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UNDERTAKING J2.7 1 

  2 
Undertaking 3 
 4 
To identify assets, liabilities, revenues, costs and other items set out in OPG’s 2007 5 
financial statements that are referred to in section 6 of regulation O. Reg. 53/05 for 6 
purposes of establishing payment amounts for the test period.  7 
 8 
 9 
Response  10 
  11 
Section 6 of O. Reg. 53/05 lists rules governing the determination of payment amounts 12 
by the Board. Sub sections 6.(2)5 and 6.(2)6 of the regulation state that in making the 13 
first payment order for OPG's prescribed facilities, the OEB shall accept the values in 14 
OPG's most recently audited financial statements. In addition, other parts of section 6 15 
establish provisions for recovery of certain costs. OPG has prepared the attached 16 
schedule and notes which identify the items in the financial statements that are relevant 17 
to the revenue requirement in the test period, and must be accepted by the Board: 18 
 19 
• Attachment 1,  “Reliance on Audited Financial Statements,” provides the names of 20 

the financial statement items that must be accepted, the financial statement note that 21 
contains values for the regulated operations that must be accepted, the dollar value 22 
that must be accepted for the regulated operations, and references to sections of the 23 
evidence that contain these figures. 24 

• Attachment 2 contains notes that explain how the figures in the financial statements 25 
are used in the evidence, as well as references to sections of O. Reg. 53/05 that 26 
specify the methodology for determining payment amounts. 27 

• Attachment 3 provides photocopies of OPG’s audited financial statements as found 28 
in Ex. A2-T1-S1 Appendix A with the relevant numbers marked for ease of 29 
reference. 30 

 31 
It is OPG’s position that the Board must accept the regulated income and balance sheet 32 
amounts as reported in the attached schedule and notes.  33 
 34 
 35 
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Reliance on Audited Financial Statements 2007 2007 Exhibits that  rely on s6.2(5)*
Ref F/S Regulated "Board shall accept amounts…in OPG's most recently audited financial statements…"

(millions of dollars except where noted) * Reference amount   

Income before interest and income taxes A Note 18 165 Historic ROE in Ex. C and determination of Income Tax Losses Ex. F3-T2-S1

Assets
Fuel inventory B Note 18 231 Rate Base Ex. B (opening working capital balance in test period)

Materials and supplies - current assets B Note 18 74 Rate Base Ex. B (opening working capital balance in test period)
Long-term materials and supplies B Note 18 346 Rate Base Ex. B (opening working capital balance in test period)

Total M&S 420

Fixed assets in service, net B NBV Note 
18

7,901 Rate Base Ex. B (in service assets excluding CIP). Fixed assets also include Asset 
Retirement Costs which represent costs to be recovered for decommissioning nuclear 
stations, and managing and disposing of used fuel, and low and intermediate level waste.

Construction work in progress C Note 18 509 CIP results in, in service addtions to test period rate base, as well as into future periods.

Regulatory assets: F Note 7
  Pickering A return to service costs 183 Variance/Deferral Ex. J
  Nuclear liabilities deferral account 131 Variance/Deferral Ex. J
  Nuclear development deferral costs and capacity 28 Variance/Deferral Ex. J
      refurbishment variance Variance/Deferral Ex. J
  Hydroelectric production variance 7 Variance/Deferral Ex. J
  Ancillary service revenue variance (Nuclear and Hydroelectric) 5 Variance/Deferral Ex. J
  Transmission outages and transmission restrictions 2 Variance/Deferral Ex. J

Total 356

Liabilities

Long-term debt due within one year D Note 9 400 Cost of capital Ex. C1-T1-S2 (determination of deemed interest expense in test period).
Long-term debt D Note 9 3,665 Cost of capital Ex. C1-T1-S2 (determination of deemed interest expense in test period).

Deferred revenue due within one year E Balance 12 Historic ROE and Bruce lease revenue in test period Ex. G2-T2-S2.
Deferred revenue E Sheet 120 Historic ROE and Bruce lease revenue in test period Ex. G2-T2-S2.

Regulatory liabilities:  Other F Note 7 14 Variance/Deferral Ex. J 

* refers to paragraphs in Attachment 2
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Notes 1 
 2 
A. Income before interest and income taxes 3 

 4 
Income before interest and income taxes for the regulated operations of $165M as 5 
per Note 18 of the 2007 audited financial statements (earnings of $249M for 6 
regulated hydroelectric and a loss of $84M for nuclear) is reported as Accounting 7 
EBIT on Line 1 of Ex. C1-T2-S1 Table 1.  After making certain adjustments to reflect 8 
regulatory treatments, which are also described in this exhibit, the resulting 9 
regulatory earnings before tax (EBT) is calculated and reported on Line 14 as a loss 10 
of $84M.  This regulatory EBT becomes the starting point for the calculation of 11 
regulatory income taxes at Line 1 of Ex. F3-T2-S1 Table 7.  12 
 13 

B. Fuel Inventory, Materials and Supplies, and Fixed Assets 14 
 15 
Fuel inventory for OPG’s regulated operations is $231 million as per Note 18.  This is 16 
reported as a closing balance of $233.0M on line 10 of Ex. B3-T6-S1 Table 1.  The 17 
difference of $2M is due to rounding. 18 
 19 
The sum of the short term and long term materials and supplies as per Note 18 is 20 
$419M for nuclear and $1M for regulated hydroelectric.  The nuclear materials and 21 
supplies is reported as a closing balance of $418.4M on line 11 of Ex. B3-T6-S1 22 
Table 1 and the regulated hydroelectric amount is reported as a closing balance of 23 
$0.6M on line 11 of Ex. B2-T6-S1 Table 1.  The differences are due to rounding. 24 
 25 
The net segment fixed assets in service as per Note 18 is $4,030M for nuclear and 26 
$3,871M for regulated hydroelectric.  These are reported as follows: 27 
 28 

  $M Evidence reference 
Nuclear     
property, plant and equipment 4,418.8 Ex. B3-T3-S1 Table 1 line 15, column (e) 
accumulated depreciation (1,593.2) Ex. B3-T5-S1 Table 1 line 15, column (d) 

net fixed assets 2,825.6   
      
Bruce     
property, plant and equipment     
accumulated depreciation     

net fixed assets 1,194.6 Ex. G2-T2-S1 Table 2 line 2, column (c) 
   

Total net fixed assets per Evidence   4,020.2  
      

Total net fixed assets per Note 18  4,030.0   
      
difference 9.8   
 29 
 30 
The difference of $9.8M is noted on Chart 1 in Ex. B1-T1-S1 on page 8.  31 
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 1 
 2 

$M Evidence reference 
Regulated Hydroelectric  

 
property, plant and equipment 4,410.1 Ex. B2-T3-S1 Table 1 line 9, 

column (e) 
accumulated depreciation (538.8) Ex. B2-T5-S1 Table 1 line 9, 

column (d) 
net fixed assets 3,871.3  

 
Total net fixed assets per Note 18 3,871.0  

 
difference (.3)  

 3 
The difference is due to rounding. 4 
 5 
Acceptance of the balances in Note 18, as described above, also leads to 6 
acceptance of the 2007 rate base (except for the cash working capital balance, 7 
which is based on a lead lag study, rather than the audited financial statements,).  8 
The 2008 rate base uses the average of the 2007 audited balances and the 2008 9 
amounts.  Similarly, the 2009 rate base is an average of the 2008 and 2009 fixed 10 
assets, and the portion of the 2008 rate base that relates to the 2007 audited fixed 11 
assets, also flow through to the 2009 rate base. 12 
 13 

C Construction in Process (CIP) 14 
 15 
The CIP balance as per Note 18 is $210 million for Nuclear and $299 million for 16 
regulated hydroelectric for a total of $509 million.  The 2007 closing balances are 17 
expected to be placed in service in the test period and future years.  Acceptance of 18 
these balances leads to acceptance of rate base additions in the test period, or the 19 
period in which these additions are placed in service.   Since CIP is excluded from 20 
the rate base, continuity schedules are not provided in the evidence.   21 

 22 
D Debt 23 
  24 

Long term debt as reported in Note 9 of the 2007 audited financial statements can be 25 
summarized as. 26 
             $M 27 
 28 
 Long-term debt (notes payable to OEFC) 3,665 29 
 Long-term debt due within 1 year    400 30 
 Less unregulated portion1   (230) 31 
 Total 3,835 32 

 33 
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 1 
1 Unregulated portion of debt is for non prescribed facilities, Lac Seul ($20M) and 2 
Portlands Energy Centre ($210M). 3 
 4 
Long term debt is used in the calculation OPG’s cost of capital in Ex. C. 5 

 6 
The long term debt of $3,835M reported as follows in the evidence: 7 
 8 

  $M
Ex. C1-T2-S2 Table 3 lines 4 - 17 2,495
Ex. C1-T2-S2 Table 3b Notes 1 to 4b 1,100
Ex. C1-T2-S2 Table 3 line 23 160
Ex. C1-T2-S2 Table 3b Note 5 and next 80
  
 Total 3,835

 9 
E Deferred Revenue 10 

 11 
Deferred revenue as reported in the 2007 audited financial statements. 12 
 13 
          $M 14 
 Deferred Revenue due within 1 year   12 15 
 Deferred revenue (long term) 120 16 
 Total 132 17 
 18 
Deferred Revenue represents prepaid rent from the lease of the Bruce generating 19 
stations to Bruce Power L.P in 2001 and the balance remaining as of December 31, 20 
2007 is $132M.  The annual amortization of $12M is reported as $11.7M on G2-T2-21 
S1 Table 1 line 8 for 2007, 2008 and 2009.  22 
 23 

F Regulatory Assets and Liabilities 24 
 25 

Section 6(2)5 of the regulation states that the Board shall accept the asset and 26 
liability balances recorded in OPG’s 2007 audited financial statements. This clause 27 
applies to OPG’s regulatory assets and liabilities, subject to certain conditions 28 
regarding recovery of costs in section 6 of the regulation. OPG has recorded 29 
regulatory assets and liabilities for both deferral and variance accounts in its financial 30 
statements. Section 6(2)5(i) specifically excludes variance accounts referred to in 31 
subsection 5(1), and therefore section 6(2)5 only applies to regulatory assets for 32 
deferral accounts, and does not apply to variance accounts that are established 33 
under section 5 of the regulation.  34 
 35 
OPG’s regulatory liability ($14M) as disclosed in Note 7 to the 2007 audited financial 36 
statements relates to the segregated mode of operations and water transactions 37 
variance account. This variance account was not established by section 5 of the 38 
regulation; therefore, the balance in this account should be accepted as reported in 39 
the audited financial statements as adjusted by Ex. G1-T1-S3. This adjustment for 40 
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$3.3M, which increases the regulatory liability in OPG’s evidence, was made in May 1 
2008 and therefore, is not reflected in the 2007 audited financial statements. 2 
 3 
The chart below provides a comparison of the amounts in the financial statements for 4 
each regulatory asset as well as a reference to Exhibit J, which also includes these 5 
figures. The figures in the financial statements are equal to the amounts in the 6 
exhibits, with the exception of the Pickering A Return to Service (PARTS) Deferral 7 
Account, for which there is a $0.8M difference due to rounding in the financial 8 
statements.  In addition, the nuclear generation development costs deferral account 9 
in the financial statements includes both nuclear development costs and capacity 10 
refurbishment costs which total $28M. The amounts for these two accounts are 11 
disclosed separately in Exhibit J1 as shown below ($11.7M for nuclear development 12 
and $16.2M for capacity refurbishment, for a total of $27.9M).  Section 6(2)5 applies 13 
to the total cost of $28M in this account, including the capacity refurbishment 14 
variance account.  The capacity refurbishment variance account was established 15 
under section 6(2)4(i) and not section 5 of the regulation and therefore is not 16 
excluded from the requirements of section 6(2)5.    17 
 18 
 19 

Deferral Account F/S 
($M) 

Evidence ($M) Evidence Reference Section of 
O.Reg. 53/05 
that regulates 
recovery 

PARTS 183 183.8 
 
 

J1-T1-S1 Table 4, 
line 1 

S6(2)3 
 

Nuclear Liability  131 130.5 
 
 

J1-T1-S1 Table 4, 
line 2 

S6(2)7 
 

Nuclear 
Generation 
Development 
Costs 

28 11.7  
 
Nuclear 
development 
 

J1-T1-S1 Table 4, 
line 3 

S6(2)4.1 
 

  16.2 
 
Capacity 
refurbishment 
variance 
account 
 

J1-T1-S1 Table 4, 
line 3 

S6(2)4(i) 
 

 20 
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