
3.1 INFORMATION SUBMISSIONS Contact: Sandra Radcliffe
Business Plan Submissions are required from each business unit, and consist of two primary elements:
® A quantitative resource and financial submission package, submitted through BPS, and accompanied

by supporting analysis material; and

) Business Plan power point presentations, to be made to senior management starting in the second half

of September, and which must be provided to Corporate Business and Investment Planning in advance
of the review with senior management.

The initial resource and financial submission packages are due to Financial Planning on September 8 and
consist of the following elements:

* Resource and financial information, including OM&A, non-electricity revenues and costs, capital, minor
fixed assets, staff, and provision expenditures, which are to be submitted with work program and
resource type/cost element detail through the Business Planning System (BPS). Monthly detail is
required for 2010 and 2011. Summarized quarterly detail is sufficient for the remaining years, and may
be submitted by email by October 15; this information must reconcile to the annual information
contained in BPS.

* Interest capitalization, removal costs and in-service addition forecasts are required, consistent with
capital project plan details submitted in BPS and Project listings, (see Section 3.6). Quarterly details for
the all years must be submitted on September 8

¢ BU’s are reminded of the importance of appropriate forecasts for working capital items, including fuel
inventory and material and supplies inventory,

» Cost allocation ~ Business units must allocate all their costs to the station level, within regulated and
non-regulated OPG. See section 3.4.2 following.

» An accompanying analysis package which addresses significant changes in resources and
performance from both plan-over-plan and year-over-year perspectives. Changes of $5 million or 10%
in business plan resources (OM&A, capital, fuel, and non-electricity revenues) should be addressed, as
well factors influencing year over year performance. As in the past, this analysis should be provided to
Financial Planning through an email, Excel (preferred) or Power Point file.

Similar to previous years, the Business Plan Presentations should identify objectives, performance targets,
resources, key initiatives, and risks and mitigation strategies. Comparisons to the current business plan, with
analyses of changes in resources and targets, are required. The presentations must also specifically
address two new information requirements, intended to promote greater transparency in our operational
plans:

Operational Benchmarking

. Business units are to indicate how benchmarks/benchmarking have been utilized in assessing
operational performance, and their consideration in establishing performance objectives and/or cost
targets. Where relevant or comparable benchmarks may not exist, businesses should indicate what
other externally-based references are utilized to assess performance and identify potential
improvements.

Marginal Resource Analysis

. Budget guidelines incorporate the targeted $85 million reduction for 2010. Business plans also need to
provide a marginal resource analysis that indicates the impact of having to reduce planned in 2010 and
2011 by a further 5% below guidelines. The analysis for each year should be done separately. The
analysis can be provided on a layered basis, eg “the first 1% or $X million would impact programs
abe....., the next 2% would require the deferral of xyz, etc”. Implications of program reductions or
project deferrals are to be identified.
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3.2 RESOURCE AND PERFORMANCE PLANNING GUIDELINES

The OPG Board's approval in February of the 2009-2013 Business Plan incorporated a deferral of the next
rate application from 2010 to 2011. Management committed at that time to reduce 2010 OM&A by $85 million
from levels in the current plan in order to ameliorate the financial impact of deferring the application. The
resulting OM&A guidelines for 2010, as endorsed by the Executive Committee, are shown in the following
table.

Guidelines for 2011 OM&A expenditures will be established and approved by the Executive Committee in
June. The decision on guidelines will be made after considering a number of factors, including:

. The progress BUs are making on meeting their 2010 expenditure targets, and

. The continuing need to prudently reduce or defer expenditures, to reduce ratepayer costs

Until guidelines for 2011 and beyond are set, the interim guidelines are the planned OM&A levels for 2011-
2013 as approved in the 2009-2013 business plan, as indicated in the table below.

2009 Business

OM&A - $Millions Plan* 2010 2011 2012 2013
2009 2010 Interim Guideline

Nuclear Operations =~ | 1610 18679] 1839 ,1,5,78Tf 1617 1,764
NGD and NNB 77 11 15 23 31
Hydro % 237 2-36 % %
BS&IT =Rk B kY ol 244} 251 7B
Finance 91 93 (1) 92 95 99 100
Human Resources |  86f 88| (1 57} eo| 2|  e3
Corporate Affairs &

Energy Markets 53 53 51 51 54
ESIA b s g s sl o8
Business Unit OM&A 2,818 2,832 2,730 2,804 2,976
Corporately Held Costs 1 18 e . 256 If—',-i-";”330' . 460
Total OM&A 2,988 ] 3,017 | (85) 2,932 2,986 | 3,134 3,436

* before reductions

3.3 COSTING ASSUMPTIONS

Services provided to others and associated revenues should be identified and held at the business-level
along with direct costs through Cost of Goods Sold.

Financial Planning is accountable for obtaining and/or developing forecasts for the following financial items:

e Interest expense, depreciation costs and income taxes — based on input from businesses. [t is critical
that BU's provide accurate interest capitalization and realistic, trended in-service addition
details for capital projects, to facilitate this. For hydroelectric, the split between regulated and non-
regulated assets must be carefully reviewed. The forecasts for regulated assets will form the basis for
submission to the OEB, and therefore both the estimates, and the trending must be defensible.

s Energy revenues andm will be forecast by Energy Markets.

¢ Bruce Lease revenues will be forecasted and held at the corporate level; however, provision of services
to Bruce Power outside of those included in the lease should be provided at the BU level.

» The non-current pension and OPEB components of the Payroll Burden Rate for regular staff will be kept
at the corporate level.

* Guarantee fee on nuclear liability will be calculated and held at the corporate level.

While these items are consolidated at a corporate level, they will each continue to be allocated to sites and
lines of business for purposes of segmented and management reporting.
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Escalation and other economic indices required for calculating expenditures can be found by taking the
following link to the Business Planning / Economic outlook web page. Q3 2008 forecasts are currently
posted and these will be updated for the March 2009 outlook once it is available, expected to be early May.

Interest capitalization rates are assumed to be 6% pa for the business planning horizon.

3.4 INSTRUCTIONS FOR USE OF BPS Contact: Ram lyer

In order to isclate labour and burden rate impacts, there will be three versions of BPS available to business
units, similar to last year's process. W01 will use current BP09-13 rates, W02 will use new labour rates with
old burden rates, and W03 will use new labour and new burden rates. Please coordinate submissions with
Karen Mooney. Financial Planning will extract W03 details on September 8, 2009 in order to consolidate the
business plan.

e Work Program and Projects should be trended on a monthly basis for 2010 and 2011 which will be
picked up through BPS;

» Under-spending trends indicate that planned hiring lag and project initiation assumptions require
continuing refinement. Business units must ensure that their assumptions in this area reflect actual
experience and realistic expectations. Assumptions in this area, and comparison to historical trends
are to be highlighted in accompanying analyses.

» Total labour requirements must be balanced to total labour supply in the Labour Planning Module of BPS.
BPS will be locked on the submission days to allow consolidation of data by Financial Planning.

3.4.1 Labour Costs and Staffing

Businesses must use the BPS system for budgeting labour costs:

» The BPS system currently contains labour rates, burden rates and job families. Escalation for Society
and PWU are as per the current agreements, and should have been reflected in your 2009 plan. Work
is currently underway re the annual review of any necessary changes to job families, and other factors,
including the impacts of the new PWU agreement, that will affect rates by job family. Updated rates will
be available for review in BPS by early July, and will be finalized by the end of July.

NOTE: Development of updated labour rates in July requires the timely submission of regular and non-
regular staff forecasts, as identified in section 3.8.

Controllers will be required to verify and agree to the rates. Corporate burden rates will be updated by
the end of July, and will be available in W03. For the final submission, payroll burden rates MAY be
updated again in October, if there are material changes in staff levels and/or actuarial assumptions.

» Direct costs relating to Goal-sharing and AIP incentive plans will be budgeted at the corporate level.

* As a result of the transition to IFRS, costs charged to capital projects are required to include a SAVH
component related to internal labour costs. Effective January 1, 2010, Nuclear, Fossil and BS&IT, will
applied a SAVH component to both capital and OM&A projects, Hydroelectric will apply the charge only
to capital projects. Business Units are responsible for developing their SAVH costs to be charged to
projects. The resulting decrease in OM&A will be reflected in a corresponding change in business unit
OM&A guidelines. (Contact: Tom Staines)

3.4.2 Cost Allocations Contact: Paul Chabot
As a result of the automation of the BUS allocation process, there will now be a requirement to load a

complete set of P/L financial statement for each year of the Business Plan 2010-14 into BPS. Corporate
groups will still required to supply their rationale on management estimates for allocations. A template for
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this information will be provided by the end of May and will be expected to be submitted one week after the
September corporate submission). Preliminary accountabilities for input to BPS are:
Electricity Generation Revenue (Energy Markets)

egulatory Accounting group)
Fuei and Fuel-related (Business Units)
Non-electricity generation (Business Units)

Cost of Goods Sold (Business Units)

OM&A (Business Units)

Centrally held costs (Corporate Support grp)
Accretion & Earnings {Financial Planning)
Depreciation & Amortization (Financial Planning)
Property Tax (Property Tax grp)

Capital Tax (Financial Planning)

Interest (Financial Planning)

Income Tax (Financial Planning)

R EEEEEEEESY

The Corporate Support group will work with individual groups to transition the input to BPS.

3.4.3 New Resource Classification Detail Contact: Dave Bell
External Purchased Services Classifications

Segregated information on consultant spending will now be required for both planning and reporting
purposes. Currently one resource type (RT), is used to capture a number of expenditures under RT 310.

Current definition:

Contracts for a specifically defined project or service where the consultant establishes a level of
resources required to complete, and assumes financial risks associated with successful delivery of
project.

This very broad definition would include managed types of task services, professional services, such
as audit and legal, and general support services.

The objective for the new definition is to isolate only services pertaining to advice or guidance in a separate
RT. The new resource classification for consultants has been established in BPS as RT 300. The
new/revised definitions for external purchased services to be used for this planning process are as follows:

Consulting Services --RT 300:

e Al costs related to the use of a consultant including labour and non labour related items where the risks
associated with successful delivery are with OPG. The nature of this pertains to advice/ guidance/
recommendations with respect to management of a business function. Typically the engagement is self
managed by the consultant. (Examples: Studies, Reviews, E&Y or PWC consultant work in an advisory
capacity, support function or operational review)

Managed Task Services/Contract Services --RT 310:

e The tasks/services are incremental to the work force capacity and are normally performed on site by a
contractor who has the liability to perform. It includes all materials supplied as part of a fixed price
contract; material supplied on Time & Material contracts are charged to the materials resource type.
These also include professional, operations, maintenance, and general support services. (Examples:
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Construction & Engineering services such as design work and construction associated with Master
Services Agreements, professional services for legal and audit work and general operation &
maintenance activities provided such as lawn care, snow removal, janitorial, equipment repairs, etc.).

Augmented Staff-- RT 320

¢ External labour cost for work under OPG supetrvision and on OPG premises. Includes rental staff paid by
Accounts Payable, but excludes temporary staff paid through payroll. The risks associated with
successful delivery are with OPG.

3.5 BUDGETING FOR SERVICE PROVIDERS Contact: Lovieen Bassan

Businesses should work closely with service providers, such as Business Services & Information Technology
(BS&IT), Real Estate & Services, Supply Chain, etc., to jointly agree on service requirements and associated
costs. The costs should be adequately reflected in the service provider's plan. As per the cost model, ali
OM&A and capital resources (including MFA) will generally be held by the service providers on behalf of the
businesses. Please ensure that there are no duplications in budgets between the business-levels and service
providers.

Information technoloqy (IT) requirements should be identified to the BS&IT Office. Generally speaking,

they plan for all business-related IT needs, IT projects, and IT components of larger business initiatives where
they are identified to them. There are a number of IT expenditures not currently captured in the BS&IT plan.
These include:

» Process control hardware and software in Nuclear, Fossil & Hydro generation.

» Engineering tools hardware and new software in Nuclear. (Annual maintenance for most existing

software is covered.)
» Engineering tools hardware and software in Fossil & Hydro generation.
L ]

Where feasible, requirements for these items should be clearly identified to the BS&IT Office for inclusion in
its plan. Where the business is asking the BS&IT Office to assume budget accountability for existing items
(e.g., annual maintenance contracts), a list of the items and their related costs should form part of the
information provided. Businesses are also reminded that under the OPG OAR, only the BS&IT Office has
requisitioning authority for IT services and materials (hardware and software). If there is uncertainty as to
whether or not a particular contract is identified in the BS&IT plan, one of the contacts listed below should be
consulted.

BS&IT however will continue to plan for the replacement of network printer devices for situations where an
MFP device is not justified (typically where only a network printer is required and there is no copier to be
replaced).

BS&IT has established a number of joint IT and business Asset Investment Screening Committees (AISC) to
prioritize and plan IT project proposals. There are currently more Business Unit requests for IT project
funding than the budget envelope and the AISC approach will allow OPG to prioritize projects across the
company for inclusion in the five year business plan. The

BS&IT has identified points of contact for each business as follows:

* Nuclear Customer Relationship Manager — Chris Woodcock

Hydroelectric Customer Relationship Manager — Howard Mintz

Energy Markets — Howard Mintz

Corporate Groups Customer Relationship Manager — Howard Mintz

Page 13



Filed: 2010-05-26

EB-2010-0008

Exhibit A2-2-1
2010 - 2014 Corporate Business Planning Instructions Revised: June 3, 28@gchment 1

e Darlington Nuclear New Build and Refurbishments — John Witherspoon

Accommodation requirements (e.g. new leases, lease renewals, facility enhancements/modifications, new
furniture, etc.) outside the generating stations should be identified to Real Estate & Services. Real Estate &
Services generally plans for all accommodation costs in accordance with an overall leasing strategy and will
identify any costs to be charged to the businesses.

Businesses are reminded that under the OPG OAR, only Real Estate & Services has requisitioning authority
for the acquisition, leasing and disposal of real estate.

Real Estate & Services has identified the following contacts by service area:
* Real Estate Services — Sony Lim (x1818 at 700U)
» Facility & Project Services ~ Don Seedman (x3289 at 700U)
* Business Services — Barb Smith (x7790 at 700U)
* Fleet Services ~ Joe Werb (416-231-4111 x6048 at Kipling)

3.5.1 WORK FOR OTHERS Contact: Tom Staines

The Cost Transfer Model states that organizations are to budget for all of the resources that they control.
During the 2010-14 business plan period, Support Groups may be requested to provide dedicated services to
Darlington New Nuclear, or Nuclear Refurbishment. It has been agreed that for these specific projects, that
an exemption will be made to the Cost Model, to allow for direct attributed labour costs to be transferred out to
these projects. Accounting will provide direction on the cost that can be classified as directly attributed costs.
Head counts will remain in the support group.

The support groups must reach agreement and obtain concurrence with Finance on the costs being
transferred, prior to their business plan submission. For presentation purposes, both originating and receiving
groups will show the gross and net costs and head-counts associated with these transfers. This will ensure
that there are no duplications in budgets between the project and service providers

3.6 CAPITAL AND OM&A PROJECTS Contact: Dorothy Lau Barton

This section specifies the requirements and the schedule for submission of the 2010-2014 capital and OM&A
project portfolio listing and supporting Planning Business Cases (BCSs). Business Units are requested to
provide their project information before August 31, 2009 to Jack Fong in Corporate Business & Investment
Planning.

Section 3.6.1 specifies the listing requirements for the project portfolios. Section 3.6.2 provides the criteria for
projects requiring Planning BCSs and the information requirements for Planning BCSs. Questions on these
requirements should be directed to Dorothy Lau Barton (access 400, extension 4580) or Jack Fong (access
400, extension 4655).

3.6.1 Prioritized List of Capital and OM&A Projects

Business Units are requested to identify all capital and OM&A projects having cash flows within the Business
Plan time horizon (2010-2014). The submitted projects must be prioritized to maximize value, while
considering risks and OPG's business objectives as well as alignment with business unit strategies and
facility Life Cycle Plans (as applicable).

The listing format and full information requirement are provided in the Project Listing Template, available on
Corporate Finance's Business Planning Webpage. Definitions and explanations for the various fields in the
template are provided in the worksheet called Guidelines. To facilitate corporate review, consolidation and
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reporting, it is essential that Business Units provide all information and in the format specified in the listing
template.

To support the development of a 10 year integrated staff resourcing plan and an affiliated analysis underway
related to skilled craft from the construction trades, an additional categorization of projects has been added to
this year’s project listing template. This categorization is being used to identify the type and number of skilled
craft we will need from the various construction trades. For additional information on these categorizations,
and how this information will be used, please contact Donna Rees (access 400, extension 4942).

In cases where the portfolio listing of projects do not add up to the total requested funding envelope, separate
justification for the planned level of expenditures should be provided — e.g., benchmarking, historical
spending, etc.

3.6.2 Planning Business Cases

Business Units are required to submit Planning BCSs for unreleased projects listed in their portfolio and
meeting the following criteria:

* Projects planned for release in 2010 with cash flow greater than $1M
* Projects planned for release in 2010 or 2011 with total project cost greater than 4M

For the purpose of these instructions, unreleased projects include:

= Projects with no previous releases

= Projects with developmental (preliminary) and/or partial releases but the project has not been fully
committed

* Previously released projects that are forecasting significant changes in scope/cost (greater of 10% or
$1M) and the change has not been approved

The information requirements for Planning BCSs are specified in the Planning BCS Template and

Regulatory Planning BCS Template. Additional information and explanation are also provided in the BCS

Procedure. The BCS templates are available on the Finance Business Planning Webpage.

While the Planning BCS template sets out the minimum information requirements, BU will often have existing
documents (e.g. Nuclear AISC Form B) that more than meets the specified information requirements. When
such documents are available and up-to-date, they can be submitted in place of the Planning BCS.

Planning BCSs are typically less than two pages in length, but the extent of information should be
commensurate with the nature of the project, the level of expenditure and its stage of development at the time
of submission. Among others, key information requirements for Planning BCSs include: the need for the
project, its contribution to meeting OPG business objectives, quantifiable benefits, cash flow requirements.
impact of deferring or not proceeding, key project risks and other considerations that can be used to establish
a relative ranking. This is to ensure the optimum use of resources and maximum retumn to the Corporation.

Planning BCSs will need to include a preliminary evaluation of alternatives to illustrate the likely merit of the
proposed alternative. If the project scope or cost estimate is highly uncertain due to timing, the use of range
estimates is encouraged. For the purpose of setting budgets and evaluating the economics of alternatives,
the expected value should be used.

All Planning BCSs should be reviewed and signed-off by the appropriate project sponsor (i.e., Asset Manager,
Engineering Director, etc.) and the local Controller.

3.6.3 BCS Preparation Assistance
For assistance with BCS preparation, please contact your local Controller or Business Support group. In
addition, BCS training sessions can be arranged between June and August of each year. The 2009 training

calendar is posted on the Corporate Finance Website under BCS Toolkit. For registration, please contact
Banty Tezazu of Corporate Business and Investment Planning (access 400, extension 5817).
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3.7 BUSINESS UNIT RISK SELF ASSESSMENT (“BURSA”) Contact: Lloyd Komori

Introduction

The unprecedented number and complexity of strategic objectives that OPG faces in the near future requires
the company to enhance its risk management processes. At the organizational level, Risk Services is
responsible for creating a robust methodology or framework capable of facilitating the identification,
assessment, monitoring and reporting of key threats, risks and uncertainties faced by OPG. This framework,
together with a number of underlying processes, provides the critical evidence that supports the
organization’s ability to execute a holistic and enterprise view of key threats and risks within the context of
OPG's strategic objectives.

One of the key elements of this framework is the BURSA template which has been recently enhanced in order
to generate greater insight into key threats and risks that endanger the achievement of corporate business
plan objectives. The collective output of these templates will be a key component of OPG's strategy to
respond to challenges and increased scrutiny by stakeholders in the near future.

For this business planning period, the following business units will submit a completed BURSA template to
the Risk Services Group by Friday June 12, 2009: Nuclear, Fossil, Hydroelectric, Finance, Energy Markets,
BS&IT, Human Resources, Corporate Affairs and Law. Templates are to be submitted to Jody Hamade,
Director - Operational & Market Risk, with copies to David Halperin.

While this timing represents a significant advance compared to previous planning cycles, it is necessary to
support an enhanced consolidated risk assessment process, in which the Executive Risk Committee will be
reviewing and prioritizing corporate risks during July/August. This timing, now in advance of business plan
reviews, will provide senior management improved context for assessing the adequacy of business plans’
responses to key risks.

In support of this earlier deadline, Risk Services staff are available to assist each business unit with the
completion of the enhanced BURSA template, including pre-population of key risks. Furthermore, the staff
will also provide ongoing input and assistance with respect to the regular reporting requirements that are also
part of the underlying methodology.

Overview of the 2010 BURSA template

The template is designed to help each business unit identify, assess and rank their threats, risks and
uncertainties based on their individual capacity to endanger the achievement of a specific business unit
objective. The template records a point in time analysis of nature of the threat in relation to a specific goal, a
detailed description of planned mitigation activities, commentary on how such mitigation will be continually
evaluated for effectiveness, followed by identification of possible remediation actions if mitigation activities fail
or prove to be ineffective. For each of these thought processes the template records key assumptions as well
as applicable metrics.

Completing the BURSA template

Each business unit will use the template to generate two (2) groups of (up to*) five (5) most significant or “top”
threats, risks or uncertainties. The first group of 5 captures quantifiable impacts on “measurable” goals
relating to costs and revenues. Rankings based on impact on revenue or costs will be required.

The second group of 5 captures more qualitative impacts on “strategic” goals such as corporate performance
in relation to safety, environmental stewardship or corporate reputation. This list of candidates will not require
ranking as with the first group.

Using the template, each business unit will then submit their two “top” lists of (up to) 5 to Risk Services who
will collate all the submissions. For the purpose of completing the template, the business units should use the
context of one calendar year (i.e. 2010). However, there is some latitude for up to 2 years forward under
limited circumstances.
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* There is no need to identify a minimum of 5. Five represents the maximum number of components.
The BURSA process

This methodology will create two groups of key or top threats, risks or uncertainties, one in relation to
measurable objectives and the other in relation to strategic goals. Risk Services will evaluate these lists and
validate any outstanding issues with specific business units. Once this process is complete, the contents of
both lists will be presented as “candidates” for the “top” list for OPG to the Executive Risk Committee (‘ERC”)
at the upcoming annual summit meeting scheduled for late June / early July.

At that time, the ERC will determine which threat, risk or uncertainty is a “top” priority for OPG at the
enterprise level. Once this “top” list is created, each component will then be the subject of close monitoring
and reporting as well as quarterly re-evaluation. The output of these re-evaluations will be contained in the
quarterly Enterprise wide Risk Management report which is presented to the Audit/Risk Committee of the
Board by the Chief Risk Officer.

In addition to the “top” list for OPG, Risk Services will create a supplementary list known as the “monitored”
list. This list will contain those candidates for “top” list that were not selected but were nonetheless, identified
as threats, risks or uncertainties sufficient to warrant quarterly monitoring.

Ongoing requirements

In the event that circumstances or developments cause a significant change* to any component of either the
“top” or “monitored” list, the business unit will be responsible for reporting such developments to the Risk
Services group who will then facilitate presentation of the issue to the ERC. The ERC will continue to re-
confirm the appropriateness of the composition of the “top” list with their review of the Enterprise wide Risk
Management report that is submitted to the Audit/ Risk Committee every quarter.

Composition of both the “top” and “monitored” list could change in the following circumstances:

i) proposal to move a threat, risk or uncertainty from the “top” list to the “monitored” list due to reduction
or decrease in the nature or degree of the threat or risk (i.e. “re-allocation”)*

i) proposal to move a threat, risk or uncertainty from the “monitored” list to the “top” list due to increase
in the nature or degree of the threat or risk (“re-allocation”)

jii) proposal to remove a threat, risk or uncertainty from either the “top” or “monitored” list due to
elimination or substantial elimination of nature or degree of threat or risk (“removal’)

iv) proposal to insert into either the “top” or the “monitored” list a new threat, risk or uncertainty not
previously identified ("addition”)

* These terms are referenced to the Enterprise wide Risk Management report
A revised (June 2009) BURSA template can be accessed on the Business Planning website.

Additional information on the BURSA process can be accessed on the Risk Services website.
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3.8 INTEGRATED STAFF PLANNING INFORMATION REQUIREMENTS Contact: Donna Rees

Human Resources is developing a 10 year integrated staff resourcing plan, which will take a comprehensive
look at how work is resourced within OPG, including regular and temporary staff plans, as well as purchased
services for base and project work. The first 5 years of this 10 year plan will be based on the 2010 business
plan, with remaining years obtained through a separate process including consultation with business units.

A resourcing template has been created to capture the information requirements related to staffing and non-
project (or base) purchased services. The project related information needed will be collected through the
existing project listing templates, and simply requires each project to be categorized. Please refer to the

instructions provided for the project listing template for more information.
The resourcing template contains 3 parts:

Part A: Regular Staff complement and demand (excluding apprentice, trainee & seasonal staff)
Part B: Apprentice, Trainee, Seasonal & Temporary complement and demand
Part C: Non-Project External Purchased Services ($)

A preliminary submission is due on Jun 30, capturing Part A of the template.

The full template (Part A, B & C) is to be completed & submitted with your final business plan
submission.

Note that for both the preliminary and final submissions, business units may utilize the Business Planning
System (BPS) in lieu of this template for Parts A & B. However, Part C of the template must be completed for
all business units, by planning unit. Please note that punctual submission of this preliminary Schedule A
information in June is critical to developing a timely update of pay and burden rates.

Organization-specific templates will be available on the web, or through Donna Rees (access 400 extension
4942). The organization specific templates will have actual headcount information and data from the
approved 2009 budget pre-populated in the template.

For Project Instructions:

To support the development of a 10 year integrated staff resourcing plan and an affiliated analysis underway
related to skilled craft from the construction trades, an additional categorization of projects has been added to
this year's project listing template. This categorization is being used to identify the type and number of skilled
craft we will need from the various construction trades. For additional information on these categorizations,
and how this information will be used, please contact Donna Rees (access 400, extension 4942).

The template for each business unit is available on-line at the Business Planning Website.

For copies of the nuclear template, please contact Donna Rees.
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3.9 CORPORATE SAFETY GUIDELINES Contact: Cathy Catton

OPG has achieved excellent safety performance with a strong safety culture and robust safety management
systems. The Business Planning Guidelines for Corporate Safety, to be available shortly, include Strategic
Objectives and Directions from our five year Strategic Plan that clearly define OPG's continuous improvement
objective and and will drive OPG's breakthrough to the next level of excellence in safety performance
including maintaining top quartile safety performance. The Guidelines will include details of planned
initiatives associated with meeting these goals as well as a description of regulatory issues and an
assessment of their impact on OPG. These must be considered by the Businesses in development of their
plans.

The Safety Business Planning Guidelines are posted on the Human Resources website under "Safety”

3.10  FIRST NATIONS INITIATIVES Contact: Bob Yap

OPG's Aboriginal Relations Policy, approved in November 2007, has the following primary objectives:

« A commitment to deal with aboriginal communities in a respectful way;

+ A commitment to resolving past grievances;

» Awillingness by OPG to enter into commercial partnership with aboriginal communities;

« A commitment to building relationships with aboriginal communities including community outreach,
capacity building, employment and contracting opportunities.

All affected business units and support functions are required to develop programs in support of this
Aboriginal Relations Policy. Program implementation is being staged over five years to facilitate an initial
focus on the most critical areas. For this business planning period, the Fossil Business Unit is being added to
the list of Business Units that are being requested to prepare an Aboriginal Relations Program. Programs
should be developed with a view to reporting results to the First Nation Steering Committee on periodic basis.

For this Business Planning period, the following Business Units will develop programs consistent with the
guidelines:

¢ Hydro - including the Development Group

+ Fossil

» Nuclear New Build and Pickering Refurbishment projects

e Other Line Organizations that have regular contact with Aboriginal Communities

Nuclear Operations will be expected to develop First Nations Programs in future plans based on experiences
gained from the organizations listed above.

For further iuidance on imﬁram reiuirements, please visit the Hydroelectric web-site:

3.11 ENVIRONMENT / SUSTAINABLE DEVELOPMENT (ENV/SD) PLANS Contact: Rob Lyng

Ontario Power Generation’s Environmental Policy identifies the sustainable development policy framework
within which all OPG business plans are to be developed. The Environment/Sustainable Development
business plan input is an important part of Ontario Power Generation’s environmental management,

The following instructions outline the requirements that business units are expected to consider and
document in their Environment/Sustainable Development plans. These are plans to be submitted to the Vice
President, Sustainable Development by September 30", 2009.

Questions regarding these instructions should be directed to Rob Lyng, (416) 592-3193, rob.lyng@opg.com
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PLANNING ASSUMPTIONS

e The regulation of greenhouse gas emissions is expected to begin during the business planning
period, most likely in 2010 and no later than 2012. Reporting of greenhouse gas emissions will be
required for all sites emitting greater than 25,000 tonnes of greenhouse gases per year.

e The Federal Framework for conventional air pollutants SO, NO,, particulate and mercury, if
implemented, will have no effect on OPG operations.

e Definition of best management practices for fish entrainment and impingement at nuclear and fossil
plants began in 2008-2009. Implementation of these BMP must be initiated within the business
planning period.

* The Ontario Endangered Species Act 2007 will come into effect as proposed and the planned lists of
endangered species will be produced during the business planning period.

REQUIREMENTS

The following is a synopsis of Environment/Sustainable Development Business Plan reporting requirements.
Additional detail is available on the Sustainable Development website:

. Corporate Sustainable Development 2010-2014 Business Planning Guidelines web page
. Environment SD Business Plan Instructions 2010-2014:
o In addition, a template is available on the Sustainable Development website, that may be used to

submit the Env/SD Plan. Businesses are free to use their own format as long as all the relevant
information is provided. This template is available on the Environment website under Environmental
Planning Guidelines.

» All business units and functions are to identify planned activities and programs to fulfill relevant
elements of the Environmental Policy and support Operations in fulfilling the policy. Include reference to
planned initiatives to enhance environmental awareness for new and current employees as appropriate.

* Nuclear, Fossil, Hydroelectric, NWMD, and Real Estate businesses will identify planned activities and
programs to fulfill relevant elements of the OPG Greenhouse Gas Management Plan policies as they
apply to their respective operations:

* Nuclear, Hydroelectric, NWMD, Real Estate plans should include description of programs or
operational control measures to address:
- Non-renewable CO, emission management;
- Heat rate management/improvement;
- Hydroelectric conversion efficiency; and/or
Internal energy efficiency.
*

. !uc‘ear, !ossil, Hydroelectric, NWMD, Real Estate must include plans to document, for each site,

inventories of greenhouse gas emissions expressed in COe based on global warming potentials.
Business plans should assume that all sites emitting greater than 25,000 tonnes CO,e per year
will have to report 2010 emissions in 2011 and annually thereafter.

¢ Nuclear, Fossil, Hydroelectric, NWMD, and Real Estate businesses should identify planned activities
and programs to fulfill relevant elements of the following Ontario Power Generation policies as they
apply to their respective operations:
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Biodiversity Policy
Policy on Land Assessment and Remediation
Policy for Use of Ozone-Depleting Substances

Policy for Management of Polychlorinated Biphenyls (PCB's)

* Nuclear, Fossil, Hydroelectric, NWMD, and Real Estate plans should address the following in their

Environment/Sustainable Development plans:

¢ Changes in Significant Environmental Aspects (SEA).

¢ “Other Requirements” such as Wildlife Habitat Certification or other environmental commitments
that the plant / plant group have adopted.

» Programs or operational control initiatives aimed at continued improvement of management of one
or more SEA or element of the environmental management system (EMS).

» Objectives and targets to be used by the business unit to assess program delivery and overali
environmental EMS effectiveness.

* Nuclear, Fossil, and Hydroelectric are expected to have programs to manage fish
impingement/entrainment in order to satisfactorily manage the regulatory risk of the Fisheries Act.
Environment/Sustainable Development plans should include a description of these programs.

* Nuclear is expected to have programs to reduce tritium emissions and the quantity of low and
intermediate solid radioactive waste produced. Environment/Sustainable Development plans should
include a description of these programs.

3.12 EMERGENCY MANAGEMENT PLANS Contact: Gian Di Giambattista

Business Units are to provide the following information directly to Gian Di Giambattista, by September 15,
2009,

» Nuclear, Hydro, Fossil and Energy Markets are to identify staff and funding towards the Emergency
Preparedness Market Rules compliance requirements, including, training, Key Facilities Critical
Components testing (NPCC and Black Start requirements), developing and participating in workshops
and exercises, reviewing standards and other drills to test emergency, business and operational
continuity plans.

* Al Business Units are to identify staff and funding for the review and update of their pandemic documents
including findings from the H1N1 outbreak in order to maintain pandemic readiness. This will include
conducting drills, participating in CMCC Pandemic exercises and planning meetings.

« Business are to identify any specific funding required as part of ongoing mitigation of risks associated with
supply chain dependencies, or other identified continuity of operations vulnerabilities.

« Business Units are to identify staff and funding in 2010 for assessing their emergency
preparedness/business continuity plans against the CSA Z1600 Standard using the Gap Assessment
tool.

» Hydro and Fossil are to identify funding and staff requirements for the implementation of WebEOC and
Mir3 software for their respective Emergency Operations Centres (EOC) in 2010. If there are no benefits
for implementing these programs, it should be stated and not included in their submission.

Questions regarding these instructions should be directed to Gian Di Giambattista, Director Emergency
Management (416 592-8460) , g.digiambattista@opg.com .
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BETWEEN _
Her Majesty the Crown in Right of Ontario {the
-"Shareholder”) ‘
And :

Ontario Power Generation (“OPG")

Purpose

This document serves as the basis of agreement between Ontario Power
“Generation Inc. (“OPG") and its sole Shareholder, Her Majesty the Queen in
Right of the Province of Ontario as represented by the Minister of Energy (the .
“Shareholder”) on mandats, governance, performance, and communications.
This agreement is intended to promote a positive and co-operative working
relationship between OPG and the Shareholder.

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

A. Mandate

1. OPG's core mandate is electricity generation. It will operate its existing
nuclear, hydroelectric, and fossil generating assets as efficiently and cost-
effectively as possible, within the legislative and regulatory framework of the
Province of Ontario and the Government of Canada, in particular, the
Canadian Nuclear Safety Commission. OPG will operate these assets in a
manner that mitigates the Province's financial and operational risk,

2. OPG’s key nuclear obijective will be the reduction of the risk exposure to the
Province arising from its investment in nuclear generating stations in
general and, in particular, the refurbishment of oider units. OPG will
continue to operate with a high degree of vigilance with respect to nuclear

-safety.

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

4. With respect to investment in new generation capacity, OPG's priority will
be hydro- electric generation capacity. OPG will seek to expand, develop
and/or improve its hydro- electric generation capacity. This will include
expansion and redevelopment on its existing sites as well as the pursuit of
new projects where feasible. These investments will be taken by OPG
through partnerships or on its own, as appropriate.



Filed: 2010-085-26
£B-2010-0008
Exhibit A1-4-1
Attachment 2

5. OPG will not pursue investment in non-hydro-electric renewable generation
projects unless specifically directed to do so by the Shareholder.

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

7. OPG will operate in Ontario in accordance with the highest corporate
standards, including but not limited to the areas of corporate governance,
social responsibility and corporate citizenship. .

8. | OPG will operate in Ontario in accordance with the highest corporate
standards for environmental stewardship taking into account the
Govemment’s coal replacement policy. |

B Governance Framework

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

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

» OPG is an Ontario Business Corporations Act (“OBCA") company and is
subject to all of the governance requirements associated with the OBCA.

» OPG is also subject to the Fresdom of Information and Protection of
Privacy Aci, the Public Sector Salary Disclosure Act and the Auditor
General Act. : :

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

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

2. The Shareholder may at times direct OPG to undertake special initiatives.
Such directives will be communicated as written declarations by way of a
Unanimous Shareholder Agreement or Declaration in accordance with
Section 108 of the OBCA, and be made public within a reasonable
timeframe. '

- C. Generation Performance and lg'gestmegt Plans

1. OPG will annually establish 3 -5 year performance targets based on
operating and financial resuits as well as major project execution. Key
measures are to be agreed upon with the Shareholder and the Minister of
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Finance.. These performance targéts will be benchmarked against the
performance of the top quartile of electricity generating companies in North
America.

2. Benchmarking will need to take account of key specific operational and
technology factors including the operation of CANDU reactors worldwide,
the role that OPG's coal plants play in the Ontario electricity market with
respect to load following, and the Government of Ontario’s coal
replacement policy. ,

3. OPG will annually prepare a 3 - 5 year investment plan for new projects.

4. Once approved by OPG's Board of Directors, OPG'’s annual performance
targets and investment plan will be submitted to the Shareholder and the
Minister of Finance for concurrence. :

D. Financl lFramew r

1. Asan OBCA'corporation with a commercial mandate, OPG will operate on
a financially sustainable basis and maintain the value of its assets for its
shareholder, the Province of Ontario. .

2. As a transition to a sustainable financial model, any significant new
generation project approved by the OPG Board of Directors and agreed to
by the Shareholder may.receive financial support from the Province of
Ontario, if and as appropriate. ‘

E. Communication and Reporting

1. OPG and the Shareholder will ensure timely reports and information on
major developments and issues that may materially impact the business of
OPG or the interests of the Shareholder. Such reporting from OPG should

" be on an immediate or, at minimum, an expedited basis where an urgent
material human safety or system reliability matter arises.

2. OPG will ensure the Minister of Finance receives timely reports and
information on multi-year and annual plans and major developments that
may have a material impact on the financial performance of OPG or the
Shareholder.

3. The OPG Board of Directors and the Minister of Energy will meet on a
quarterly basis to enhance mutual understanding of interrelated strategic
.matters. .
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4. OPG's Chair, President and Chief Executive Officer and the Minister of
Energy will meet on a regular basis, approximately nine times per year.

5. OPG’s Chair, President énd Chief Executive Officer and the Minister of
Finance will meet on an as needed basis.

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

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

8. In all other respects, OPG will communicate with- government ministries and
agencies in a manner typical for an Ontario corporation of its size and
scope. ‘

F. Review of this Agreement ‘

This agreement will be reviewed and updated as required.

Dated: the 17th day of August, 2005

On Behalf of OPG: On Behalf of the Shareholder:

Jake Epp \“ H&T Mialesty the Queen in Right of

- Chairman 'the Province of Ontario as ,
Board of Directors A represented by the Minister of Energy,
: - Dwight Duncan '
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Undertaking

To provide copies of Ministry of Energy backgrounder document.

Response
Attached is the February 2005 Ministry of Energy Backgrounder.
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Document d’information Ontario

Ministry of Energy Ministére de 'Energie

February 23, 2005

ONTARIO GOVERNMENT ANNOUNCES PRICES ON ELECTRICITY
FROM ONTARIO POWER GENERATION

The Ontario government has established prices for electricity produced by Ontario Power
Generation (OPG) effective April 1, 2005. These prices are designed to:

o Better reflect the true cost of producing electricity

o Ensure areliable, sustainable and diverse supply of power in Ontario

e Protect Ontario’s medium and large businesses by ensuring rates are stable
and competitive

* Provide an incentive for OPG to contain costs and to maximize efficiencies

e Allow OPG to better service its debt while earning a rate of return that
balances the needs of customers and ensures a fair return for taxpayers

* Relieve taxpayers of the burden of a financially unsustainable rebate program.

Prices on Qutput of OPG’s Regulated Assets

* Under Bill 100, the Electricity Restructuring Act, the government is obliged to set a
price for the output of OPG’s regulated assets. These assets include the Adam Beck
and Decew hydro stations at Niagara, the R H. Saunders hydro station near
Cornwall, and the Pickering and Darlington nuclear stations. These assets provide
much of the province’s baseload generation, and operate on a nearly constant basis
to provide Ontario’s homes and businesses with power.

* Regulating the price of OPG’s baseload nuclear and hydroelectric assets will reduce
price volatility and have a stabilizing effect on electricity prices, which will be of
benefit to all consumers.

e Ontario Power Generation’s regulated assets represent approximately 60 per cent of
OPG’s annual output, and approximately 40 per cent of the total generation in
Ontario.

*  Under the regulation announced today, OPG’s baseload hydroelectric generation
will be set at 3.3 cents per kilowatt hour, and the price for OPG’s nuclear
generation will be set at 4.95 cents per kilowatt hour. An average price of 4.5 cents
per kilowatt hour is projected for the weighted forecast output for the hydroelectric
and nuclear generation combined.

» The prices on OPG’s regulated assets are based on projected costs of operation,
plus a five per cent return on equity (ROE). While the standard ROE for North
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American utilities is ten per cent, a five per cent ROE will generate revenue to
service the OPG debt held by the Ontario Electricity Financial Corporation, while
putting significant discipline on OPG to contain costs and improve overall
operating efficiencies.

The new prices will stay in effect until the Ontario Energy Board (OEB) develops
mechanisms for setting prices for OPG’s regulated assets as stipulated in the
Electricity Restructuring Act, 2004, no later than March 31, 2008. Transferring the
authority to the OEB to set prices for electricity generated from OPG is consistent
with the government’s commitment to ensure politics are taken out of electricity
pricing in the province.

Prices on Output of OPG’s Unregulated Assets

As a result of a ministerial directive, OPG’s revenues on most of the output of its
unregulated assets (non-baseload hydroelectric, coal and gas-fired stations), which
represents approximately 33 per cent of all generation in Ontario, will be
temporarily set at an upper limit of 4.7 cents per kilowatt hour. Ontario Power
Generation will pay a rebate on revenues over this amount.

This revenue limit will temporarily be in place from April 1, 2005 to April 30, 2006.
It replaces the Market Power Mitigation Agreement (MPMA) implemented by the
previous government when it attempted to open Ontario’s electricity market in May
2002,

The revenue limit on OPG’s unregulated assets is designed to ensure continued
pressure on OPG to contain costs and enhance performance, while acting as a
transitional measure to protect consumers as they adjust to the new prices. It is also
designed to ensure that OPG has the incentive to respond to market signals and limit
OPG’s market power.

The recent Request for Proposals (RFP) which will result in almost 400 megawatts of
new renewable energy supply, together with the current RFP for 2,500 megawatts of
new clean energy supply, demand response and energy conservation initiatives, both
clearly demonstrate that the McGuinty government is taking decisive steps to close
the looming gap between electricity supply and demand in the province.

Effect on Consumers

The new pricing takes effect on April 1, 2005, and will have an immediate impact
on the approximately 55,000 large industrial and commercial electricity customers
across Ontario who use more than 250,000 kilowatt hours per year.

To provide some recent historical comparisons on the likely price impacts,
commodity prices that large consumers will pay starting April 1 are expected to be
1.5 per cent higher than the prices which prevailed in 2002/2003, the first year of
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market opening. The prices will be about 5 per cent higher than 2003 prices, and
between 8 to12 per cent higher than the unusually soft prices in 2004 (in part, the
result of extremely moderate weather in both the summer and winter peak demand
periods).

e It is important to look at today's announcement in the broader context of price trends
over a number of years, rather than just looking at comparisons to any one specific
period where, for example, unusual weather patterns could be a key driver in setting
overall price levels.

e Itis also important to look at today's announcement in the context of commodity
price increases that have also recently taken place or have been announced in key
U.S. jurisdictions, as well as in Quebec and Manitoba, two of the lowest cost
electricity jurisdictions in North America. By April 1, 2005, for example, it is forecast
that Quebec (which relies almost exclusively on hydroelectric power) prices for all
classes of customers will have increased by about 7 per cent over the period
2004/2005. In addition, on August 1, 2004, Manitoba (another major hydroelectric
Jurisdiction) introduced new general rates which represented an average increase of 5
per cent for all customer classes.

¢ Even with the removal of the MPMA, electricity costs for large industrial and
commercial users in Ontario will continue to match neighbours with whom we
compete such as Michigan and Illinois, and in fact will be lower than such
jurisdictions as New York, Masssachusetts and Pennsylvania.

e Inorder to help large customers cope with the realities of increasing electricity
prices, while adding needed new electricity supply to Ontario, the McGuinty
government has also announced that it is appointing an industrial co-generation
facilitator to actively encourage industrial cogeneration projects in the province (see
accompanying backgrounder). Co-generation opportunities can significantly reduce
electricity costs for large industrial users, resulting in enhanced operational
efficiencies and improved overall competitiveness.

» While residential, small business and designated consumers will not be affected
immediately the Ontario Energy Board’s new regulated price plan (RPP) will take
effect no later than May 1, 2005. The board will blend the various prices paid to
generators into a fixed price that consumers will pay under the RPP. That price will
be stable but still reflect the true cost of producing electricity.

History of the Market Power Mitigation Agreement

* The MPMA was put in place by the previous government when it tried to open
Ontario’s electricity market in May 2002, in order to prevent OPG from exploiting
its dominant position as the majority supplier of Ontario’s electricity. The MPMA
structure was intended to be a temporary measure consistent with the previous
government’s policy of selling OPG’s generation assets.
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e Since its inception, the MPMA has cost OPG approximately $100 million per
month and approximately $3.3 billion in total. As a result, OPG has suffered poor
financial performance over the last three years, and the government and taxpayers
have not been able to realize any financial benefit from OPG.

e Under the MPMA, all customers who use more than 250,000 kilowatt hours per
year receive a rebate if the annual average Ontario electricity price exceeds 3.8
cents per kilowatt hour. This rebate applies to half of the electricity they consume,

* Due to the MPMA, electricity prices for consumers have been effectively subsidized
by taxpayers, and OPG has not been able to recover the cost of generating the
electricity it produces. This has severely compromised the company’s ability to
improve its overall financial performance.

230 -
Contact:
Ar}g?e Robson Ted Gruetzner
Minister’s Office Communications Branch
416-327-6747 ‘ 416-327-4334

Disponible en francais
WWW.ENergy.gov.on.ca
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700 University Avenue Toronta, Ontario M5G 1X6 Tel: 416-592-4008 or 1-877-592-4008 Fax: 416-592-2178
WWW.0pg.com

March 29, 2010

OPG STARTS ENERGY BOARD RATE APPLICATION PROCESS
If granted, rate increase would be the second since 2005

[Toronto]: Ontario Power Generation (OPG) will be seeking its second rate
increase since 2005 when it submits an application to the Ontario Energy
Board (OEB) in April. Any new rates stemming from this application would
not go into effect until January 2011 and would remain in effect for two years.

Tom Mitchell, OPG's President and CEOQ, noted that last year, in recognition
of the economic downturn, the company did not seek a rate increase and
looked for internal cost saving measures instead.

“We deferred our rate application once but we must go to the OEB this year
to make a request for an increase in our regulated rates. We continue to look
for internal savings on top of the $85 million we've saved to date,” said
Mitchell. “We look forward to validating our rate proposal before the
regulator.”

The proposed increase, if accepted by the OEB, would result in modest
increases on the average residential bill of about $2.75 per month starting in
2011.

The final decision will be made by the OEB after it examines OPG's case for
a rate increase. The OEB operates as an adjudicative tribunal and carries
out a public hearing to review the rate application.

KEY FACTS

e OPG is the only generating company in the province whose rates are
set through a public process, and its net income remains in the
Province of Ontario.

e The application is for the rate OPG receives for the output from its
Darlington and Pickering stations and from its hydroelectric plants at
Niagara and Cornwall. These plants produce about 70 per cent of the
electricity produced by OPG.

e In 2009, OPG received 5.5 cents a kWh for its nuclear output, and 3.7
cents a kWh for its regulated hydroelectric output.



e OPG’s prices are below those received by most other generating
companies. Thus OPG's prices help to hold down the overall costs for
electricity that are paid by consumers.

e The current commodity price for residential and other small volume
consumers under the Regulated Price Plan of the OEB is 5.8 cents
per kWh. This applies to the first 1,000 kilowatt hours used in a
month. After the first 1,000 kilowatt hours, the price rises to 6.7 cents
per kWh.

* OPG began stakeholder information sessions today. Public hearings
are expected to take place later this year.

-30 -

For more information contact
Ontario Power Generation

Media Relations

(416) 592-4008 or 1-877-592-4008
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CCC Interrogatory #001
(NON-CONFIDENTIAL VERSION)

Ref: Ex, A1-T7-S1

Issue Number: 1.3
Issue: Is the overall increase in 2011 and 2012 revenue requirement reasonable given the

overall bill impact on consumers?

Interrogatory

On March 29 and April 1, 2010 OPG held two stakeholder information sessions regarding its
proposed Application. At that time the proposed payment amounts inclusive of riders was
$36.25/MWh for Hydroelectric and $62.22/MWh for Nuclear. Please provide the following
information:

a) All correspondence between OPG and its shareholder between April 1, 2010 and May
26, 2010, regarding OPG's Application;

b) All presentations or reports made to the OPG Board of Directors during that period;

c) A detailed description of the process OPG followed in terms of revising its budgets that
flowed from the initial budgeting process;

d) A chart explaining the differences between the amounts proposed on April 1 and the
budgets now contained in the evidence in support of the Application. Where specifically
did OPG make changes?

Response
a) See Attachment 1. OPG's reply to the letter in Attachment 1 is provided in Attachment 2.

b) The requested presentations and reports provided to OPG's Board of Directors ("OPG
Board”) in relation to OPG’s payment amounts application are privileged and OPG
objects to their production. The requested materials were prepared for the purpose of
litigating the payment amounts application. The materials contain a discussion of matters
that are related to OPG's strategy for litigating the application including in relation to
settlement, issue analysis, regulatory risks and anticipated positions of other parties.
Production of these materials, even on a confidential basis, will impact the ability of
management to candidly discuss the application with the OPG Board, undermine the
OPG Board in carrying out its important governance and oversight roles, and effectively
compromise OPG'’s ability to litigate the application.

Witness Panel: Deferral and Variance Accounts, Payment Amounts and Regulatory
Treatments (NON-CONFIDENTIAL VERSION)



Nalie JN e NLU SN SR FUT N6 I

Filed: 2010-08-12
EB-2010-0008
Issue 1.3

Exhibit L

Tab 4

Schedule 001
Page 2 of 2

Further, the requested materials are not relevant to the OEB’s determination of just and
reasonable payment amounts. The application has been prepared on a cost of service
basis and must be considered by the OEB as such. OPG's internal assessment of its
application, prospects for settlement etc. as described above can have no impact on the
OEB's responsibility to independently assess the application and objectively decide it
based on the evidentiary record.

Even if the requested materials were relevant, and not privileged, their probative value is
outweighed by the prejudicial effect on OPG and the regulatory process in general. In
order to perform their respective roles of managing and governing OPG, management
and directors must be able to speak freely and directors must be fully informed of both
the risks and benefits of management proposals. In addition to the prejudice to OPG
discussed above, the inevitable impact of production would be to reduce the level of
detail in information and analysis presented to the OPG Board and reduce the level of
oversight that the directors bring to bear on management's proposals. OPG submits that
this result is not a desirable one for the company or Ontario ratepayers.

There have been no changes to OPG's planned budgets between the stakeholder
sessions and filing of the application. The information discussed in the stakeholder
information sessions and the rate proposal submitted on May 26, 2010 are based on the
same assumptions regarding work requirements, work programs, resource requirements,
and performance objectives that were included in the business plans approved by OPG's
Board at their November 2009 meeting.

The payment amounts discussed during the stakeholder sessions cannot fairly be
characterized as proposed. OPG was explicit that these figures were preliminary and
subject to confirmation before the submission was finalized. That said, only two factors
materially impacted the payment amounts inclusive of riders between the preliminary
figures discussed at the stakeholder sessions and the final figures in OPG's application:

The recovery period for the tax loss variance was extended from 24 to 46 months.
The period for clearing all other variance account balances was shortened from 24 to 22

months due to the change in implementation date from January 1, 2011 to March 1,
2011.

Witness Panel: Deferral and Varlance Accounts, Payment Amounts and Regulatory

Treatments (NON-CONFIDENTIAL VERSION)
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MC-2010-1610

MAY - 5 2010

Mr. Tom Mitchell
President and CEO
Ontario Power Generation
700 University Avenue
Toronto ON M5G 1X6
TU /'/'7
Dear Mr, Mitchell:

I am writing in regard to Ontario Power Generation’s (OPG) planned rate application to the
Ontario Energy Board.

As you are aware, the Province of Ontario has keenly felt the impact of the recent
recession, and this has been reflected in the government's 2010 budget. We are
aggressively pursuing internal cost savings to meet our fiscal targets. At the same time
we are committed to ensuring government agencies and Crown corporations across the
public sector are equally focused on delivering cost savings that are under their control.

Bearing that in mind, | would request OPG carefully reassess the contents of its rate
application prior to filing with the Ontario Energy Board. | would like OPG to demonstrate
concerted efforts to identify cost saving opportunities and focus your forthcoming rate
application on those items that are essential to the safe and reliable operation of your
existing assets and projects already under development,

Also, as part of OPG's efforts to mitigate rate pressures and consistent with the
government's policy on the introduction of the harmonized sales tax (HST), | would
request that OPG commit to returning to ratepayers the full cost reduction impact of input
tax credits from items that were previously subject to the Retail Sales Tax (RST).

I am confident that OPG and the Ministry of Energy and Infrastructure can continue
working together to provide good value to Ontario electricity customers.

Sincerely,

; "’2 e ( o
/[ N / A — ’r\“\‘ Prd
v e N
Brad Duguid

Minister

Attachment 1
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June 24, 2010

The Honourable Brad Duguid
Minister of Energy and Infrastructure
4" floor, Hearst Block

900 Bay Street

Toronto, Ontario

M7A 2E1

Dear Minister Duguid,

Thank you for your letter of May 5™, 2010 requesting that OPG carefully re-
assess the contents of its rate application. | can assure you that OPG shares
your desire to see that Ontario electricity consumers are provided with good
value and highly reliable service.

Since our last rate decision in 2008 OPG has been focused on finding additional
cost efficiencies in its business. This has included a decision to advance the shut
down of four coal fired units to October 2010, a one year deferral in filing our
rate application with the Ontario Energy Board (OEB), and a much more
aggressive approach to business planning. In fact, OPG's business plan for
2010-2014 placed significant emphasis on reducing OM&A expenses compared
to the previous year's plan through aggressive target setting, efficiencies and
other cost reduction measures. As a result of those efforts, OPG has removed in
excess of $800 miilion over the period 2010 to 2013.

OPG's rate application is based on the 2010-2014 business plan and therefore
reflects a good portion of the $600 million in savings mentioned above. For
example, the application presents OPG's use of benchmarking to support our
cost control activities and to drive performance improvement at our nuclear and
hydroelectric facilities. In nuclear, an extensive benchmarking effort has led to
the development of challenging five-year operational and financial performance
targets. Based on initiatives and other cost control measures developed in
response to this benchmarking activity, the application includes more than $200
mittion in nuclear OM&A cost savings in the rate period of 2011-2012.
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OPG's corporate groups have also embarked on significant cost saving
initiatives. Here we have been able to hold overall spending levels to an
increase of just over one percent per year on average over 2007-2012. One of
the key contributors has been our ability to control Information Technology costs.
We have been able to reduce our Information Technology costs by achieving
lower service provider costs, leveraging existing applications, and increasing the
standardization and simplification of our information technology environment.

The rate application also includes expenditures related to the refurbishment of
our Darlington generating station and our plans to continue to operate the units at
the Pickering B station. Both of these initiatives are important in helping the
Government achieve its objective of providing the people of Ontario with a clean,
reliable and cost effective supply of electricity.

Your letter specifically references the need to return to ratepayers the savings

that result from the introduction of the harmonized sales tax (HST). | can confirm
that this is part of OPG's plan. The introduction of the HST produces a small net
benefit for OPG, and the rate application includes the savings for ratepayers that

ars attributed to our regulated assets.

As you know, in response to the building public concern over electricity prices,
OPG determined In mid-April that it would defer the filing of its application to
allow us to consider alternatives that would further reduce the impact on
customers. As a result of the work that we have done since then, | can assure
you that OPG's revised rate application fully meets the requirements of your

May 5% letter.

OPG's revised application extends the period over which we would recover some
costs relating to our last OEB decision, This extension reduces the average
increase in rates to approximately 8.2% from the previously indicated 9.6%.
Given that our last rate increase was awarded in 2008, this new increass is
equivalent to about 2% per year over the 2008-2011 period. In terms of
consumer impact, a 6.2% increase would result in an estimated increase of $1.86
per month on the bill of a typical residential consumer.

As you may know, at its meeting of May 20, 2010, OPG's Board of Directors
approved OPG's revised rate application and on May 28, 2010 the application
was filed with the OEB. Under separate cover, OPG's Board Chair has
submitted a revised 2010-2014 Business Plan that reflects the new proposed
rates to you and to the Minister of Finance for concurrence, as per our
Memorandum of Agreement.
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Please let me know If you require any additional information.

Tom Mitchell

President & Chief Executive Officer

cc. David Lindsay, Deputy Minister, Ministry of Energy and Infrastructure
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May 6, 2010

Ontario utilities told not to bother with requests for rate

Increases |

By Karen Howlett
Globe and Mail Update

Government steps in to prevent backlash over soaring hydro costs

The Ontario government has taken the highly unusual step of ordering the province's Crown-owned
electricity utilities to cancel their requests for hydro rate increases, amid worries of a consumer backlash
over soaring power costs,

The government's 11th-hour intervention in a rate-setting process that is designed to take the politics out of
electricity pricing follows revelations that residential customers in Ontario are already facing increases of
$300 more a year on average to keep the lights on by the end of 2011. :

Three days before Hydro One was set to go to the province's energy regulator in mid-March, government
officials told the company not to file its application, according to industry sources. Months of preparation that
had gone into applying for the new rate suddenly ground to a halt, including the printing of hundreds of
thousands of pages of documents.

The magnitude of the increase Hydro One was seeking - 22 per cent over two years, according to industry
sources - left many of its largest customers in shock. Ontario Power Generation's (OPG) intention to ask for
a 9.6 per cent rate increase effective next January - equivalent to about $2.75 a month for the average
household - paled in comparison. But unlike Hydro One, OPG publicly announced its plans last March 29,
and it was the negative reaction that prompted government officials to step In, the sources said,

Energy Minister Brad Duguid said government officials are scrutinizing any request for a price increase to
determine whether it is, in fact, necessary.

“VVeTe looking very closely at all Increases In the system to ensure that we're standing up Tor consumers, to
ensure that they're getting value for their money," he said in an Interview on Thursday. "We are scrutinizing
any impacts on rates very closely."

Opposition members say the McGuinty government is to blame for mismanaging the electricity system.

http://license.icopyright.net/user/viewFreeUse.act?fid=ODM I NTU2Nw%3D%3D 5-13-2010
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"This is more about politics than anything else,” sald Progressive Conssrvative energy critic John
Yakabuski. "They don't want to deal with the negative push back from the consumer.”

Energy consultants say several factors account for the $300 annual increase, or 25 per cent, consumers are
facing next year, including green-energy investors the government is luring with the promise of generous
long-term contracts. The figure doss not include the increases sought by Ontario Hydro and OPG,

Industry sources said they were surprised the utliities had withdrawn their requests, because they typically
seek the green light from government before proceeding to the Ontario Energy Board. This time around,
both utilities had already spent two days meeting with large customers last March, explaining the need for
rate increases, before suspending their applications,

Hydro One spokeswoman Daniele Gauvin said the utility, which owns the province's electricity transmission
system, is now reviewing its application to look for areas where it can reduce costs by deferring work.

"In the current economic times, we are mindful of the impact of rate increases on our customers," Ms.
Gauvin said. She would not confirm how much of an increase Hydro One was sesking.

OPG planned to file its application on April 15, But that same day, Andrew Barrett, OPG's vice-president of
regulatory affairs, sent an e-mail to large customers, saying the date had been pushed back to late May.

"During this time, OPG will review our application to identify ways to further lessen the impact of our request
on ratepayers,” he said.

OPG spokesman Ted Gruetzner denied that it was Mr. Duguid who directed the utility to withdraw its
application.

OPG generates about two-thirds of the province's electricity output and is the only producer whose rates are
set through public hearings. The utility has not had a rate increase since 2008. It receives 5.5 cents a
kilowatt hour for power from its nuclear reactors and 3.7 cents from its hydroelectric plants - well below what
other producers receive.

CTVglobemedia Publishing, Inc

CTVglobemedia Publishing Inc. All Rights Reserved,. Permission granted for up to 5 coples. All rights reserved.
& You may forward this article or get additional permissions by typing http://license, icopyright.net/3.84257?
icx_id=/icopyright/?artid=1559613 into any web browser, CTVglobemedia Publishing, inc and Giobe and Mail logos are
registered trademaris of CTVglobemedia Publishing, Inc ., The iCopyright logo is a registered trademark of ICopyright, Inc.

http://license.icopyright.net/user/viewFreeUse.act?fuid=ODMINTU2Nw%3D%3D 5-13-2010
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May 26, 2010

OPG RESUMES ENERGY BOARD RATE APPLICATION PROCESS
Lower rate request reduces impact on ratepayers

[Toronto]: Ontario Power Generation (OPG) is proceeding with a lower rate
application to the Ontario Energy Board (OEB).

The proposal, if accepted by the OEB, would result in an increase to the
average residential bill of about $1.86 per month. OPG delayed filing its
application last month so that it could find a way to lower its requested rate
by more than 30 per cent.

“We wanted to do more to reduce the impact of our request on ratepayers,”
said Tom Mitchell, OPG’s President and CEO. “Last year, we found $90
million of internal savings and deferred our application. This year, we
sharpened our pencils to shave our current rate application while still
allowing OPG to produce safe, clean, reliable, low-cost electricity for
Ontario.”

Any new rates stemming from this application would not go into effect until
March 2011 and would remain in effect until the end of 2012.

The final decision will be made by the OEB following public hearings that
allow stakeholders to examine OPG's case for a rate increase. The OEB
operates as an independent tribunal and will carry out a public hearing to
review the rate application.

KEY FACTS

Last year, OPG generated 92.5 billion kilowatt hours of electricity to power
two thirds of Ontario’s homes and businesses.

The rate increase would pay for work that includes but is not limited to:

» Maintaining and operating its nuclear generation units — including Darlington,
which are consistently among the best operating CANDU units in the world --
and its heritage hydroelectric plants, which are among the best operating
plants in North America. OPG's nuclear and hydro plants are also the
backbone of Ontario’s emission-free electricity system.



Undertaking detailed planning for Darlington refurbishment that would allow
it to operate for an additional 30 years. Darlington supplies about 20 per
cent of Ontario’s electricity.

Pursuing continued operations at Pickering B to about 2020 -- which will
generate approximately 65 billion kilowatt hours of electricity over the four-
year period of continued operation.

Rehabilitating and getting more electricity from heritage hydroelectric assets.
Hydro is the lowest-cost and one of the cleanest forms of electricity available
to Ontarians.

Continuing contributions to a fund to pay for the storage of nuclear waste so
as not to burden future generations.

Continuing the licensing and environmental assessment work for new nuclear
to be ready for the future.

During the 2011-2012 period, OPG's forecast production from these valuable
baseload assets is 137.3 billion kilowatt hours.

OPG is the only generating company in the province whose rates are set through a
public process, and its net income remains in the Province of Ontario.

-30 -

For more information contact
Ontario Power Generation

Media Relations

(416) 592-4008 or 1-877-592-4008
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Back to OPG trims proposed hydro rate increase by 32%

OPG trims proposed hydro rate increase by 32%

May 26, 2010
John Spears

Ontario Power Generation has reduced a proposed rate Increase by 32 per cent after coming under pressure from Energy Minister Brad
Duguid ~ but opposition critics say consumers are still paying “exorbitant prices.”

OPG is now proposing new rates that would increase a typical householder's bifl by about $1.86 a month, down from its original proposal of
$2.75 a month,

The new rates, which must be approved by the Ontario Energy Board, would come into effect next March.

Duguid had asked OPG and Hydro One, both owned by the province, to keep their increases “to a minimum.” Hydro One scaled back its
proposed increase last week by more than 25 per cent.

OPG produces two-thirds of Ontario's electricity. The price of about 70 per cent of that output, which comes from its biggest hydro-electric
stations and nuclear plants, Is regulated by the energy board.

OPG is now proposing a 6.2-per-cent price increase for its regulated output, instead of the 9.6 per cent increase it had first requested, said
spokesman Ted Gruetzner.

The company says it needs money to maintain and operate its nuclear units; to plan for refurbishing the Darlington nuclear piant and plan
for new nuclear units; and to cover the cost of nuclear waste storage.

If the proposal is approved, OPG will get 3.7 cents a kilowatt hour for the output of its big hydro stations, and 5.3 cents a kilowatt hour for its
nuclear output.

To shave money from its original proposal, Gruetzner said OPG will shut down four coal-burning units ahead of schedule.

Two units at its Lambton power station, and two at Nanticoke, will close in October. The province has committed to closing all units by 2014,
in addition, OPG will not jack up rates to recover what were in effect tax overpayments made in previous years.

OPG's proposed increase is one of many putting pressure on power prices.

The province has approved a host of new bids from companies producing electricity from renewable sources such as wind and sunshine.
Those generators are being paid prices ranging from 13.5 cents a kilowatt hour for wind, to 80 cents a kilowatt hour for solar.

The HST will boost rates 8 per cent, and time-of-use rates, which charge users higher prices during periods of peak usage, will also mean
higher bills for many consumers,

Opposition MPPs decried the proposed increase.

“This is no break to the consumer,” said John Yakabuski of the Ontario Conservatives, pointing to array of factors pushing up the price.
“Consumers are still paying exorbitant prices.”

“All you've got to do is look at what the forecasters say will happen based on the commitments this government is making, based on high-
cost power.”

New Democratic Party critic Peter Tabuns said OPG'’s plans for spending much of the increase on nuclear plants are misguided.

"OPG should be supporting a transition to an efficiency and conservation-led utility, not one that's focused on nuclear power," he said.

http://www.thestar.com/printarticle/814926 9-22-2010
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CME Interrogatory #010

Ref: Ex. A1-T3-S1, page 3
Ex. F4-T4-S1, pages 4-5
Ex. 11-T1-82

Issue Number: 1.3
Issue: Is the overall increase in 2011 and 2012 revenue requirement reasonable given the
overall bill impact on consumers?

Interrogatory

The Board's Distribution Rate Handbook implies that consumers cannot be expected to
tolerate an average annual total bill increase in excess of 10%. Hydro One had planned to
file its application for increases in transmission rates on or about April 1, 2010. On March 29,
2010, OPG announced its plan to submit an application to the OEB in April and began
stakeholder sessions. Hydro One did not file its application for transmission rate increases on
or about April 1, 2010 as initially planned. On May 6, 2010, an article appeared in the Globe
and Mail. The article notes the magnitude of the increases being requested by Hydro One
and OPG. The article suggests that the government considered the combined bill impacts of
the pending applications of Hydro One and OPG. On May 26, 2010, OPG announced it was
proceeding with a lower rate application to the OEB. In an article appearing in The Toronto
Star on May 26, 2010, the article indicates that OPG reduced its proposed increase by 32%
and indicates that spokesperson Ted Gruetzner suggested that OPG will not increase its
rates to recover what were in effect tax overpayments made in previous years. In its first
payment amounts application, OPG proposed mitigation related to tax losses in an amount of
$228M. In the context of these developments, please provide the following information:

a) Produce, in confidence if necessary, all documents and other information presented to
OPG's Board of Directors, including any information provided to OPG by its shareholder,
that led to the decision to revise the application OPG intended to file in mid-April.

b) Compared to the application OPG planned to file in mid-April 2010, what is the amount
that OPG decided to refrain from claiming from ratepayers?

c) What criteria were applied by OPG's Board of Directors to cause them to conclude that a
portion of the amount reflected in the application that was to have been filed in mid-April
should not be claimed?

d) Assume that OPG's spending plans, in combination with the impacts of transitioning to
more and more renewable energy sources, are likely to produce total bill increases for a
typical or average residential consumer in an amount that exceeds, on average, 10% per
year over five years. Under this assumption, does OPG have any suggestions as to what
the OEB should do to constrain the total bill impacts on a typical residential customer to
an amount that does not exceed, on average, 10% per year over the next five years?

Witness Panel: Deferral and Variance Accounts, Payment Amounts and Regulatory
Treatments
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Response

a) Please see response to the interrogatory in Ex. L-4-001, parts a) and b).

b) The impact of delaying the implementation of new payment amounts from January 1,
2011 to March 1, 2011 is estimated to be $16M assuming that OPG'’s request is fully
approved.

c) Please see response to the interrogatory in Ex. L-4-001, part b).
d) No. The focus of OPG's activity before the OEB is on matters that relate to the

determination of just and reasonable payment amounts for the prescribed facilities or
directly impact OPG operations.

Witness Panel: Deferral and Variance Accounts, Payment Amounts and Regulatory
Treatments
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MITIGATION OF PAYMENT AMOUNT INCREASES

OPG's revenue requirement forecast as presented in Ex. K1-T1-S1 summarizes the revenue
and expense evidence for OPG's 21 month test period for the nuclear and regulated
hydroelectric facilities. OPG recognizes that the revenue requirement increase over the
current payment amounts is significant and will have an impact on electricity consumers.
OPG proposes to mitigate this impact by crediting the benefit associated with certain tax

losses accumulated over the interim period to consumers in the test period.

As detailed in Ex. F3-T2-S1, the regulatory taxable income calculation for the years 2005 -
2008 results in tax losses for those years. OPG has used the accumulated tax losses at the
end of 2008 to reduce the regulatory taxable income for 2009 to nil. The projected remaining
balance of regulated tax losses is $503.2M at the end of 2009.

Absent any mitigation, OPG would propose to carry forward this balance to reduce regulatory
taxable income in future years until no tax loss balance remained. To mitigate the increase in
payment amounts in this application, OPG proposes to accelerate the application of the
available tax losses to reduce the test period revenue requirement. This mitigation approach
results in the application of the associated tax loss balance muitiplied by the 2009 income tax
rate of 32 percent (see Ex. F3-T2-S1 Table 7) to revenue requirement in the test period. This
results in a reduction to the revenue requirement of $228M. This mitigation approach results
in a 14.8 percent increase in the payment amounts, as opposed to an 19.0 percent increase
without mitigation.

OPG proposes to apply the mitigation associated with the tax loss carry forward balance to
its nuclear and regulated hydroelectric payment amounts to achieve a consistent payment
amount increase across the two technologies. This application results in a reduction of
regulated hydroelectric revenue requirement of $90.1M and a reduction in the nuclear
revenue requirement of $137.9M. The offset in revenue requirement associated with
mitigation is used in the calculation of the regulated hydroelectric and nuclear payment
amounts as presented in Ex. K1-T2-S1 and Ex. K1-T3-S1, respectively.
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Numbers may not add due to rounding.

Table 1

Typical Residential Consumer Impact Assessment
Test Period April 1, 2008 to December 31, 2009

Updated: 2008-06-27

EB-2007-0905

Exhibit K1
Tab 1

Schedule 3

Table 1

model developed by the OEB to establish rates for Ontario’s electric distributors. This information can be accessed at:

Mipdiwww 0eb gov.on ca/himien/consumers/understanding/bill_comparison.htm

Line | o _ TestPeriod
] . | Regulated |
No. - Description | ‘Hydroelectric | ' Nuclear
(a) (b}
1 |Typical Residential Consumer Usage (KWh/Month)1 1,000.0 1,000.0 1,000.0
2 |Gross-up for Line Losses? 1.0522 1.0522 1.0522
3 |OPG Portion’ 11.4% 31.9% 43.3%
4 [Residential Consumer Usage of OPG Generation (KWh/Month) 119.8 336.0 455.8
(line 1 *line 2 " line 3)
IMPACT OF RECOVERY OF REVENUE REQUIREMENT DEFICIENCY:
5 |Test Period Deficiency ($M) 2412 78456 71,025.8
6 |Less: Mitigation ($M)4 90.1 137.9 228.0
7 |Required Recovery ($M) (line 5 - line 6) 151.1 646.7 797.8
8 |Forecast Production (TWh)® 315 88.2 119.7
9 |Required Recovery ($/MWh)° (line 7/ line 8) 4.80 7.33 6.66
10 [Typical Monthly Consumer Bill Impact ($) 0.58 2.46 3.04
(line 4 * line 9)
11 |Typical Monthly Residential Consumer Bill ($) 111.63 111.63 111.63
12 [Percentage Increase in Consumer Bills 0.52% 2.21% 2.72%
(line 10/ line 11)
Notes:
1 OPG has used consumption information reflected in the consumer rate impact analysis in the rate model
developed by the OEB to establish rates for Ontario's electric distributors. This information can be accessed at:
mtlpfwww.oeb gov.on.ca/htmlbien/consumers/understandina/bill_comparison.itm
2 OPG has used the adjustment factor for line losses data reflected in the consumer rate impact analysis in the rate model
developed by the OEB to establish rates for Ontario's electric distributors. This information can be accessed at:
hitp:iwww.oeb gov.on.ca/htinifen/consumers/understanding/bill_comparison.him
3 Total based on OPG's forecast production divided by the weather normal IPSP energy forecast
for 2008 and 2009. Reg. Hydro. and Nuclear portions determined based on energy production.
4 Inclusion of tax losses applicable to future periods as described in Ex. K1-T1-82
5  From Ex. K1-T1-S1 Table 3
6  Recovery amount is expressed in $/MWh and does not reflect the structure of the payment amount which
includes a fixed payment amount for Nuclear.
7 OPG has used the average electricity distributors bill included in the consumer rate impact analysis in the rate



TAB 15



Numbers may not add due fo rounding.

Filed: 2010-05-26

EB-2010-0008

Exhibit 11
Tab 1
Schedule 2
Table 1
Table 1
Annualized Residential Consumer Impact Assessment
Test Period January 1, 2011 to December 31, 2012
T = Sy 1 TestPeriod |
Line| - Regulgted | . f
‘No. . Description .~ | Notes| Hydroelectric! Nuclear Total
(a) __(b) (c)
1 |Typical Residential Consumer Usage (kWh/Month) 1 800.0 800.0 800.0
2 |Gross-up for Line Losses 2 1.0728 1.0728 1.0728
3 |OPG Portion 3 13.5% 34.9% 48.4%
4 |Residential Consumer Usage of OPG Generation (kWh/Month) 116.2 2991 415.3
(line 1 x line 2 x line 3)
IMPACT OF RECOVERY OF REVENUE REQUIREMENT DEFICIENCY:
5 |Revenue Requirement Deficiency Requested for Recovery ($M) 4 25.4 218.0 243.4
6 |Recovery of Variance and Deferral Account Amounts ($M) 5 (86.8) 459.9 373.1
7 |Amount to be Recovered From Customers ($M) (line 5 + line 6) (61.3) 677.8 616.5
8 |Forecast Production (TWh) 6 38.4 98.9 137.3
9 |Required Recovery ($/MWh) (line 7 /line 8) (1.60) 6.85 4.49
10 {Typical Monthly Consumer Biill Impact ($) (0.19) 2.05 1.86
(line 4 x line 9)
11 |Typical Monthly Residential Consumer Bili ($) 7 109.40 109.40 109.40
12 |Percentage Increase in Consumer Bills -0.17% 1.87% 1.70%
(line 10/ line 11)
Notes:
1 OPG has used consumption information reflected in the consumer rate impact analysis in the rate model
developed by the OEB to establish rates for Ontario's electric distributors. This information can be accessed at:
hilp:iwww oeb.gov.on.ca/QEB/Consumers/Electricity/Your+ Electricily+Utility/All+ Electricity + Utility +Bills
2 OPG has used the adjustment factor for line losses data reflected in the consumer rate impact analysis in the rate model
developed by the OEB to establish rates for Ontario's electric distributors. This information can be accessed at:
hite /iwww.oeb.gov.on.ca/OEB/Consumers/Electricity/Your+Electricity+ Utility/ All+Electricity + Utility+ Bills
3 Total based on OPG's forecast production divided by normal weather energy demand forecast for 2011 and 2012.
Energy forecast for 2011 is from IESO 18-Month Outlook Update for March 2010 to August 2011, Table 3.1, which
can be accessed at:
hitp://www ieso.calimoweb/pubs/marketReports/18MonthQuilock 2010feb.pdf
Energy forecast for 2012 is assumed equal to 2011 forecast (141.9 TWh).
Reg. Hydro. and Nuclear portions determined based on energy production.
4  From Ex. [1-T1-81 Table 4.
5 From Ex. H1-T2-S1 Table 1.
6 Reg. Hydro production from Ex. E1-T1-S1 Table 1
Nuclear production from Ex. E2-T1-S1 Table 1
7 OPG has used the average electricity distributors bill included in the consumer rate impact analysis in the rate

mode! developed by the OEB to establish rates for Ontario's electric distributors. This information can be accessed at;

hitp /www.ceb.gov.on.ca/QEB/Consumers/Electricity/Your+ Electricity-+ Utility/ Ali+ Electricity+Utility+Bills
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Order in Councii

Décret

Ontarlo
Executive Council
Conseif des ministres
On the recommendation of the undersigned, the Sur la recommandation du soussigng, le
Lieutenant Governor, by and with the advice and lieutenant-gouverneur, sur 'avis et avec le
concurrence of the Executive Council, orders con- sentement du Conseil des ministres,
that; décréte ce gui suit:

WHEREAS it is desirable to achieve reductions in electricity consumption and
reductions in peak provincial electricity demand.

AND WHEREAS the Minister may, with the approval of the Lieutenant Governor in
Council, issue directives under section 27.1 of the Ontario Energy Board Act, 1998 in
order to direct the Board to take steps to promote energy conservation, energy

efficiency, load management or the use of cleaner energy sources, including alternative
and renewable energy sources.

AND WHEREAS the Minister may, with the approval of the Lieutenant Governor in
Council, issue directives under section 27.2 of the Ontario Energy Board Act, 1998 in
order to direct the Board to establish conservation and demand management targets to
be met by distributors and other licensees.

NOW THEREFORE the Directive attached hereto is approved'and shall be and is
effective as of the date hereof,

/) o
Recommended: //w‘&\ - Concurred: ///}

Minister of Energy) " “Chalir 5% Cabinet
and Infrastructure _

Approved and Ordered: __ MAR 3 1 2010 ' @Z

Date : ycﬁtenant Governor

0.C./Décret

k3772019



MINISTER’S DIRECTIVE

TO: THE ONTARIO ENERGY BOARD

I, Brad Duguid, Minister of Energy and Infrastructure, hereby direct the Ontario Energy
Board pursuant to sections 27.1 and 27.2 of the Ontario Energy Board Act, 1998, as
described below, . ‘

The Board shall take the following stéps in order to establish electricity conservation
and demand management (“CDM") targets to be met by licensed electricity distributors
(“distributors”) within the timeframe specified herein: '

1. Subject i paragraph 5, the Board shall, without a hearing and in accordance with
the requirements of this Directive, which relate to the conservation and demand-
management targets to be met by distributors and other licensees including the
OPA, amend each distributor's licence to add a condition requiring the distributor to
achieve reductions in electricity consumption and reductions in peak provincial
electricity demand through the delivery of CDM programs (“CDM Programs”) by the
amounts specified by the Board (the “CDM Targets"), over a four-year period
beginning January 1, 2011,

2. In establishing CDM Targets for each distributor, the Board shali:

(a) ensure that the total of the CDM Targets established for all distributors is
equal to 1330 megawatts (MW) of provincial peak demand persisting at the
end of the four-year period and 6000 gigawatt hours (GWh) of reduced

-electricity consumption accumulated over the four-year period;

(b) specify for each distributor, a CDM Target for the reduction of provincial
peak electricity demand and a CDM Target for the reduction of electricity
consumption, each of which must be greater than zero; and,

(c) have regard to information obtained from the Ontario Power Authority

: (“OPA™), developed in consultation with distributors, regarding the
reductions in provincial peak electricity demand and electricity consumption
that could be achieved by individual distributors through the delivery of
CDM Programs.

3. The Board shall amend the licence of each distributor as follows:

(a) by adding a condition that specifies each distributor must meet its CDM
Targets through:

(i) th'e delivery of Board approved CDM Programs delivered in the
distributor’s service area {“Board-Approved CDM Programs”);



(b)

(©

(ii) the delivery of CDM Programs that are made available by the OPA to
distributors in the distributor’s service area under contract with the OPA
("OPA-Contracted Province-Wide CDM Programs™); or, -

(ili) a combination of (i) and (ii)

by adding a condition that specifies that the distributor must deliver a mix
of CDM Programs to all consumer types in the distributor’s service area,
whether through Board-Approved CDM Programs, OPA-Contracted
Province-Wide CDM Programs or a combination of the two, as far as is
appropriate’and reasonable having regard to the composition of the
distributor's consumer base;

by-adding a condition that requires the distributor to comply with rules
mandated by a code issued by the Board.

The Board shall amend licenses of distributors to ensure that:

(a)

(b)

{c)

distributors utilize the same common Provincial brand (which includes any
mark or logo that the Province has used or is using, created or to be
created by or on behalf of the Province, and which will be identified to the
Board by the Ministry as a provincial mark or logoe for its conservation
programs) with all Board-Approved CDM Programs;

that the brand identified in (a) shall be the same brand utilized by the OPA
and distributors for OPA-Contracted Province-Wide CDM Programs once
those programs have been created; and,

that the brand shall be used by distributors in conjunction with or co-
branded with distributor's own brand or marks.

and the Board shall, upon receipt of written direction from the Ministry, which
may be issued from time to time, and as a condition of license, require any one
or more distributors to cease using the Provincial brand described in this
paragraph at such time or in such way as may be specified in such direction.

The Board sﬁall not amend the licence of any distributor that meets the
conditions set out below:

(a)

- (b)

with the exception of embedded distributors the distributor is not
connected to the Independent Electricity System Operator (lESO)
controlled grid; or,

the distributor's rates are not regulated by the Board.



The Board shall issue a code that includes rules relating to the teporting
‘requirements and performance incentives associated with-CDM Programs and to
the planning, design, approval, implementation and the evaluation, measurement
and verification (“EM&V") of Board-Approved GDM Programs and to such other
matters as the Board considers appropriate.

In developing such rules, the Board shall have regard to the following objectives
of the government in addition to such other factors as the Board considers
appropriate:

(a)  thatBoard-Approved CDM Programs shaﬂ not duplicate OPA-Contracted
Province-Wide CDM Programs that are available from the OPA at the time
of Board approval;

(b)  thatthe Board shall encourage opportunities for coordinating CDM
Programs between the distributor and other relevant entities such as other
electricity distributors, natural gas distributors and the OPA; '

(c)  thatthe Board shall not preclude consideration of CDM Programs or
funding for CDM Programs on the basis that a distributor's CDM Targets
have been or are expected to be exceeded;

(d) that atiered performance incentive mechanism shall be available to
distributors for verified electricity savings with incentives beginning to’
accrue once a distributor meets 80% of each CDM Target; performance

~ incentives shall not be offered for electricity savings achieved beyond
150% of each CDM Target;

(e)  that Board approval for funding of any given Board-Approved CDM
Program shall correspond to the period in which the Board-Approved CDM
Program is offered, provided that the period is no longer than the period
for which CDM Targets are established:

)] that the Board shall require distributors to use OPA cost-effectiveness
tests, as modified by the OPA from time to time, for assessing the cost-
effectiveness of Board-Approved CDM Programs;

(@) that thé Board shall require distributors to use the OPA protocol process
and third-party vendor of record list, as modified by the OPA from time to
time, when conducting EM&Y of Board-Approved CDM Programs;

(h)  thatthe Board shall consider the definition of CDM to be inclusive of load
reduction from initiatives, such as geothermal heating and cooling, solar
heating and fuel switching, but exclusive of initiatives that are associated
with the OPA Feed-in Tariff Program and the OPA Micro Feed-in Tarift
Program; and,



(i) that all Board-Approved CDM Programs shall utilize-thé 'same common
provincial brand (which includes any mark or logo that the Province has
used or is using, created or to be created by or on behalf of the Province,
and which will be identified to the Board by the Ministry as a provincial
mark or logo for conservation) used for OPA-Contracted Province-Wide
CDM Programs, once such programs are created, and used in conjunction

. with or co-branded with any brand or mark used by the distributor.

7. The Board shall not approve CDM Programs until OPA- -Contracted Province-Wide
CDM Programs have been established.

-8. The Board shall, in approving Board-Approved CDM Programs, continue to have
regard 1o its statutory objectives, including protecting the interests of consumers with
respect to prices,

9. The Board shall conduct, or cause to be conducted, targeted audits of EM&V carried
out by the distributor or third-parties on behalf of the distributor, as necessary.

10.The Board shall annually review and publish the verified results of each individual
distributor's CDM Programs and the consolidated results of all distributor CDM
Programs, both Board-Approved CDM Programs and OPA-Contracted Province-
Wide CDM Programs and.take steps to encourage distributors to improve CDM
Program performance.

11.The Board shall permit distributors to meet a portion of their CDM Targets through
the delivery of CDM Programs targeted to low-income consumers.

12.The Board shall have regard to the objective that lost revenues that result from CDM
- Programs should not act as a disincentive to a distributor.

Minister of Energy and Infrastructure
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March 2, 2010

TAKING A DEEP BREATH ON WIND POWER
Michael Trebilcock

The current Ontario government’s headlong rush into massive subsidization of various
forms of renewable energy, including wind power and solar energy, is likely to reveal the law of
unintended consequences from these precipitous policies unless we take a deep breath and
calmly and rigorously re-evaluate these policies before committing billions more dollars from
consumers and taxpayers to them.

Such a re-evaluation would sharply focus on three key factors: a) the costs of renewable
energy; b) its contributions to reducing CO2 (greenhouse gas) emissions; and c) its contributions
to creating jobs in the province. Much of the current government’s renewable energy focus has
been on the promotion of industrial wind turbine-generated electricity, and hence I focus on

these three factors as they relate to industrial wind power.

a) Economic Effects

First, as to the cost of wind-generated electricity, the feed-in tariff for on-shore wind
turbines in Ontario provided for under the Green Energy Act is 13.5 cents per kWh (and higher
for smaller projects), which is more than twice prevailing rates for electricity on the spot market
in Ontario (less than 6 cents per KWh). Solar power qualifies for an 80 cents per KWh feed-in
tariff. These cost increases will be fed through to industrial, commercial, and residential
consumers through various additional charges on their electricity bills. In addition, further
expenditures are required in order to enhance and extend the transmission grid to accommodate
these projects. A recent study by London Economics Consultancy, “Examining the Potential

Costs of the Ontario Green Energy Act 2009 (April 30, 2009), estimates that the higher costs of



green power will add hundreds of dollars to average electricity bills of households throughout
Ontario. A recent article in the Globe and Mail, “The High Cost of Green Power,” January 8,
2010, quotes Adam White, President of the Association of Major Power Consumers of Ontario,
as stating: “The situation is not sustainable because it will leave companies paying higher rates
than competitors in other jurisdictions.” Toronto energy lawyer, Peter Murphy, is quoted as
stating: “The government is sitting on a political time bomb.” Recent studies of wind power in
Denmark,' Germany,” and the UK,,* reach similar conclusion about the impacts of renewable
energy on electricity costs in these three jurisdictions. The Ontario government’s estimate of an
increase in electricity costs per year from its renewable policies of 1 percent a year seems to lack

any justification or credibility.

b) Environmental Effects

The contributions of industrial wind power to reducing CO2 (greenhouse gas) emissions,
which might be thought to justify the additional cost of renewable energy, are in fact at best
marginal. Most wind turbines run at only about 25 percent of nameplate capacity, so that
generating any substantial amount of electricity from wind power requires massive numbers of
wind turbines. In addition, because of their intermittency and unpredictability (like solar power),
they require the availability of back-up generation, especially for peak-load capacity, which has
entailed in Denmark, Germany, the UK, and now Ontario the construction of additional fossil
fuel plants (typically natural gas plants) to provide reliability. This dramatically reduces the net

contributions of wind power to CO2 abatement, which come at an extremely high cost relative to

! Centre for Policy Studies (CEPOS), Wind Energy: The Case of Denmark, Copenhagen, Denmark, September 2009.
* Christoph M. Schmidt, Economic Impacts Jrom the Promotion of Energies: The German Experience (RWI, Essen,
Germany, 2009).
* John Etherington, The Wind Farm Scam: An Ecologist’s Evaluation (Stacey International, 2009), chapter 4.



other abatement strategies (such as real-time pricing of electricity).* In the case of base load
electricity, most of this is provided in Ontario by carbon-clean hydro and nuclear power so that,
to the extent that wind power is used to provide base load electricity, it simply displaces lower
cost hydro and nuclear power with no effects on CO2 emissions (or results in exports of surplus
power, often at give-away prices).

In October 2007, the Ontario Power Authority (OPA) — the government’s own agency,
tasked with planning Ontario’s power system and now entering into long-term contracts with
renewable energy producers — published its Integrated Power System Plan, where it analyzed a
“high wind power” scenario for the province, and concluded: “Since wind generation has an
effective capacity of 20 percent compared to 73 percent for hydroelectric generation, additional
generation capacity with better load-following characteristics would need to be installed. This
needed capacity will likely have to be obtained by installing additional gas fired generation.
Thus, in addition to incurring further capital costs for the gas generation installation, higher gas
usage would be expected to make up for the reduced amount of renewable energy from wind
compared to that from hydroelectric generation or this alternative. Therefore, this alternative
would result in higher greenhouse gas emissions.” The OPA concluded: “Wind and solar power
will never be more than a niche supplier of power in Ontario.”

What did the OPA see as the better alternative? Renewable hydro power sites in northern
Ontario (which it identified). The OPA stated: “The hydroelectric generation developments
included in the plan are cost effective compared to developing additional wind generation; this
comparison includes the cost of transmission reinforcements. In conclusion, development of

major hydroelectric generation north of Sudbury, with major reinforcement of the transmission

" Donald Dewees, “The Price Isn’t Right: The Need for Reform in Consumer Electricity Pricing,” C.D. Howe
Institute Backgrounder, No. 124, January 2010.



north of Sudbury, is the preferred alternative compared to developing additional renewable
generation in southern Ontario and other parts of northern Ontario.”

This begs the obvious question, what has changed in two years? Beyond these sites in
northern Ontario, in the medium to longer term there is enough northern Canadian hydro power
in Manitoba, Quebec and Labrador to satisfy Ontario’s needs for decades. If Boston and New
England can depend on northern Canadian hydro power, why not Toronto? Moreover, prior
demand projections for electricity need to be revised downwards to reflect not only the current
econoniic recession (demand was down more than 6% in 2009 over 2008), but the long-term
contraction in a number of Ontario’s electricity-intensive heavy manufacturing industries, such

as steel and automobile manufacturing.

¢) Employment Effects

The potential contributions of renewable energy to the creation of jobs in the province
require a heavy dose of skepticism. While the government has claimed that it plans to create
50,000 new green jobs in the province over the coming years, the additional burdens on
industrial, commercial, and household consumers from higher electricity costs associated with
renewable energy will kill existing jobs. Recent studies in Denmark and Germany find that very
few net new jobs have been created as a result of renewable energy policies, and in the case of
Denmark, have cost between US $90,000 to US $140,000 per job per year in public subsidies,
and in the case of Germany, up to US $240,000 per job per year. According to a column by
Randall Denley in the Ottawa Citizen of January 24, 2010, the new manufacturing jobs entailed
in the massive Samsung renewable project recently announced by the Ontario government will

cost $300,000 each in public subsidies.



In an SNL Financial news wire report of October 23, 2009, the Ontario Minister of
Natural Resources was reported as stating that the agency had temporarily stopped accepting
applications for proposed wind energy projects because it had already received 500 such
applications and needed to make sure that it had appropriate processes in place before taking any
more. Obviously, the massive public subsidies being offered by the Ontario government to the
renewable energy sector, especially industrial wind turbines, have provoked a massive corporate
feeding frenzy, but corporate enthusiasm for subsidized wind power should not be confused with
the longer-term public interest. On all three of the critical factors reviewed above, wind power
attracts a failing grade. Beyond these three factors, localized impacts on flora and fauna and on
the character of some of Ontario’s most beautiful rural communities, potentially adverse health
effects on local residents from persistent exposure to low intensity turbine noise, potentially
adverse impacts on local property values, and an environmental review process which the
Ontario Environmental Commissioner describes as “broken,” render renewable energy policy,
at least as currently conceived by the Ontario government, one of the least compelling public
policy options in the challenging economic environment in which the province finds itself now
and for the foreseeable future.

Picking technological winners in fields such as this, and then picking winners within
classes of technology (such as Samsung) are fraught with the risk of costly errors. A far better
policy orientation would be first to price all sources of electricity so as to reflect environmental
costs and let consumers respond accordingly, and then to subsidize breakthrough R and D in all
sectors that are significant sources of carbon emissions. As Dr. Jan Carr, former CEO of the

OPA from 2005 to 2008, puts it in a recent article:®

* Gord Miller, Annual Report, 2007-2008.
% Yan Carr, “A Rational Framework for Electricity Policy,” (2010) Journal of Policy Engagement 8.



The recent rush to “green” Ontario’s electricity system has produced a largely ad
hoc approach to the selection and investment in power generation technologies
that will unnecessarily increase the cost of electricity with far-reaching economic
and social effects. .. Pricing carbon would have the advantage of continuing a
century of economically rational development of the electricity system as an
essential underpinning of modern society. To do other than proceed on an
economic basis is to risk massive economic distortions... The alternative process
of picking winners and losers in renewable energy technologies, based on
perceptions and public opinion polls, puts us all at considerable risk.”

Before mortgaging its long-term future by awarding hundreds more 20-year fixed-price
contracts to wind developers, the province of Ontario urgently needs an independent, objective,
expert investigation (perhaps by the Auditor-General) of the prospective economic,

environmental, and employment effects of wind power and other renewable energy policies in

the province and alternatives thereto.
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CME Interrogatory #019

Ref: Ex. C1-T1-S1, Tables 1-7

Issue Number: 6.11

Issue: Are the amounts proposed to be included in the test period revenue requirement for
other operating cost items, including depreciation expense, income and property taxes,
appropriate?

Interrogatory

What is the total dollar amount OPG seeks to recover in the test period Revenue
Requirement (i.e., not through deferral accounts) for payments in lieu of taxes (“PILS") for the
test period?

Response

The total payments in lieu of income, capital and property taxes and municipal property
taxes'? amounts included in the 24-month test period revenue requirement for prescribed
and Bruce facilities is $301.6M. The total municipal property taxes amount included in the 24-
month test period revenue requirement for prescribed and Bruce facilities is $29.5M.

Therefore, the total PILS and municipal property taxes for the test period is $331.1M. A
detailed breakdown of the components of this amount is presented in Ex. L-05-036.

! Municipal property taxes are included to enable amounts to be reconciled to the pre-filed evidence (which
combines both Payment in Lieu of property tax paid to the OEFC and property taxes paid to municipalities) and to
enable results to be reconciled to results from other CME interrogatories, which request information related to
taxes generally.

2 0PG is expected to become subject to the water taking charges during the test period. As the test period
amount is only approximately $0.5M per year, it has been presented in OPG's property taxes amounts for the test
period in the pre-filed evidence (refer to Ex. F4-T2-S1, section 10.5). Inclusion of WTC in this response is required
to reconcile to the breakdown of taxes requested by CME at Ex. L-5-036.

Witness Panel: Finance & Business Processes
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CME Interrogatory #023

Ref: Ex. C1-T1-S1, Tables 1-7

Issue Number: 6.11

Issue: Are the amounts proposed to be included in the test period revenue requirement for
other operating cost items, including depreciation expense, income and property taxes,
appropriate?

Interrogatory

What amount of tax does OPG, the corporation, actually expect to pay to the Ontario
Electricity Financial Corporation (*OEFC") for 20107

Response

OPG declines to provide the requested 2010 information with respect to income and capital
taxes because it has not been previously filed with the OEB, it is not publicly available and it
is not relevant to this proceeding. It is not relevant because it is a forecast for OPG's
company-wide operations, including unregulated operations. OPG does not make separate
income or capital tax payments for its regulated operations, as the payments are made on a
legal entity basis. A budget calculation for the 2010 tax expense for the regulated facilities is
provided at Ex. F4-T2-S1, Table 5. OPG has filed its tax returns for 2005 — 2009, in
confidence, in response to the OEB's direction in EB-2007-0905 to provide a reconciliation of
prior period tax expense and the calculation of tax expense for the regulated facilities.

With respect to payments in lieu of property tax made to the OEFC, the projected amount
that will be paid in cash property taxes for OPG’s regulated operations (including Bruce
assets), based on the 2010 - 2014 business plan, is $15.2M. Additionally, OPG expects to
pay $14.8M in municipal property taxes for the regulated operations (including Bruce assets).

Witness Panel: Finance & Business Processes
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CME Interrogatory #026

Ref: Ex. F4-T2-S1, Attachment 3
Ex. G2-T2-S1
Ex. H1-T2-S1

Issue Number: 6.11

Issue: Are the amounts proposed to be included in the test period revenue requirement for
other operating cost items, including depreciation expense, income and property taxes,
appropriate?

Interrogatory

All taxes that OPG pays are effectively paid to its owner, the Province of Ontario. All return
on equity OPG earns is either paid to or attributable to its owner, the Province of Ontario. In
these circumstances, please respond to the following questions:

a) Does OPG make any effort to minimize or eliminate its tax burden? If so, then please list
all of the tax reduction initiatives in which OPG engaged in each of the years 2005 to
2010, inclusive.

b) Please list whether OPG has adopted any tax planning measures for the test period to
minimize the amount of taxes it will be called upon to pay to the Province of Ontario.

c) Please provide the names of any consultant(s) OPG uses to help it with its tax planning.

Response

a) Yes. As any prudent commercial taxable entity would, OPG has made and continues to
make (including the period 2005 — 2010) all appropriate efforts to structure and conduct
its business and operations in a tax-effective manner while operating in accordance with
the rules and regulations of the Income Tax Act (Canada) and the Electricity Act, 1998.
OPG considers all potentially relevant allowable tax deductions and tax credits in the
filing of its tax returns in order to minimize its tax burden.

OPG's Finance department has a dedicated group of experienced tax professionals. To
fulfill the objective of tax minimization and assessment of related risks, tax filing positions
are taken after appropriate research into case laws and technical interpretations where
available. OPG's tax professionals engage in continuing professional development
training such as attending the Canadian Tax Foundation and Tax Executive Institute
seminars, and participate in the Canadian Electricity Association’s tax consultation group.
OPG also consults with external tax advisors to optimize the tax effectiveness of its
business activities.

Witness Panel: Finance & Business Processes
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b) As part of OPG’s normal business operations, tax planning measures noted in part a)are
carried out to minimize the amount of taxes OPG will be required to pay for the test
period.

c) OPG engages the following consultants for tax planning, depending on the nature of the
area of tax:

PricewaterhouseCoopers LLP
KPMG LLP

Deloitte & Touch LLP

Ernst & Young LLP

Blake, Cassels and Graydon LLP
Torys LLP

Witness Panel: Finance & Business Processes
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CME Interrogatory #028

Ref: Ex. F4-T2-S1, Attachment 3
Ex. G2-T2-51
Ex. H1-T2-81

Issue Number: 6.11

Issue: Are the amounts proposed to be included in the test period revenue requirement for
other operating cost items, including depreciation expense, income and property taxes,
appropriate?

Interrogatory

What amount does OPG, the corporation, actually expect to pay in taxes to the Province of
Ontario in 2010, 2011 and 2012?

Response

OPG declines to provide the requested 2010, 2011 and 2012 information with respect to
income and capital taxes because it has not been previously filed with the OEB, it is not
publicly available and it is not relevant to this proceeding. It is not relevant because it is a
forecast for OPG's company-wide operations, including unregulated operations. OPG does
not make separate income or capital tax payments for its regulated operations, as the
payments are made on a legal entity basis. A forecast of the 2010, 2011 and 2012 tax
expense for the regulated facilities is provided at Ex. F4-T2-S1, Table 5.

With respect to payments in lieu of property tax made to the Ontario Electricity Financial
Corporation (“OEFC”) and payments for municipal property tax' related to OPG’s regulated
operations (including Bruce assets), the projected amounts, based on the 2010 — 2014
business plan, are as follows:

2010? 2011 201
Payments in lieu of property tax $15.2M $15.8M $16.3M
Municipal property taxes $14.8M $15.8M $16.3M

! Includes water taking charge as discussed in Ex. L-5-019.
? As discussed in Ex. L-5-023.

Witness Panel: Finance & Business Processes
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CME Interrogatory #029

Ref: Ex. F4-T2-S1, Attachment 3
Ex. G2-T2-81
Ex. H1-T2-81

Issue Number: 6.11

Issue: Are the amounts proposed to be included in the test period revenue requirement for
other operating cost items, including depreciation expense, income and property taxes,
appropriate?

Interrogatory

Were any amounts recovered from ratepayers for taxes during each of the years 2005 to
2009, inclusive? If so, then what amounts were recovered from ratepayers during each of
those years?

Response

The table below sets out the requested information to the extent available.

For the period April 1, 2005 — March 31, 2008, OPG is unable to identify the amount of taxes
recovered from ratepayers. Rates for that period were set by the Province of Ontario by
Regulation. OPG includes the forecast tax information that was provided to the Province of
Ontario on an annual basis for 2005 — 2007 for the purposes of setting these rates. This
information is from a document referenced in section 5 (1) of O. Reg. 53/05 and available on
the Ontario Energy Board website at: hitp://www.oeb.gov.on.ca/documents/cases/EB-2006-
0064/forecast facilities opg 20070213.pdf. The document is reproduced as Attachment 1 to
this response.

The amounts for 2008 and 2009 in the table below represent the amounts approved by the
OEB in the EB-2007-0905 Payment Amounts Order.

Witness Panel: Finance & Business Processes
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M Notes 2005 2006 2007 2008 2009
Property Tax — 1,4 22 28 29
Prescribed Assets
Capital Tax - 14 30 33 36| 28] 307
Prescribed Assets
Income Tax - 1,56 18 20 22 nil nil
Prescribed Assets
Property Tax — Bruce 2,3 N/A N/A N/A 11.4 15.5
Capital Tax — Bruce 2,3 N/A N/A N/A 3.3 3.6
Income Tax — Bruce 2,3 N/A N/A N/A 28.3 37.7
Large Corporations 1,2 20 18 11 nil nil
Tax
Total 90 99 98 65.8 87.5

Notes:

1. Amounts for 2005 — 2007 are annual amounts as provided to the Province of Ontario for
the purposes of setting interim rates (Attachment 1, sum of Nuclear and Regulated
Hydroelectric amounts for each respective year).

2. Amounts for Bruce were included in Nuclear amounts in the information provided to the
Province of Ontario shown in Attachment 1.

3. Amounts for 2009 are per EB-2007-0905, Payment Amounts Order, Appendix A, Table 7,
line 5 (Property Tax), line 6 (Capital Tax), and line 9 (Income Tax), column (f). For 2008,
the amounts are 3/4 of those found in the above lines in Table 7, column (c) to reflect the
adjustment for the period January 1, 2008 — March 31, 2008 (shown as total adjustment
to Bruce net revenues on Table 7, line 15, column (c)).

4. Property and capital taxes for prescribed assets were approved by the OEB as a single
amount for each of Regulated Hydroelectric and Nuclear. Amounts for 2008 are per EB-
2007-0905, Payment Amounts Order, Appendix A, Table 1, line 18, column (c) and Table
2, line 18, column (c). For 2009, the amounts are per Tables 1 and 2, line 18, column (.

5. Income tax for prescribed assets was set at Nil as per EB-2007-0905, Payment Amounts
Order, Appendix A, Tables 1 and 2, line 23, columns (c¢) and ().

Witness Panel: Finance & Business Processes
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CME Interrogatory #032
(NON-CONFIDENTIAL VERSION)

Ref: Ex. F4-T2-S1, Attachment 3
Ex. G2-T2-31
Ex. H1-T2-51

Issue Number: 6.11

Issue: Are the amounts proposed to be included in the test period revenue requirement for
other operating cost items, including depreciation expense, income and property taxes,
appropriate?

Interrogatory

For the years 2005 to 2009, inclusive, does the total amount for taxes in each year that OPG
has either recovered or now seeks to recover from ratepayers exceed the amount for taxes
actually paid by OPG, the corporation, to the Province of Ontario? If so, then what is the
amount of the excess for each year and cumulatively?

Response

OPG makes payments in lieu of income, capital and property tax to the Ontario Electricity
Financial Corporation (“OEFC”) and property tax payments to municipalities. The table below
sets out the comparison between these amounts paid for 2005 - 2009, as per Ex. L-5-027,
and the amount of taxes OPG has either recovered or seeks to recover from ratepayers for
those years (as per Ex. L-5-029, Ex. L-5-030 and Ex. L-5-031), to the extent information is
available.

The requested comparison is not meaningful because:

* As noted in Ex. L-5-023 and Ex. L-5-027, information for income and capital taxes paid is
only available for OPG as a whole, and not regulated operations separately. Therefore,
the amounts paid for income and capital taxes relate to OPG’s total operations while the
amounts recovered relate to regulated operations (including Bruce assets) only.

¢ As noted in Ex. L-5-029, for the period April 1, 2005 —~ March 31, 2008, OPG is unable to
identify the amount of taxes, if any, recovered from ratepayers through the interim rates
set by the Province of Ontario. The information regarding amounts recovered for the
years 2005 - 2007 presented below is based on amounts OPG submitted to the Province
for the purposes of setting interim rates.

e The calculation of regulatory income and capital taxes involves the application of
regulatory principles, whereas amounts paid by OPG do not.

Witness Panel: Finance & Business Processes (NON-CONFIDENTIAL VERSION)
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M 2005 2006 2007 2008 2009
OEFC ~ Income and Capital Taxes | | | ] || B
OEFC - Property Tax 12.3 13.8 13.6 14.7 14.5
Municipalities — Property Tax 12.5 12.8 13.3 14.1 14.1 A
Total Tax Paid (A) W W W W
Payment Amounts 90.0 99.0 98.0 65.8 87.5
Tax Loss Variance Account N/A N/A N/A 66.3 55.9
Bruce Variance Account N/A N/A N/A (98.3) (35.2)
Total Tax Recovered/Recoverable (B) 90.0 99.0 98.0 33.8] . 108.2
Difference = (B) - (A) | | B || || N
Cumulative Difference (A > B) 1

As per the table above, there is no cumulative excess, as defined in the question.

Witness Panel: Finance & Business Processes (NON-CONFIDENTIAL VERSION)
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CME Interrogatory #033

Ref: Ex. F4-T2-S1, Attachment 3
Ex. G2-T2-S1
Ex. H1-T2-S1

Issue Number: 6.11

Issue: Are the amounts proposed to be included in the test period revenue requirement for
other operating cost items, including depreciation expense, income and property taxes,
appropriate?

Interrogatory

Did the payment amounts that OPG received from ratepayers in 2010 include any amount for
taxes? If so, then what is that amount?

Response

Yes, the payment amounts received in 2010 include amounts for capital and property taxes
for the prescribed facilities, and capital, property and income taxes related to the Bruce
facilities.

The table below sets out the requested information.

$M Notes 2010
Property and Capital Tax - 1 30.6
Prescribed Assets '
Income Tax — Prescribed 2 nil
Assets

Property Tax — Bruce 3 15.4
Capital Tax — Bruce 3 3.9
Income Tax — Bruce 3 37.7
Total 87.6

Notes:

1. Amount is calculated as 12/21 of property and capital tax amounts approved by the OEB
as part of OPG’s revenue requirement in EB-2007-0905 (all references are to EB-2007-
0905, Payment Amounts Order, Appendix A):

$M
Total Regulated Hydroelectric (Table 1, line 18, col. (i)) 15.2
Total Nuclear (Table 2, line 18, col. (i) 38.3
Total for the period April 1, 2008 — December 31, 2009 53.5
Amount for 2010: 12/21 x $53.5M 30.6

Witness Panel: Deferral and Variance Accounts, Payment Amounts and Regulatory
Treatments
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2. Income tax for prescribed assets was set at Nil as per EB-2007-0905, Payment Amounts
Order, Appendix A, Tables 1 and 2, line 23, columns (i).

3. As shown in Ex. L-5-031, amounts for Bruce taxes are calculated as 12/21 of amounts
approved as part of OPG’s revenue requirement in EB-2007-0905:
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Witness Panel: Deferral and Variance Accounts, Payment Amounts and Regulatory

$™
Property Tax for full year 2008 15.2
Property Tax for full year 2009 15.5
Less: Q12008 (1/4 x $15.2M) 3.8
Total April 1, 2008 — December 31, 2009 26.9
Amount for 2010: 12/21 x $26.9M 15.4
Capital Tax for full year 2008 4.4
Capital Tax for full year 2009 3.6
Less: Q12008 (1/4 x $4.4M) 1.1
Total April 1, 2008 — December 31, 2009 6.9
Amount for 2010: 12/21 x $6.9M 3.9
Income Tax for full year 2008 37.7
income Tax for full year 2009 37.7
Less: Q12008 (1/4 x $37.7M) 94
Total April 1, 2008 — December 31, 2009 66.0
Amount for 2010: 12/21 x $66.0M 37.7

Treatments
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CME Interrogatory #036

Ref: Ex. F4-T2-S1, Attachment 3
Ex. G2-T2-81
Ex. H1-T2-S1

Issue Number: 6.11

Issue: Are the amounts proposed to be included in the test period revenue requirement for
other operating cost items, including depreciation expense, income and property taxes,
appropriate?

Interrogatory

For the test period 2011 and 2012, what amount in the test period Revenue Requirement in
each year does OPG seek to recover from ratepayers for taxes?

Response

The tax amounts for the 24-month test period for the prescribed assets included in the
revenue requirement are as follows (all references are to Ex. [1-T1-S1, Table 1);

M
Regulated Hydroelectric Property Taxes (line 18, col. (c)) 0.0
Nuclear Property Taxes (line 18, col. (f))’ 32.6
Regulated Hydroelectric Income Tax (line 23, col. (c)) 57.9
Nuclear Income Tax (line 23, col. (f)) 129.8
Total Taxes for prescribed assets for 24 months 2011 — 2012 220.3

The tax amounts for the 24-month test period 2011 — 2012 for the Bruce assets included in
the revenue requirement are as follows (all references are to Ex. G2-T2-S1, Table 5)

M
Bruce Property Taxes (line 2, col. (e) + col. (f)) 27.7
Bruce Current Income Tax (line 10, col. (e) + col. (f)) 8.6
Bruce Future Income Tax (line 11, col. (e) + col. (f)) 745
Total Taxes for Bruce assets for 24 months 2011 - 2012 110.8

The combined amodnt of taxes for prescribed and Bruce assets included in the 24-month
revenue requirement for is therefore $331.1M ($220.3M + $110.8M).

"includes a water taking charge as discussed in Ex. F4-T2-S1, section 10.5, and Ex. L-5-019.

Witness Panel: Finance & Business Processes



